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Paet l.-MAJOEITY BEPOET. 

Corrigenda, 

Page 17 ^ fata, 28, hue 3, — For ‘ five ’ read ' three \ 

Page 41, $ub-para. to vara, 60, line 4. — For ** The Punjab 
Peagaut read '' Tne Punjab Peasant in Prosperity und 
Debt 

Page 74, paragraph 108, line 22, — For ‘ interests rates ^ rmd 

* interest rests ^ 

Page 75, jmra, 108 (<;), line lU, — For * iiiitiuiised * read 

* victimised 

Page 77, line 12,— For * short-time [ read ‘ short term *. 

Page 107, para, 137, line 6 from bottom, — For ‘ their oimrutions * 
Ttad * its operations \ 

Page 107, jKira. 138, line 6, — Omit * out ^ after * driving \ 

Page 112, jMra, 151, hue 2, — Read ‘ in ' for * to * after * subject \ 

Page 113, para, 152, last line, just above the sMemeeU, — For * is 
as follows * re(ul ‘ being as follows \ 

Page 116, for the third line from bottom of the fmge.- — Substitute 
‘ lurul <Tcdit is the co-operative land mortgage liunk. The 
first \ 

Page 125, para, 163, line 17 , — For ‘ Co-operatvie * read 

* Co-operative \ 

Page 133, mra, 171, line 19,— Omit comma between * selected * 
and ‘ places 

Page 150, para, 190 (2), fi,r$t line, —For ‘ each credits ' read 

* cash credits \ 

Page 167, line 6 from Urp,— Omit * bank ’ helween * mortgage ' 
and ‘ depaiiment *. 

Page 295, para, 3HH, line 11, Omit ‘ the * before ‘ industrial 

Page 467, para, 717, first line,— For ‘ made ' reoil * make 

Page 490, para. 766, line 22,— Omit comma between * and * and 

* exchange 

Page 503, item 52, line 11, — For * provincial banks * read 

* Provincial Governments 

Page 522, — Insert an asteriik after * M. Jamal Muhotned \ 

Page 625, line 5, — For * Proper ^ suttstitute * proper 
Page 626^ Une 18, — Read ‘ depend * for * dipend \ 
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Pam 6*^, Ufut 19. — Read * Wiiitesaes giving evideane ' far 
^ Evidence \ 

Paye &29, line 7 fram bottom. — For ‘ depositors apprehensions * 
read " depositors' apprehensions * . 

Paye 645^ yara. 2, line. — For * assist on ’ read ‘ assist in 

Paye 649, line 7. — For ‘ 60 pei- cent, more ' read * 50 per cent, 
or more \ 

Paye 649, line 17. — For ‘ interests ’ read ‘ interest 

Paye 649, hut line. — For * point ' read ‘ points 

Paye 66o, line 6 from bottom. — For ‘ As such ' read ' Such 

Paye 0J4, line 4 from bottom. — For ‘iaterests ' read ‘ interest 

Paye 666, line, 2. — For ‘ operations ' read ‘ operators 

Paye 666, Last imra., line 7. — Vmii * in * after ‘ drawn 

Paye 669, clause {k). — For ‘ erpenses ' read * expense ’ in the 
last line. 

Paye 064, chiuse (e ), — For ‘ 2 ' m the last column against 1910 
* 20 

Paye 666, para. 12, hue 17. — For ‘ property ' tctuL ‘ piujierly 
Paye 66^, jMira. 6, line 2. — Delete comma after * deposits 

Paye 674, para. 6, first line. — For ‘ th seasonal ' read ‘ the 
seasonal 

Paye 676, para. 9, clause (b). — For * rate demajid loans ’ read 
‘rate lor demand loans 

Paye 670, 2nd Line. - For * or coiaiiien ial ' read ‘ commercial or 

Paye 6Sl, clause (7), first line. — Read ‘ on ' for ‘ or ’ after 

* auditor 

Paye bSI, clause {16), last line. — Head * affects ' for ‘ aftWt 
Jhifjc, GST, item {46).~ Fitr ‘ shareholders, 114’ read ‘ shart*- 
hol dels 

l*aye GST, item (49).- For ‘ charges ' reiul ‘ changes 

Paye GST, item (61).~ -RauL ‘ blank * for * bank 

Paye GIMJ, last jnira., line 6. For ‘ prove ’ reiul ‘ proves 
Paye GtHi, last para., line S. -For ‘ avrrage ' reael * average \ 

Paye G96, clause (/) under II — Ventral Co-operative Banks . — 

(hnit the colon betteeen * that * and * no 

Payi\G%\ Hue 29. — For * S^x ities ’ read ‘ Societies 

Paye 702, line 7 from bottom. — For * o ' reeid ‘ to ' after * good \ 

Paye 703, line 2. — Insert comma after ‘ whole \ 

Paye^ 706, line 21. — For * or ' rend ‘ of 

Paye 706, line 22. — For * manners ' read * manures \ 

Paye 706, line 39. — Keeul ‘ army of ' for ‘ army or 

Paye 705, line 47. — Omit comma he^toeen * all ’ and ‘ these \ 
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Page 707, line 7 from bottom. — For * adoptable ’ read * adaptable \ 
Pago 707, line 3 ftoin bottom. — Insert * good ’ after * great ^ 
Page 711, para. 5, line 7, — For * catastrophe * read * catastrophic \ 
Page 712, para. 3, line 9. — Correct ‘ Glatsgow ’ into * Glasgow ** 
Page 716, line S. — For * detmuid ' read * deniands \ 

Page 716, line 13, inider Itural lleconsiructum SocietieM. — Head 
‘ increase * for ' increased \ 

Page 718, Itne 19. - Insert a semi-<‘olon after ‘ Iwfore \ 

Page 718, Itne 41, — Read ‘utopiati ’ p*r * utouian \ 

Page 7 18, line S from hoftam. — For * land * suftstit ute * borrowers \ 
Page 721, hue 12 from bottom,- For ‘ inganised ’ read * organise \ 
Page 723, line 23.— For ‘ guarantel ' read ‘ g\iunintee 

Page 723, lines IS iS' 17 from bottom. — Read ‘ anti(puited * for 
* ante(puited \ 

Page 724, line 8. — Read ‘ real ’ for * rtal \ 

Page 723, l{ne< 16.— Subst itute t'omnia for full-stop after * India \ 
Page 723, line 20. Substitute full-stop for Heuii-colon after 
‘ aimed at 

Ibfge 726, line 27. — Read ‘ arises ’ for ‘ arise 

Page 728, line 7 from bottom. — For ‘ prict * retul ^ j>ri(‘o 


Page 


piira. 4, 

line 3. — For ‘ 1 

he banded ’ read ' 

l>e ban 

ded \ 

Page 

72fK 

para. ! 

t. line 6. — 'For 

‘ years supply ’ 

read * 

year's 

s 

upply 






Page 

720, 

, line 

11 from bolt 

om . — For ‘ lighti 

ening 

read 


light 

niiig \ 





Page 

7.31. 

line 14.- 

— For * samples 

read ‘ surplus 



Page 

7.31, 1 

ine 20.— 

-For * extent to 

^ read ‘ exttuit of ^ 



Page 

7.31.- 

— For * 

be paries * read 

* hr par is ’ wheie^ 

-er the 

wor{l 


oc«‘urs. 


N.B . — A nnriitxT of obvious misprints have bwa (ornHtofi in the list 
above. Hush of work awl desire for economy are responsible bu* theso 
and any other undetixtod errors.— V. K. A. AYANtiAii, 


MGlFC^1^3l8CnK^ 32^3,010. 
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CHAPTKBL 

INTEODUCTORY. 

The demand for a banking enquir}" in India is very old tnd 
was voiced as early as 1890 at the first Industrial Conference ia 
the following words 

“No fact in the economic condition of tins country orreBis 
more forcibly our attention than the contrast pre« 
sented In the hoards of urmscHl cajiital stored uj> in 
(he vaults of the Presidency and other exchange 
hanks and the high preiniuni (tovennuent securities 
eomuiuud qn the one side, and on the other the utter 
j)aral\^is of industry in rural India due to the jx)verty 
of the resources of the classes engaged in the pro- 
duction of wealth. It W(iuld appr^ar as if some im- 
penelral)!e barner iniercrpted tlie overflow of wealth 
and barred the ehamads of eommunicait ion between 
tlu‘ restTvoirs of capital and the [>arcbed fudds of 
industry dried uj) for want of the wcaltlnbearing and 
ftM'tili/ing moisture.’* 

To come to reccuit times, in PU4 the Hoyal Commiobion on 
Indian Finance* and ( iirrency urged the api)ointment of a com- 
mittee to study certain que'stuais eonnerted with hanking, liater 
on in 11118, the Industrial Commission made tlie following i’e<‘om- 
mendation : — 

“We ask. therefore, for tlie apjeointuumt at ihe earliest pos- 
sib!(' date of an expert committee to (consider wh<ikt 
additional hanking facilities are necosbary for the 
initial and #for tin* current finance of industries; 
what form of Government aBHistance or control will 
be required to ensure their extension on wamd lines 
as widely as [lossihle throughout the country; and 
whether they should he of provincial or of imperial 
scope, or wheilier both these forms might not be 
combined in a group oS institutions working together'*. 

In 1919, the HorCble Mr. (now Sir) B. N. Sarma moved a 
refiolution in the Imperial Legislative Council urging the appoint- 
ment of a banking commitk?e. More rfv ently, in 1924, the Kx- 
terPa! Capital f’ommittee olis^^rved, “India posH^^ssf^s vast stores of 
dormant capital awaiting development and in order to make theao 
available for investment, facilities should h% increased and extend- 
ed- We would emphasize the importaiua* of a co-ordinated survey 
being undertaken at the earlieBt opiwt unity of the whole field of* 
banking in India-*’ 

,^2. While the Government of India v-ere ennsidering. in consul- 
with fhe local Governments, both the method of surveying 

a 
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the and of enooiiTnging the deve^oproent, of banking in Indii, 

the refjort of the Koya! ( oiniuission on Indian C'uneney and 
Finale e, lO'ih, was received. After exa mining tiu? replies from 
the local (ioverninenis and the (Ajimnission \s Ivefn^rt, tlie Ciovern- 
inent of India came to tht* c(>riciiir-U)n tliat it would he }»referal>ie 
to postpone fmtlicr crnpurv nno the ta*id of banking as ])ieviouH!y 
conh {/ij)lated until the Reserve Rank estal)!i'-hed ami some 

exjxaicnce of its working had heen gained. 

d. W hen, therefore, in Jmbnjarv 1027. Air. 8. X. Haji moved 
a resolution in the Legislative Ass^aiddy ret'omrnending the 
ap[)rjintfjM'jc m a (oinmission to investigate the existimi I'ondition 
of iianking in India, the (hoernmem of India de<‘ided tliat the 
time uas not ofiportuiu* for tlu' aj>pomtment of sia h a ({‘inmittee. 
ddie\ fnrtlier eonsideifvi tliai ^\’a- df'sirahle to await the 
of the l^wal Commission on Agrirulture in India, as in their 
opinif/n an impor'lant [>or!ion of tlie gr( uiai of tlie prr)p(:-j>e(] hanking 
empiiry was covered l»v tiie *o‘rms of reference to that Commission. 

L d1je liesriM* R>ank lull was i ejected hy the Lt\t:islalive 
.\ss(*mhl\- in logs. Odif re}>or! of ilie Koval t'ommission on Aiiri- 
cultnre was prc'scuited in .\pril of the same year. Fh(‘Si' two 
factors, eon(>lcd with the nv'^ohil ion^"* ot llu* Assoriatcal Chamhtu’s 
of (dmmcu'ce of India and Ceylon and tlie Fedtuation of Indian 
(’lmnd)ers of (’omnuace and Indiistiy, at tlulr annual meetings 
in r)ec(Mnher 1 027 and I0g8 rospccii\e|\ urging nj>on the (Irsern- 
immt iminediatcdy to appoint an Indi.in Raid<ing FiCjniry Com- 
rnitrec', leal (lo\ei*nm( nt to ch;nig»' llieir prt^Mons attitude in regard 
to tlu' laicjiiirv and to take steps for is ina ueiirat ion . After 
ascertaining fully the vi(^^^ s of the two eommercial Lxlies mentioned 
a1)Ove. and after furtiuM* di'^cussions witli tla‘ reprr*-^ent at ! ves of 
the various political fiarties in th<^ C(‘ntral Ta'gisla tnre, wliich 
disclosed a fairly g('net'al consensus of oj>inion as to tlie broad lines 

* Ttn‘ iofp^ (a fbc t\V(. aroqu ilf'U hrlnw ; - 

(i) A idl'd f ndifi and : 

“ 'rhis 'ciati >rj o?» CoA Ornriirrif aftvi-ahi litv tiokiing, 

nt an <‘nrU UnN*. an r-xarninaOnn ifitn t anking, in India witli a 
vjou to thnnur fakt n to r^-uulato bfiiikr>and t anking buainaps 

in this fS)Uiary 

(ii) 7Vn' AV7,- 'r'ntion fij J ndi'f n ra of n^re affd lnfJ}$»fry ; 

“Tin* r\s l<'raf ni nortri tht'* etover.anent' of Tn^lia to immedi- 

atolv appoint an Inflian Banki ng ErK}nir>’ rommittne vrith 
wpooial o t > look into the avst^'ni of Tndiari iri(i)genoii3 

biTikintz {^h \rtifi) with a view to dev'olop and Lst/t'-r the ^me *\ 

The following resolution had also }>een in ll'-7 at the fifth aession of 

the Indiati Tndin^triid and C’omTnoie»al Congre^j^, bv which nanie the Federation 
of In han Chaftibera of ( ommerco was th<*n known: — 

“ Tins ngrcHs urges upon the attention of the OovKarnment of India, 
the resolution moved in the Legislative Asaerably {>y Mr, Snrabhai 
N. Haji regar<ltng the apf>ointment of an Indian Banking Enquiry 
Committee consisting of a majority of Indians and an Indian 
Chairman with a sr*erial reference to look into the ergani^tion of 
Indif^n indigenous bankmg with a view to f<wter and develop tha 
same and strongkv urge<; upon the Governmeid the need for tb® 
immediate api>ointnient cf such Commitiae 



iNTRonriGTonv. 


a 


of the projKxs^ ]\nquir\ itts oPjiH ts, ilte Govermnent of India 
j>ref»ired a ^icheine tor eoMuirv arul fgrwanltHl it for Uio con^deni* 
tioa cf llio K tal 1 ln\ eraiuonts \vhuia42 lo-ojH'ral ion. llun’ ooni^idered, 
was essential. 

o, 1 lie plan vvlueli was approved hy the lueal ( luvernmeuLs was 
to split tile l’aa{Uirv into three stages. In the first 8tiu.!V a luunlH^r 
of ih’o\in<aal ( ’onmntiees, wuh persons possessing intiniatt^ know- 
ledge ot loeui et>iuiil ions , were to lu’ ap[H>inled to deal with tlu'. 
following snl)jt‘et.>. r/:., agricnlinral catalil inehuiing eo-ojvrative 
eredu , iredit fatiliiies for .in. til iiuiusiries, inoitgage hardis, 
financing ot uitern.ii trade* anti ^linmlation of iiabits of inveHtnjent 
and at tract it>n (if hanking de{iosits. Aiu*r tlu‘ Ih'oviiKaal ( \nn- 
initt<‘es had reported, an all-India ('onnnilU'c was to eontinne the 
work hv making investigation into (aatain fudds of hanking exidiided 
from tlie seo])e of the Provineia! ( 'oinmit t(a‘s' Pn<jiiir\ , mkIi as i('gn- 
lati{m of hanking. I)anking (alueation and (Tialit ho'ililies for India n 
main industri(*s siicli as cotton, lotc aiul coal, d'lns was to I (' the 
second stage of th(> Isiajuiry. When tla^ (Vaitral Pommiifet' had 
completed the smwa'v of th»» w hoft* hanking fhdd, the thii'f] ami 
the last stage would h<' n‘ach(‘d wlum a '-mall ho<h of foriMi^n <‘X- 
fx^rts, stdeeted hy (lovernment and haxing (‘\p<'n(‘nce of rural 
credit and industrial hanking, was to lu' appoint's! to as-ast tlie 
Central Committee in coming to their eonelusions, 

G, 'J he Idiovincial <a)mnntte(*s wa re a<‘eordingl\ eonstituttal and 
all of them lagan regular work hy the heginmng of Aijgu.st P)*id 
ex<‘<‘j)t the Punjal) ( oininittia* which began a little later, first 

of the juovineial la'peiis was laasaved in May lOdO ami though tiie 
re})orts of certain t onunilt(*es wt/re jmhlished so lati' lOi Novaanlx^r 
of the same year, we w(.*n* snpidicd wi:li a<l\aiie(‘ <()pi<'s hefore 
that dateo We cannot adcijuately express our gratitude to (lie 
Provincial Committees for tlui e<i{njii(*h<*iisi\ a* pi^turi* llu'v liave 
drawn for ns of tlie conditions in tin* provim*e * and for the valiiahk^ 
recommendations and suggi^stions tluyy In.ve made. Wo Imve in 
fact used tlie material contained in these reports so fnady in our 
own re}>ort ilial we have not found it ))ossihle to ae|cno\\ hal^je our 
indehtedness at eaeli place. ^ At the same firm* wa* slaadd like to 
dniw attention to the find that owing to the eomparativi* shortness 
of time allowed and tla^ rigid eeonom\' practised, which st<Mid in 
the way of tliesi* Committees nml(‘rtaking a more thorough 
iigation of tlie various (jih'stions ('oncerning tlie eeonomie eondi- 
tions and the hanking [irohlerns of tlu^ir provinces, and for \ari(iuR 
other reasons mentioned in their reports, it was difTfeult for Ifaun 
to wa^rk out sati.ftfaetorv statistieal data relating to tlie amount of 
niral indebtedness, tlie amount of agrieiilt uraj finance re(|nired, 
and the volume of business of the idigenons bankers. 

♦KefoPen4se« have, however, bi^n i?iven bv footnotf^a ^veral of the 

Hfeport to the pttmat»’aph^ in the ProviacisI Committees* Reports. ^.< 7 ., Rcng«l, 
|>ara«. 346 -66 on page 12. " 

A 2 
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7. Our CcMumittee was fommllj appointed in the Government 
of India’s Kesolution No. P. 2 <4)-F./29, dated the 22nd July J929, 
with the following personnel > — 


Chairman, 

L The Hoo’ble 8ir Bhupmdra Nath Mittii, Who oomrtKjnced his regular dutie* 
K.C.S.I.» K.C.I.K , C.B.E. an the ierminaticn of his appoint* 

Tnent as Mem boa of the Executive 
Council of the Q over not Gonerah 


Vice-Chairman* 


Z, Sir Burshotaindi^ Thakurda^, Kt., Who act«<i a^ Chairman pending- 


M.B.i:.. M,L.A. 

3 . Mr, D. P. Khaitan 

4. Mr. B. F. Madon .... 

5. 8ir Hu jIi Corke. K+. . 

Thi Hon’hlo Mr, J. H. Fyfo . 

7. Dr. L. K. Hydcr, M.L.A. 

S. Mr. Mann .'’ube iar 

9. Tlio Hon’ble Mr, V. Hnniada's Paiitulu 

10. Kai Jaruioi Mohan Mitra Bahadur 

11. Mr. AW LarnonJ . 

12. I.^}n Ifarkinhcn Lai . • 

13. Mr. H. W, Bvicktey 


the taking up of hi« duties by 
Sir )3hnj>endra Nath Mitra. 

N»iminaie»i in ron-'ultat ir^n with the 
^ Fe location of Indian Chambers of 
3 Cointnert e nrtd Indu.stry. 

Xtoninated in cor:.*inltat ion witli the 
. AH.<o<‘i,ued t'hamlxTs of Commerce- 
3 of inditt ainl Ceylon. 

^ Indiau Economist*. 

\ Represent at i\tt3 of the Co-operative 
j movement. 

.VoTn<nate<i in consultation with the 
Imperial BAnk of India. 

Joint-Stock Banker. 

Kepresentrttivo Exchange Banker., 
Noniinuted in eon*.u nation witli 
the Kxt'hange Banks^ Awtioeiation. 


14. The Hou’ble Heja Sir 

Cheftinr, Kt, 

15. Mr. Ja<lvi Nath Roy 

16. Mr. O. K. Devatibar, C.l E. 


Annamala 


Indigenous Bankers. 


17. Mr. K. K. Shanmukham Clotty* M.L.A 
]R. Choiidhri Mukhtar Singh. M.L A. * 

19, Seth Haji Abdoola Haroon, M.L.A. 

Mr. Jamal Mahomed 

21. Nawab Sir SalNbsads Abdul Qaiviim 
K.C.bE..M,L A. 

Mr. V. K. Aravamutiha Ayangar, C.l E. 
Mr. R. P. Ma-ani ... 


Representative® of the general 
intere^tH of th ' pubhc from |hc 
aide of those wh't require cr^it 
facilities. 


SecreUiry 
Joint Scerttaryi 


8. The Committee suffered a severe loss by the sudden death, 
ef Mr. B. F. Madon and Uie vacancy thus created was filled by 
Mr. N aliui Raujan Barker, who was noininatefl by the Federation of 
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Indian Chambers of Commerce. The Hon’ble Mr, J, H. Fyfe 
had to resign from the Committee owing to his departure from 
India, and in his place Mr. F. W Kuslilorih was nominated by 
the Associated Chambers of Commerce. We also regret that 
owing to considerations of health and private aflairs we were 
deprived of the valuable services of the Hoirble Raja Sir Anna* 
malai ChettiJlt wdio resigned his membership of the Committee in 
December 1930. lUi Janiini Molmn Milra Bahadur, one of tlie 
CO' 0 |>erative e 3 ti>ert?, attended our first meeting in Bornbav, but 
hia services were not made available for our 8ul)sequent delibara* 
tions. At the time of signing tlu* roixirt, the strength of tho 
Coinmitiee was thus nineteen, 

9. The terms of reference^ which were decided hy the Gov- 
ernment of India in consultation wnth us at our first mealing held 
in Bombay at llie end of June 11>*29, are as follows : — 

“To investigate juist nn-ords and existing conditions of banking 
in India inciuding tlu^ organization of ibe Money Market and to 
considi'r the stt'ps, if any, that are feasil^le and di'Hirablc under 
the follow ing nuun headings : — 

(a) the Development of Banking with a view to tlie expan- 

sion of indigenous, co-ojH‘rati\ e and joinl-stcK k l>ank- 
ing with special reference to the iumhIs of agricul- 
ture, commerce and industry; 

(b) the Regulation of Banking with a view to protecting 

the inlereNls of the pulilic : and 

- (c9 Banking Kdiication w ith a view to the provision of 
Indian personnel in adequate numbers and with the 
necessary qualifications to meet the increasing needs 
of the country for a sound and well-managed national 
system of banking/* 

10. Our first task on ap|x)iritment was to prefwire a queslion- 
naire both in regard to the subjects reser\(‘d for onr own direct 
investigation and also for the Hul>je<'ts allocated to tlie TVoviiuaal 
Committees, The issue of a standard questionnaire for the use of 
Provincial Committeeg was considered necessary in order to facali- 

* fate tabulation of the results of the pro^^llcial (uupnry. I'hese 
two forms of questionnaire were settled at our first rnetiling in 
Bombay and the provincial fiuestionnaire was forwarded to the 
Pro^ol^cial Committees through the (lovernmenl of India ar.d tlm 
' Provincial Governments eoncemed. The Provincial Committees 
were requested to add questions wdiich tliey considered necessary 
for the purpose of eliciting information regarding stx^eial local or 
prov^cia! features. All the Committees have availed themselves 
of this suggestion. 

11. As stated above, we held cur first meeting in Bombay in 
June 1929 for settling, among other things, the questionnaire for 
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botii the ('eiHnil aud the Provincial Coiiuuittees. Our next meet- 
ing was held in Delhi in Febrnary 1930 to conj^ider our future 
programme and w^e decided that the headfjuarters of the Committee 
Bhould be Icx^ated at Ihingalore up to tlie end of June 1930 and 
transferred lo P(K)na for the rest of the {>eriod. Under the 
guidance of the ('hairman, Hir B. N. Mitra, who assumed charge 
ii] April 1930 at Patigalore, the Kecrotariat of the Committee spent 
the early months of the otTieial year in prejiaring a summary of the 
Proviie li'l ( oumntie cs s reports for llie tise of llie niemhers of the 
Central ( ‘onmiit in view of the vasin(‘SH of the material we 
liad to stu/iy and examine, such a summarv was {‘ssential. The 
exarninaiion of witiiesMe.s began from fiie middle of August 1930 
and lasted liU the niiddle of Oitoher. Wf exanrined three more 
witnesse including luo ofTicial^. in Mareii i'.)3I at New* De'h.i. In 
ad 33 witnesses wane examined. The witnesses were sufficiently 
representative and melud(‘d 8 ^'hamhers r)f ('omineree, 3 trade 
association^, cvonomists, r» hanker;^ and 7 representatives of the 
(/o-o|ier*at i\'e movement. 

Towards tie' (Uid of f)ct()her 1930. in res|)onsc to an invitation 
from Mis MajcsiyV (lovmnment, the Cliairman liad to leave India 
Tt) at lend the Hound Table ( ‘onhu'enci' in London, lie returned 
to India on the l!3rd -Tannary 1931. 

Ti. In tiieir ( f)mimmi(jUe daieel the tdli of (> aol>er 1930/. the 
iiovernnumt of India, announced the ap]H>intm(mt of tlie follcwving 
fondgn exju'i'ts r 

(It Mr. a. C. Cdssels— 

Manager of the l^ank of MoLlreaC T-ondon, 

(•2) Mr. B. Currie-’ 

J’artner m C»l>n, Mills and ('omf)any. 

(.3) /)r. .1. Friedericli — 

(ieneral S(aa(‘ia?y of the Union ( 'o-ojKTative Society, 
J)arnistadt. 

(4> Dr. O. J e id r Is — 

A managing partner of the Berliner llandels-Gescellasehaft. 
Berlin, Member of tlte Board of German National 
Bailway Company, and Director of various other 
companies in Germany. 

(5) Mr. A. P. McDougall, C.C.ii. — 

Chairman and Managing Director of Midland Marts Limited 
and Chairman of Midland Wool Groupers Limited, 
formerly President, Co-operative Farms Tradin|f 
Society in Scotland. 

(6) Dr. L. J, A, Trip- 

Former Treasurer General at Department of Finance, the 
Hague, and former President to Bank of Java. 
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Ttiey arrived in Bombay on Uie I'lih of IXh ember 19o0 and 
after a few neek^‘ tour about the eountrv. rentdv^d iKdlii on the 
Uih of January Uni. Meantime, to huii lim eonvenienee of cer- 
tain ineinhers of the ('onunittee wlio wen also menibers of the 
Lt^dslative Ass<vtnbly, it had been decided 1«* move the Committee’.^ 
mretariat from ]\x>na to Bellii. 

I'i. ( ine to the uTU‘X{H*eted tielav ju llu‘ return ol Sir N. 
Mitra from T.omion, it w;ts not |H)s>ii!>lt‘ foi us to meet the eNj>erts 
l»efoie tiie ‘ifah of Jatmarv lUol. ( tur joint distaissions with (hem 
lasted nil (lii‘ Udh of lo‘hruar\ bJol after whielt date v\ e were 
o<'enf)ied w nli tlie drawine up of v)ur provisional eoru Insions on tl»e 
subjeets ahvady disc ussed with (lu no (hn* disenssitms wtU'o re- 
sumed on the 4th of Manh attd contiimed for a fortni^dit. I)r. 
Jeidels hdl for (buinaiu (m th»‘ 7th lod'rnarv, and the remaining 
ex[>erts li'ft India on th<‘ 1 Ith Mat eh except Mr. Mel)<)npiill and 
J>t\ Frit'df'rieh who saileil a Wt'ek later. 

IL Aectirdine to |>aragrap}i 7 of the (loviM'nment of India’s 
I\esohiti(m, dattal the ‘2*ind July tlu' e\|)er(s were (‘iitithai 

to snhtnit to ns a n'[>oi{ {*f tlieii' own, if nee(xssar\', and in tint ease 
wr' were Kapiirt'd to suhmit their fejiort together with our own 
report to the fhoxannuad of India. 'The r(*port snhmitted hy the 
experts ,s a< .sdmxl\ p inted as an a|»p.’n(h\ to onr report and is 
submitted to (IcnauTmKmt . 

I V in oi‘d<a’ to <'oinpa't<- t!i<* I ankmg pa tni’e for the wliolt^ of 
India, tlie (Io\x'nimcnt nf India annouiKaal in their press com- 
muniijiH* dattai the 12 th June Fkith that they wislaal to o/Vt fa<‘i- 
lities tn any of tlie Indian States that might desire to a.^.so(‘iate 
tliemselves with our I^'n(]nirv. In aeeiadane<> with ihi^ odrr the 
following States afipointed their (ami (^mmiitloes : — • 


1. Ak:ilkf)te. 

2. Anndli. 

.'h Baroda. 

4. Bho|)al. 

5. Thhaner. 

6. Idiar. 

7. I>holpur. 

8. Gwalior, 

9. Hyderabad, 


It). Jodhpur. 

11. Kollia|)m. 

12, Ordia. 

Id. Patiala. 

14. Phaltan. 
lo. I V>rhandar. 
10. Pudnkotlab. 

17. Railarn. 

18 . Savanur. 


19. Travnneore. 

Thefie Committees were supplied with the questionnaire pre- 
pared by ns and were also furnished from time to time with all 
material that was placed at the disposal of the Provincial Com- 
mittees. 
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The reports of the following Committees have been received 

1. Akalkote. 8. Hyderabad. 

2. Aundh. 9. Kolhapur. 

3. Baroda, 10. Orcha. 

4. Bhopal. 11. Phaltan. 

5. Bikaner. 12. Porhandar. 

0, Dhar. 13. Hatlarn. 

7. Gwalior. 14. Savaiuir. 

15. Travancore. 


We uriderstand tliat tlie Jodhpur, Ihiddukottali and Bholpur 
Darbars have not prepared any reports of their enquiry. 

We desire to place on record our graiefu! appreciation of the 
care and tl>on)ughne8s with which ttie States Committees have 
done their work. 


16. We should like liere to refer to a point which has engaged 
our serious :iltenli('n in the course of our deliberations, namely, 
the const itut ional problem of India and its hearing on the (jueslions 
under our consideration. Although it was felt liy Borne of us that 
a good banking system should fnnetiou inde|)endently of any 
form of cc.nstitution, we all felt nevertheless the necessity at 
many points of our Enquiry of knowing what the future constitu- 
tion of India was going to he. In order that our discaissions 
might jinx'eed on the basis of a common angle of vision, we 
agreed that the fundamental basis for making our recommenda- 
tions should he that the administration of the provinces ard the 
Central Government would be wliolly in the hands of Ministers 
fully resjx)nsible to the ncspevtive legislatures. It sliould be clearly 
understood that all oiir recommendations are based on this funda- 
mental assumption, 

17. \\’e append to our report lliree separate minutes or notes of 
dissent, d'lie first of tliese is by Mr. Bamadas Pantuhi and deals 
with indigenous hankers; the se<'ond is by Mr. Nalini Banjan 
Sarker and deah mainly witli tlie finamaal requirements of indus- 
tries and the financing of foreign trade ; the third is signed by six 
of our colleagues, riz,, Sir Purshotamdas Tliakurdas, Mr. Ivhaitan, 
Mr. Jamal Mahomed, Mr. Bamadas Pantulu, Mr. Slianmukham 
Chetry and i'fr. Mukhtar Singh, and deals mostly with the financ- 
ing of foreign trade. We shall deal with the subject matter of 

various minutes in the appropriate chapters of our refK)rt. 

18. We also append a separate report by Mr. Minu Subedar. 
This report is a tome by itself and covers ground which is common 
to both his report and ours. It received too late for m to 
give detailed f '♦rsidemtion to it and make our comments on it. 
The delihenitions of the Committee ceased on 11th April 1981 and 
by the 2nd June we had not received the signed copy of Mr. Mann 
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Subedar’s report,* though portions of the report became available 
to us in proof from 25th May, the last portion being placed in our 
hands on 28th May. 

It is not coireot. as stated by Mr. Manu Subedar in paragraph 
2 of his re|X)rt, that he had no opimrt unities for dis^’ussion of the 
whole problem with the other nunnl»ers of the Committee The 
volumes of evidence bear ample testimony to the contrary. He 
also remained associated with us whei^ we were formulatifig our 
comiusioiis and participated actively in the discussions then eon. 

As we liave already stated, it has not betm |H>ssible f<^r us to 
comment on the icport at leugth iis we would Icive desired. In 
BO far as Ici eonsiders that the value of our work bus suffered from 
lack of any diieet link between our Committee and tlie ibovincial 
Committees or (loul>t.s the relial)ility of facts incorfvoratevt in t!)e 
rej)orts of the latter, we disagree with bis ehiic'ism in this tonnec- 
tioiK The acting Chairinan of our Committee maintained neoes- 
aar*}' contact witli the rroviiu'ial Commit te(‘s. 'bhe mtunl>ers of 
our Cornrnitlee were invited to join the deliberations of the Pro- 
vintaal Coinrnittees and some members t(X)k advantage of stich 
invitation. The acting Chairman, as well as several of our 
members also met the Chairmen and the Secret nri(‘s of the Pro- 
vincial Committees in a confereiu'e at (^alcutta in January VJ3() 
and discussed various matters relating to the EiH)uirv. By this 
means personal C(jnta(d was ntainiained between ti e C'Cntral Com- 
mittee and thr Provincial Committees. 

As regards Mr. Manu Subedar’.s remarks about the banking 
^experts from abroad, we consider these to be unforliumte. These 
gentlemen came out to India at some sacrifice to themselves in 
response to invitations from the rrovernment of India. The party 
leiulers in the As8(nnl)ly had agre<‘d to this feature of tla^ Kn(|uirv 
and we think it is to be regretted that otu‘ of our eoll(*agues sliould 
have thought it right to criticize the assistance that these gentlemen 
took pains to give us in the short space of time at their disposal. 
Mr. ^VTanii Sulxslar was aware of the procedure laid down l>y the 
Government of India for the prosecution of tin* Erujuirv l>cfore lu* 
joined the C^ominiltee. 

19. We desire to add tliat our colleagues, Kir Purshotamdaa 
Thakurdas and Mr. Laniond, in view of their [>osition resfwx'tively 
as a Governor of the Impf^rial Bank and an officer of that Bank and 
therefore directly interested in the affairs of the Bank, have not 
taken any part in the voting in regard to onr recornmendations 
aflfeeting that Bank. 


-4.1. « report w«« hAudod evor to the Cha.irnta.n on the aftom/>on of 

"too 2 aa Jone artor tho Cominittee bad held ite meeting and d'Mpereed. 



10 


CHAPTKri I. 


20. Wf to express our sincere gratitude to onr Sef;retar\, 

Mr, \'. K. Aravainu<llia Ayangar. (M.E.. whose intimate know- 
ledge oi currency, iinajue and i/anking. and tlie zealous and 
efficient manner in which he ha.-i carried out his duties, have made 
his services a wiurce of con''ider.*.ble stretigth to the ( oininittee. 
Our grateful ackmjw ledgments are :i!-o due to our Joint Secretary, 
Mr. |{. I*. Ma-sani. for tiwdiil assistance, the value of which has 
been enhanced hv lii> practical cxjMTience a.s a hanker and in busi- 
ness gcncraiiy. \N’c dc.-ire fiirlhcr to record our high ajiprociation 
of the manner in which Mr. K. C. Peth, Sujierinteiulent, and the 
hlafl of the CoiiiniUtcc liavc di.schaivcd itn ir duties. 



CHAPTER II. 

DEVELOPMENT OF DANElN<i IN INDIA. 

21. Infoiinat ion hi regard lo louik.^ tostuhlislioi} in India on 
EurofHnin Ihdns up to the iH^gminn-., ut liu^ srcond half of the 
nineteenth centiu v ih given in C’txike s InKjk on “Tlie Kise, l*ro* 
gress and IVeseni ( onditain of I>anking in India' ; and lull in- 
torniation in regard lo tiie rresideiu v Ikinks of iMiigul, ikiiubay 
and Madras ik ('ontanual in J. ll. lirimvale’s Aecount (»r tlie 

dtau V lluikN. I h'MMi'(‘h('s made hy Indian Deononnsts in recent 
yeai^ ha\e ihiowu eonsidi rahle hgiiT on tlu‘ gradual develop- 
ment of liankuig in India from faulKea iinu--, and iniudi vahiablo 
inforniatHm on tie- siibjeei will he lonn ! in tie* books jiuidished 
within the last live yi-at' by lb ‘T. Tliakur, 11. Sinlia,. 

L. < \ dam and 1 kimaeha ndra Ran. thongh a p'ortion ol tin n<‘ld» 
nainelx , Iroin !*d’ jo the sixtiamth eentuMe". ^(ill ^etn:^ln^ to 

be explored. Ton ^ideia 1 )le ainoimt of usidiii inforination > also 
contTimed in tie' teportsuf some of lht‘ I'rovinetal Ikinking l''n<|niry 
( 'om m i> { ra-s a.-^ w('d as m tho-e of some of the ( OminiTtia's ,ij)p«»mf- 
ed \^\ tiie Indian State-. It may be of mimest to bring to*,r'tia»r 
in this rejaut soiiu' ol the more imporlaiil fae!-. 

lM>i<;i:NC)ns lewnixe, 

22. Jt IS iDo\ generally a(Jmnt«-d tb.n from tiie <'arh(‘st tiinei* 
India possessed a s\.Nt«>m of indigenous b.mking. It will Huflico 
in this <-onm*etion to giva* tlie (ollow mg exiraet fnan “ l‘'rom the 
JUunote i\ist lo an .Vssiired Future ’ hy Mi . \V . lb Freston. Fhief 
ManagUH of tie' ( bartered Ikink of India. Ausliaha and (iiina, 
and a meml>er of the R<»yal ('ommis'-ion on Imlian (hirreney and 
F^inaner', ]‘d2fi. whi<'ii is ipioted .»n pa've -gi) oj Mr. Tlialcnr’^ binik 
on "( )rgani/:alion of Indian Baidving : — 

“It may In* aeet‘pt(‘tl that a system of hanking etnmenlly 
sniied to India’s then reqim ( nn.*nts vvas in fore<* m 
that (()untr\ many (-enturies befota* tlie sei -nee of 
hanking h<*eame an a<<umj*hshed fact in Ihiglarid. 
It i.s true that the methods of old in force in India 
were vastly different from the Kuro[>ean i<h*as of 
banking to-day and partCK>k more of money-lending. 
nu)ne^ -fbanging and later of the htindi businesB ; 
nevertht'less aa applied to the conditioriR then exist- 
ing in India, they admiral*! > acted their |mrt, and 
mimt he rec^ognif^d a.s having rendered irnmenn^.' ser- 
\ices to the country a whole, particularly when wo 
keep in view the enonnotiH agricultural intereRts of 
India/* 


(11 ) 
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Indeed, money-lending can be traced back to the Vedic period 
%vhich 18 taken by some authorities to range from at Jeaat 2,000 
to 1,400 B, C. ; bat no evidence of its then being followed as a 
if^rofesBion by any section of the j>eop!e, or details about the tenrts 
on which money was lent, are available. It is from the fifth 
cemiiry B. C. that Indian literature supplies us with definite 
evidence of the details of money-lending end of remittance of monev 
in cash or by credit instruments. The Buddhist works and 
recent arclirnological (liscoveries reveal the existence of associa- 
tions or guilds carrying on various commercial and industrial 
activities. 'Fhe sreHihxH or bankers wcupied prominent jx)sitions 
ill ihes(‘ guilds. In eacli of the imjx)rlant trade -cent res of the 
Buddhi.^t [H^riod, c.f/., Champa, Bajagrilia, Sravasti, Kausarnbi 
and Avanti, there lived many f>resthis of great influence. Their 
main hinction was to tinance (lie traders for tlie ordinary 
jiiirposes of tlieir trades, the merchant adventurers who went 
out h> sea to foreign couiitrie.s or explorers who traversed 
forests in sear('h of valna]>le materials, and the kings in Times 
of '^}rr and otlier financial stress. Tlie Buddhist texts abound 
in nTeivncf's to the practice of lending money on or with- 
out interest. Tlic more common practice was lending money on 
interest, the loans being se<uired }>y mortgage, by pledge of 
movables or hy surety. The ArtJia Shasira Qvautilya^ prescribes 
the maximum legal rate of interest on secured loans as 15 per cent, 
and that on imsecnred loans as 60 per cent, without any discrimi- 
nation as to caste, though the rate might go up to 120 and 240 per 
cent, per annum ac(‘ording to the risk involved in special circum- 
etances. The Dharma Shastras are in general agreement with the 
Ariha Shastra except that they introduce caste as an impel tant 
fac’tor in money-lending. They lay down that a particular caste 
•(the raijfya) alone can take to the profession of money-lending^ and 
they also prewmihe a variation from 15 ))er cent, to 60 |)er cent, in 
the interest on unsecured loans according to the caste of ihe 
borrower. 0). 

23. There is no continuous aceonn.. of indigenous banking 
extant from the sixth to fhe sixteenth <'enturies.(2) But refer- 
ence's are traceable to the \ise of htindu^ as early as the twelfth 
•century A. we have also evidence m the writing of Muham- 

madan historians like Barni, autlior of '‘Tarikh-i-Firoi!:- 
Shahi’*, and Shamsafif, of the existence of Multanis ajid shroffs 
who financed not only internal trade and commerce betw^een 
Tarious (cnires but also acted as bankers of the early dynasties of 
the bfoslem period. Buring the Moghul period, it aprears from 
the Ain-i-Akbari and other internal records, as well as from 


(1) parmn. 846.56, Bombay, |jara. 252. Baroda, para. 211- 

(2) L, C. Jam’« ‘‘IndiipeiioiM Banking ia tndta page 10. 

(3) United Provincei, para. 410. 
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Tavernier ’g Travels, that indigenous bankers continued their 
business of money-lending and played an itn{x>rtant part in 
financing the trade of the country by ineans of credit instru- 
ments. Tavernier also mentions how the foreign trade of 
the country in the seventeenth century was fiaaaiced partly by 
cash and partly by bills drawn on Surat and payable in tAVO 
months ; and he gives tlie rate of exchange on Surat at 
Lahore, Agra, Alnnedahad, Simnj, Burhanpur, Dacca, Patna 
and l>cuan''-.i^^ There is no detinife information available 
about tlie raites of interest charged in those days l>y the 
indigenous hankers i>n loans. The fact that a(’C(>rding to tlie 
Ain-i- Akhari the Stale granteii loans to ofticiaks at rates of 
interest ^'aryl^e fn»in (Vl pel i rnt . in the soi'ond yi'ur to [>er ctuit. 
in the fifth year, and 1<H) jau* eent. in the tenth year in order to 
operate as a clns k on tlse usurers, ho\vev('r. sliow.s that a still higher 
nite of iiiterissf had to l>e paid hy thes(‘ people on loans obtained 
fnan other soiirtes. 'Phere is also ^nideiua* to show that in tha 
last rpiarter of tlh‘ sixteenth (‘enturv the in Ikui^^al nsi'd to 

cliarg(* needy pmsons interest at the rate of more than r>(K) wx 
cent.<2) system of curreney and coinage during the Moglinf 

[>f‘rk>d, with its huge number of mint.s scattered all over the 
country wliieli issiaal metallic currency of vari(ais classes, also pro- 
vided tht* iridigcmoiis liankcr with the inifiortant and faotitaiiJe 
business of rnoiK'v-ehanging. Further, it heexame tlu* |)ractir« 
during this period of emploving some of tin* im()oT*tant indig<uiou« 
hunkers in various part^ of the (‘lupire as revenue colk'rtors, bankers 
and mryney-eha ngers to Government. These hankers natunilly 
acfjuire*! (‘onsitku'alde influence and powiT ; and ns has Ix^en pointed 
emt in the report of (he I'nited Ik'ovinees P>anking I'hupiiry Com- 
mittee ^iiarairrafth IPip “tlu» Jarfaf Set Jim fworld luuikcrs) of life 
gevente^ntli and eigh^<v(*nt]i eenturies, for tlieir power and in- 
fluence, are eomparahle with any firivate hanking hous<' in any 
other country: and indeed, they sc<*m V) have fulfilled many 
of the functions of a central bank — cRSiUdially a modern instiUi- 
tion 

24. When the Knglish traders eame to India, in tlie seventeenth 
century, flic indigenous hanking system was already esfafiliahed. 
But while they required some ma<‘tiincrv to satisfy tlieir credit 
needs, they could not easdv make us^* of the indigerlotls sy>^tem. 
Itiey on their side were not conversant with the language of 
the indigenous hankers, wlrile the hankers had no exp<^ieiiee of the 
finance of western trade. In order to overcome these two-fold 
difficulties, two remedies vvere adopted. In the first place, the 
English agency hoiiBes which were estabJisheil in Calcutta and 


tl) Jfain, 14. 

fit Fungal. p«r&^. 259 mrtd 
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thenhseiven tiie business of banking in addiliou 
to tiicu corninenMiil and trading a<:iiviiie>. Jn the netond place, 
the ini]»ortance of forming conie'etion- with the indigenous hunkers, 
who held a h^gh phie#; in lie- fin in' lai and [H^hiical activities of the 
country, was luu ignonaldh Indeed, in the earhei* years after 
tlieir rise to pows i . ihc l aol India t onipan} did not favour tlie 
estafilisfi nir ni ni India of lano^H-an }>anks, .aid they held tlie 
opinion that thr ivccia v hon-n^ and tiu* indigenous hankers were 
btdler fitted to ni«‘nt th** hai sing need> of the coinmnnity. 
ddie-a* measno's, ho\\t‘\<'r, faiie<i to arrest tla^ d(sd»ne in the hirsi- 
ni>s and ndliK-ii<’*‘ ol lie? indigooons hanker, d’lu* inee.-vsant wars 
nn<l tie* hieh haliowt d on the dov>nfall of the jMoglnil 

Janpij’e r»oere{y alleeted then- onsiiir-^^ Not infnM|uenti\^ were 
thev elu’ated iiy (heir riislonn i . \\hieh invidxi^l them in serious 
lo* -e,-, and soin'*tnne- revuitfd n* tfinr in;ihilit \ ni r<‘dt*t*m their 
jiron It ->«•<. d'lie miiheation *: iht‘ eoinagi* in Is;;.') deprixed tlie 
indigenous haukte* ol his protitahh* hirslness of mono v*ehanging. 
T!u‘ developnenit ol tin* means of eoinmnnieip ion hv land and sea, 
and tilt ( onse jiK'nt <ielleelu>n t>f Iraile and eommeree from former 
trade itMUt's and tin* alit'ration in th<* wliolt* basis of the eom- 
mereial relations of tin* ronntry with other eonntries, all eontri- 
hulial to his downfall. With the (h*( !ine of the indigenous liankers 
jfnd the giadual progr<‘-s of faighsh trade and dominion in India, 
tin* 1 f ed x\as f(‘li hy the ]’a>i India ('ompany foi the e.^Ualdisli- 
meiit of lianks whi di utaild meet both :nhmm''t i at i\ (> reipiiremeiits 
and the (f'lnands of trad»v I*li<' rciiit j|h* ereati^'U of 

<iox(*inment tr<'asiirie.< and tht' found.oion of early hanking 
Institutions on we tern linos, and (host* liavo i peuated to the 
fnniu'r disadvantage ol the indigenous hanktT \s lias fieen 

ohstuved in tin* K'peat of the I'.ani ing Isnoniry <'om- 

nnttee, '?! compared with nelitutioie^ of tfu* west< in t\p‘\ the in> 
di gf ioMs hanker is at a dtsadvaiUaiie in rt‘s|>e< t of large-scale 
opiua 1 it ais. W ith tlnmni^hing rt‘.soure<*s tla* xoiiinu* of his busi- 
lavs is tleidiniiig when sneee'^s demands that it should inerease. 
Aceordinglv, just as m I'ngland the old family hank has liad to 
give wav to tlu' Iarg<‘ pant-stork l>ank, the ind'getuais lianker is 
heii|j,t ohligt'tl to gixe wa\ to tlie eoinmercial l>ank. Despite the 
estaidishrnent of joint-stoek l>ank>, hoWi*ver. a good ileal of 
hanking hnsiness still remains in the hands of tfio indigenous 
bankers in all parts of the countrv . The operation.^ of the former 
are confined kirgcly to tlie pnnisjon of banking faeilities at the 
fX)rt.s and more important nid>an eonlres, so tliat throughoutf tlie 


) Jain, pagss UMT. 
(2) Jahu pac© 23. 


(3) runjab, para. 
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eountry fb - l^nnkers liine j^ft nnrincMvd 

i/V hank.s and I'lnanrod a^iJiTHajIliiro arid the nUenial trade of 

the riaintr\ . !>|MHnally in rural ureas tladr help is as indi'>. 
jKnesdik as l-efore. W'ltij tia^ ai;te\a] eoiidh however, tlu’‘ 
iiuiipeinais ha.nker in ^oine (M-e- aci^ as a iniddh’iuan In'twof^n 
the Intpenal Hank <>1 India and tax' joint-sttw k hanks on llu* one 
hand, and the lialian U'adine eonromnity on tie' other, lie luivs 
and sellr Jittiulis anil itu'ii rediMamuts thiun at thi' hie i^enks wlieii' 
ever nts.'t‘s>ar\ and thii^ juMhain- (uration:. anak>eons to there ol 
the ini! Inoksn^ of Hie l.oridon nionev tnarkei.Hh 


'2'k No dfMiiroe udonuation is ;.\.oiah!e as tu whetlaa' the 
indi;,;‘*!iors Iso Ivv att<>[erd th ' ja-n tas- ef re^seivin- r(';4ulari\ 
de{M)sits from the jMd)lh* on p.aynumt ol interest at any of 

his existence, and if' s », when this traiisinon took )daee. At llie 
tinte when tlie indiyenous hanker eaine into t‘xiHt(*nety the 
elistoni Heeins to liavt' Ixam to lioard isipital or lieposil it 

with a friend rather than with the liankers d'here is evidenee that 
the assix iai ions of hanktns m ancient times used to reeidve perma-^ 
nent deposits and to lioid them as trust projiertios. It is alno 
true that Ahinn devolt‘s a sptM-ial sia tion to tht' snhje’t of “dejiosits 
r.nd jileilees’ ‘ . Rut ilii're is no imuition in his hook of llu* (layment; 
of interi'st on such dept>.its. and it is possibk^ that the ileposits 
wdiieh he refers to were <k f^isifs for sjifr (*u^toiJy only, d'he 
/ir//e7 Shasfra la^ s dow n defnnte rules for the lioardin^ and 
ntili/.il.oM of •.'.oiihl! (til mti re>.t , hut ;,s silmt on th<' snhjeet of 
(ie|>o>ii dianIHne. In western <‘onnti‘i(*s de])ositd)anlcin'j! did not 
<‘Ome into vo‘/nc‘ until at a later stae<' of tlit> devidopimml '>f 
hankiim, and in liiifjtland hanks dai not umlertala* tins work until 
Hie year In Iniiia many id' the indij.^enous hankins do not , 

even at the preseiU dav, areefd dxpieals from the ]ail>i!r ; and it is 
refKirted from a State like* Ihkaner, which does not possi^ss a sin^j^le 
joint-^tiwk hank, tliat ‘ 'e<*iiera lly llie itidioenoiiM hanki'rs and 
rnoiH'v -lendeis in \ iilao,‘s and towns do nol lo'ep ant deport s and 
those at the eapiial do k?M'f» dejiosns (»f soni(> of tie:' peofdt'”. 'Fho 
reason why the indioimous hanker irt India has not penerally taka^;! 
to (h po^it leinkinir pro!>al>ly furnished l)\ H. T. Thakur, who 
??tates on pajje 5 of Ids ‘‘Organization of Indian Ikinkin^*' tliaf 
“rnd’aii Ikmkers in the juist liave |.''erHTaliy carried on nnhnarv 
trade witli llieir hankinfr business, with the result tliat Hus dual 
activity has p^reatly reaeted ufK)n the liankin^ d(‘ve!opment of this 
count] V. Tt is only very lattdy that private Inrlian hanker?^ fiave 
realized the strong neeessitv of not addine ordinarv eormnereial 
transfirtionK to their credit buRinesft*’. 


(1) Bombdy, para, 252. 
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Establishment of banks working on Eubofran LDfits. 

26. Beferenri* has been made in piragraph 24 above to the 
establisiiment of English agency houses in Calrutt» and Bombay 
which took u[)on themselves the business of banking in addition to 
their commercial and trading activities. These nouses became 
the agents for the whole civil and military services and also for 
Euro[H?an bankers and merchants settled in the country. They 
had originally no capital of their own, and they depended almost 
wholly on the savings of the servants of the East India Company* 
They r(H‘eive(] dt^j)osits, made advances for tl^e movement of erapB, 
and issued juifwT nion(‘y which was considered extremely beneficial 
for carrying on their ojierations. The hanking business of tTie 
East India Company Avas entrusted to some of these concerns in 
Cakuitta and Hornhay. I'liest^ agency houses thus became tli© 
forerunners of joint-st<^’k banks establislied on Eurof)ean lines. 
In his lw)ok on “'I'ht^ Hise, IVogress and Pre<?ent Condition of 
Ikinkirjg in India,” Cnoke lias staled that probably the first bank*- 
ing inslitution in India on European lines was the Bank of 
llindusthan wdiich was founded in 1770 hy one of the' agancT 
houses in Calcutta. Later invest igatioiK liave throwm doubt on 
the luv'uracy of this stabunent, and it is |X)ssihle that one or tw'o 
other hanks of this tvfH^ eaine into exisnmce before the Bank of 
Hindusthan, though it is donl>tful whether they continued in 
existence for »nv lengtli of time. These hanks, and others which 
followed them, w(Te kx*al institutions chartered by the Ea^t India 
Company. They are |he forerunners of banks formed under the 
provision of eruu tments of the Indian legislature which are now 
divided into two categories, namely (1) the JLinjierial Bank df 
India, formed on the amalgamation of the three Pramderxey Banks, 
and <21 the Indian joint-stfick hanks. It will be (‘oiuamient to deal 
with tliese two class<>s separately. 


Trin Prksidkncy Banks ANm thr Imprui^l Bank of India. 

27. The Bank of Bengal, which was iht* first of the Presidt^ney 
Banks, was started in the year 1806 under the name of the Bank 
of Calcutta. It obtained its first charter in 1800 when assumed 
the name of the Bank of Bengal. It was considered essential in 
the interests of Goveniment and of the mercantile community to 
have such a hank. Money then tvx?d to be raised by treasury 
hills which often had to be sold at a heavy discount. To facili- 
tate tlie borrow ings of Government and for the maintenance "of 
(redit, a State-aided bank was deemed indispensable. Government, 
^therefore, substTibed one-fifth of its capita] and shared in the 
privilege of voting and direction. Tlie oliarter prescribed certain 
restrictions on the constitution as well as the operations of the Bank. 

Bank’s rate of interest was limited k> a maximum of 12 par 
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cent, with a view to bringing about a permanent reduction in the 
rate of interest, lu 1823 the Bank was given tl»e jwwer to issue 
notes. In 1839 the Bank was given the power to open branches 
and to deal In inland exchange. It was at this time that the 
present restriction against dealing in foreign exchange was intro- 
duced into tlie Bank Act, but it was a restriction wliich, we are 
^old, was iiUTtxliieed by the Bank autlioriticK theinmdveH. Tliere 
le^al bar at anv\timc to joint -sUH'k bankH rt'giBiered in 
India engii*jing in the finaiu in^ of foreij^n trade and in operatiotiH 
txuuiec’t^^d vvitli fort‘i; 4 U exchange except Bueh reHtrietioas a« were 
picrtrd on the ]ht\sitK*iu'y Iknks, I'lio Bank of l^mbay waa 
cstahliphed in IsJO antj the Ihink of Madras in 1^13, with a 
share ('aj>ital of Its, 50 lakhs and Bs. :i(» lakhs resfxxtively » 
of winch (ioverunient snhsenbed Hs. 3 lakhs in ea<*h rase ; and 
Rotfi were ^^iven the ri^ht of note issue. Ha* major portion 
of the shart'.^ in all the tliree liaiiks was originally stihwcrihed 
By Knro|H:*an», The Bank of Hombav heeame involved in the 
^leculadve <'risis of IBtVi-Oo and it went into luinidation in 1808. 
But in |he same year a new l>ank with the same name wjis fonned 
with a capital of Ihs. 10() lakhs. All theH<‘ Banks were deprived 
of tlie powea* of liote issue in 1802 and were ^iven as c-ompenwition 
the free use of Government halances. 13ie IVesidency Banka 
Act of 1870 rci^^^iilated and restricted the business of these Banks 
and these n:‘Rtrlction.s and regulations continued up to the amah 
gamation of the three Presidenev Banks in Jl)21, Tlie Govern- 
ment disfKised of tlieir alyares in all the three Banks in the year 
1S70, and the Act of 1870 did not, therefore, provide for Govern^ 
ment direvdors on the Bojirds of the Banks. On the 27th 
January 1021 wheii the Ihnv Thinks were amHl^]jarnated, they had 
ambn^^ tlienT^lves *59 Branches and a total paid-up capital of 
Rs. 375 lakhs and a total reserve of Ks. 345 lakhs. The Imperial 
Bank of India whiclj was fotinded, as a result of the amalgamation 
is governed by Act XBVIT of in20, which also )riiiX)seB certain 
restrictions on its ofverations. 

JoTNT-fiTO(’K Banks. 

28. The history of joinl-sfoc-k hankine in India from the days 
of the East India ComfiHny down to the present day may he divided 
mio five periods, namely — 

(i) from the early days of tlie East India Company to the 

year 1833, the last year of (he crisis that overtook 
some of the joint-stock banks started mainly by the 
Enj:rlish agency lionses ; 

(ii) from 1833 to 18ft0 w’hen joint-sioc‘.k hanks with unlimited 

liability continued to be established mostly by 
European houses; 

(iii) from 1800, w^hen the principle of limited liability wa« 
introduced, to the present day. 
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2 \}. The bankg Btarted in tlie [ifTirxi were on the basis of 
vmlhiuted liability. They transacted ordinary banking business 
and finarK^ed internal tr^e. They also issued notes for circula- 
tion. One of them made advances against the securitv of indigo 
factories and the blotk of other industries. The same l^ank had 
Loudon exchange business as a very important branch of its , 
activities though it lost heavily owing to the purchase of bills of 
certain insolvent firms. Horne of these l^nks were belp#3d by the 
Last India Comj>any in times of crisis and one of them acted as 
banker to the Company. Most of the banks ended in failure 
owing to the combination of banking with other business and 
«[>ecnlation. 

The banks iliat were started during tlie second period W€*re 
still constituted on the principle of unlimited liability and there 
is a mass of interesting facts and figures in regard tp these insti- 
tutions in Cooke’s “The Rise, Progress and Present Condition of 
Banking in India” which gives the history of Indian hanking Up 
to 1863, Half of the Imnks that came into being during this 
period failed on account of speculation and misinanagenient 
rendered {wssible by ineffective audit. Some of the banks, 
however, were very successful and two had branches in India and 
in liondon and one had branches in China. 

The year 1860 constitutes a landmark in the history- of Indian 
Banking. By Act VII of 1860 the {)rinciple of limited liability, 
which is indispensable to the raising of large aniounts of capital 
required by modern business concerns, was first applied to the 
]cint stcK‘k banks. The privilege of note issue was also with- 
drawn from joint-st<x*k banks about the same time. Hoon after- 
wards, the American Civil War cut off the supply of \merican 
staple and there was an unprecedented demand in England for 
cotton. There was a lHM>m in tlie cotton trade in India which led 
to u wave of speculation. Banking c'ompanies, financial fvssocia* 
tions and land reclamation coinimnies and industrial ('oncerns c^f 
nil sorts were laiinehed in large numbers. Almost every one of 
them went into liejuidation. Even tlie original Bank of Bombay, 
as we have was involved in the disaster and had to face 

liquidation prcK^eedings. Tliis cri.sis slicxik the confidence of the 
public in liankiug concern.s, Betwe<m 1865 and 1870 only one bank 
was established, namely, the Allahabad Bank. The progress in the 
establishment of joint-stmk banks was ec*arcely satisfactory up to 
the end of the last yenturA*, when there were only 9 banks with 
capital and reserve of over Bs 5 lakhs, their total paid-up ca|)ital 
^ind reserves amounting to Bs. IJ crores and their total deposits 
to Rs. 8 crores. During the |>eriod 1871— lllOO the Oudh Com- 
tnercial Bank and the Ptiniab National Bank..were established, 
besides the now defunct Alliance Bank of Simla. 



DEVELOPMENT OF IJXNKING IN INDIA. 


19 


With tlie wave of (he stradeshi movement in 1906, however, 
there was considerable activity in banking. Itetween the years 
1906 and 1913 the number of l>ank8 witfi capital and reserve of 
' over Rs. 5 lakhs iiu reused from 1) to 18. Their paid-up capihvl 
and reserves amounted to Ha. 4 crores and their total de{K)aits to 
Rs. 22 crores. The numlier of amaller Irnnks that were launched 
<bi;ing the periixl was considerably larger. Some of the floumhing 
Indian banks of to-day were established during this f>eruKl, namely, 
^the Bunk of India, the Indian Bank (Madras), the Punjab and 
Sind Bank, the .rentral Itank of India, the Bank of Barcwla and 
the Bank of Mysore. 

The years B)13 to Ithil were a iriticul fx'ricxl for joint-stock 
bankjpg in India. As many as 161 l)anks failed during the |>eriod, 
twitf the |)uid-up capital of these hanks amounted to about Rs. 6f 
<irt»res. The causes of their failure are examined in a later 
chapter. 

In the year 1925 the tmnks with capital and reserve of Rh. 5 

lakhs and over numl>ered 28. The nurnl>er in 1928. l>eing the 

latest year for which statistics are available, is (He same. I'he 
Tmnd>er of Ixinks witli capital and refler\'e l)etw’een Rs. I lakh and 
less than Rs. 5 lakhs was 46 in the year 1925. and the same in 

i928. In all 60 l^anks failed during the period, hut in the case 

of most of them the capital and reserve was less than Rs. 1 lakh. 
An iin|K>rtant Indian joint-sUx^k hank which was establishes! during 
this |>eriod was the Peoples* Bank of Northern India, Ijirnited. 

PonaiCiN Banks • 

30. .\|)art from hanks established in India under the (’htirter 
of the East India (*ompany or under ennctmeiits of the Indian 
legislature, a number of foreign hankH have operated in India 
from time to time. The most imjK>rtant of are British hanks 

established under a Royal Charter or English legislation. It was 
about the year 1836 that systematic efforts \^(‘re being made in 
England to complete the chain of I’rnpire Banks by lie* inr lnsion 
of India, especially as the f)of)ularity of fjverscas invcstmcrn in 
general was irxreasing witfi the returr, of [jrosfxTity after th# 
Na|K)leonic wars. Tbit until 1853, ilie East India Coinfinny was 
generally successful in pres^Tving banks in India clifluriered l>y it 
from tlie comfietiTiori of English banks, thougli ns regards the 
former the three Presidency Banks were not allowed to, and tlie 
otlicr bunks did not usually, transact exebange and remit tarue 
business between India and the countries overseas. 8uch 
business was considered to be commercial business attended with 
risk and was carried on* by what v/ere called ‘Agency Houses’. 

♦WV ure to * The Tmjwf rud ^or a of t he 

matter in farag^aph 30 
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It is also possible that the relations that existed between the 
‘Agency Houses’ and the East India Company which are referred 
to later on also oi)erated as a liandicap against any banka in India 
undertaking this class of business. The first proposal for the 
incoqK>ration in Ixuidon of an Anglo-Indian bank, called the 
Bank of India, was made in 1830 after the private agency bouses 
had all come to grief by s[)eculation in the tliirties of the centur}'. 
It was j)rojx>s<Ni that the new bank should do all banking business 
for the Htate, including foreign exchange business. Both llie 
(joverninent of India and tlie Bank of Bengal, which was the 
(loverninent hank at tlie time, were against the new projects 
The former were a{)pre]ienBive that the new Bank would make 
a f)rofil at their exiKUise on tlaur annual remittances for home 
expenditure; and the hitter stated that they would be able io 
extend their services ‘to the (Jovernment and the country in 
all direedioMS cmiteinplated hv the pro]X)sed B»ank. The (‘barter 
WHS tliendore n/fused to the pioiuoters of the new Bank. 
The next project was the Bank of Asia of 1810, tuit it also 
met with the same fate as the Bank of India owing to the 
op|K)sition of the* Ageiuw House's whieh had recovered from the 
disastrous failures of lK*20-]HM‘i. Tlie Agency Houses were 
firmly allied to the b3ast India rornpany and their opjxisition on 
the ground of possiblt' injury to tlaur jirofits by the competition 
of tie* new Bank in tlieir remittance operations was shared 
by the East India Ooriifniny, who tiiouglit tliat is was nol 
neeesaary to have a bank for tlie purfxise of excliange operations. 
The first Anglo-Indian commercial hank to receive a Boval 
Charter was tfie Oriental Banking Corfxiration . which wag formed 
hy amalgamation with the Bank of Western India in 184*2 at 
Bomliav. In 1845, the Bank moved its head office from Bombay 
to London. The Bunk ohtaimxl its (barter from the Imperial 
Government without anv refereiu’e to the Indian authorities. 
After the Oriental Bank came the Chartered Bank of India, 
Australia and (’hina, and the Chartered Bank of Asia (afterw*arda 
the Mercantile Bank of Tndia. London and China), l>oth incorporat- 
ed in 1853. The blast India Coinjxiny took up its old attitude 
and went so far as to doubt tlie Royal prerogative to grant 
( barters to banks for ojieraiing in Tndia on the ground that under 
Act 47 Geo, III it had been empowered to incorporate such 
banks and that that Act formed a fimitation on the Royal pre- 
rogative. His Majesty’s Attorney and Solicitor-General, however, 
drew* a distinction between the business of general banking within 
the toiTitories under the Goveniment of the East India Company 
and the business of exchange, deposit and remittance which could 
be carried on by any bank under Royal Charter. Although the 
i*]ast India Company did not concur in "Ihis view, it 
it undesirable to give a monopoly in exchange business to the 
Oriewital , Bank and it recommended the iftcorporation of the 
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>other banks without delay. Of the three chartered banks, the 
Oriental Bank failed in 1884; and the Mercantile Bank had to 
relinquish its diarter in 1893 and reconstruct itself under the 
English Companies Act as the Mercantile Bank of India. The 
only English hank now o|X'rnting in India under a Koval Cliarter 
is, therefore, the Chartered Bank of India, Australia and C hina. 
None of thesi' chartered haiika apfx'ai-s to have enjoyed tlie privilege 
of issuing notes iri India. 

31. Other foreign hanks now ot»c!':iting in India are; (1) the 
Mercantile Bank of India; ri) the National Hank of India; (3) the 
Hongkong and Shangiiai Hanking Corjjoration ; (4) the Kustern 
Bank ; the National C'ity Hank of New York (with winch is 
amalgamated the Inlernational Hanking (\>r{Hmition) ; (6; the 
Yokoliarna SjXH-ic Hank; (71 Idovds Itank (wliich has taken over 
tlie business of Messrs. C’ox and Co., tla- latter having prt‘viousIy 
absorbed Messrs. King, King and (VkO the Coinptoir National 
d Escompte d<' Haris ; {9) the H. Sc O. lianking Cor|K)ration ; (KH 
the lin|K*rial Jhink of Persia; (11) Nederlaiuisehe Handel 
Mafitsehappi] (|Kipnlarly known as Netherlands Trading Society); 
(12) the Nederiands(‘li Indisehe Handels Bank (jvopniarly known 
as the Netherlands India ( ’oinmen ia! Ikink) ; (HV) Banco Naidonal 
Uitramanno; (14) Hank of Taiwan; (15) Sumitomo Hank; (10) 
Thqpia 4 C(K>k and Son (Hankers) : and (17) tlie Arneric’an Kx|)ress 
Coinpjinv^j^ The National liank of India was estaldished in 1803 
nndt*r the name of tie* Calcutta Ikmking CorfH^ration with i()« lu*ad 
otfiee at raieullu. 'Hie nann* was ('hanged to its prewuU name in 
IbOl and the ln'ad office was transft'rred to London in 1800. 

Statistic.s. 

32. A tahl(' giving certain statist s relating to hanks now 
OfX"rating in India and registered under the Indian Companies Act 
will be found in Apfx'ndix II. 
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EXISTING CllEDJT AGENCIES. 

will he useful nt the outset to give a general description 
cf tlie existing credit agencie.s inehidii.g their functions, resources 
and tlieir operationB. Tliese agencies can broadly be classified 
an follows : — 

(1) Ini|H*riaj liank of India. 

<2) Joint-stock l)ankh 
Exchange hanks. 

^4) ( 'o-(>{H*rative hanks. 

to) Indigenous hanking systc :r» consisting of nujiiev-lenders, 
shroffs and other agenc ies doing hanking business. 

(()) Land inortgiige banks. 

(7) Ia»an ofiices in Bengal. 

(K) Sidhts and ( hit Funds in Madras. 

( ioN’enunent. 

(10) Insurance com|)anic‘s. 

Imi*hiu\l Bank ok India. 

04. 'I'lu* linjHUial Bank of India was lornied in January 10*21 
In the amalganiaticnt of tlie three I^iesidencv Banks of Madras, 
Bond)av and Ik*ngal. It is governed by tlu‘ Imperial Bank of 
India Act, NO. XL\ I1 of 1020. It is a commercial bank with 
private sharelioiclcu's and compete*? to some extent with otlier l)ankB. 
It inherited from its three |)redecess<)r8 (*ertain functions a? a 
hankers’ hank, whieh, together with its increased resfxjiisibilities 
as the (tovernment bankers, accounts fur some of tlie existing res- 
trictions im}>osed on its activities by its present charter and for 
the control exercised by tlie Governmenf over the Bank. The im- 
jxirtiint restrictioiiB are : — 

(i) The Bank cannot make any loan or advance — 

(a) for a longer j>eriod than six monthfi, 

(lO u{X)n the security of stock or shares of the bank, 

(c> on Ihe original security of immovable property. 
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(ii) The liank cannot dimnint hills foi% or lend or advance 

in any way to* any individual or jmrtnerHtiip fmn an 
amount cxcwding at any one time Ks, 20 lakhs except 
on flic sfHmrity of tnistee stiK'ks, funds and stHurities, 
securities issued hv certain State-aided Kaihvays, the 
debentures and other stHurities issued by tiistrict 
Ixmrds under the anthority of the lej^uslature, and 
{:ot)ds or docnmenfs of title thereto. 

(iii) The Ihmk cannot disccumt or advance on the setairity 

of anv ne^^oliahde instmment of any individual or 
partnership firm |»ayahU* at the town or phua* where 
it is pres<M>ted for dls<‘onnt, which <1 (h's not carry on 
it the se‘vcral res|K)nsihiliticH of at least twt) j)erson« 
or firms iin<*f>nnecte<l with end) otlier in ^(Uieral part- 
nership. 

fiv) 'File Bank cantiot ^^rant nns^aaired overdrafts In 
excess of Its. 1 lakh. 

(v"* Tlie Hank cannot o|xm accsamts in the Tondun office 
f<a‘ jKMson.s other tlian its own const iiuents. 

The Bank is ‘.generally |)rolnhit<*d from transacting" any hiiRiness 
not siHcifieil in tlie Act, fon‘if:n exchan^^e business hein^ oiu' of 
the e\clw<led items. 

^i^>. I’lie (iovernment exon in' (onlml oscu* the Bank in the 
following" ways ; — 

H) 1'hey have povveu* t(^ issue instructions to tla^ Ihink in 
n^spect of any matter, whiclj, in their ojunion, vitally 
affec ts their financial polit'v or the safety of fiuvem- 
m;*nt Icalarues. 

(2) Thev can apfM>int four (Joveinors to the (‘entral lioard 
of the Ihink. 

(3j Thc*y appoint tfie Maiia^un^^ (ioveunors who mv two in 
tiuml)er and who are the (“fue^f hb\<*ciJtive Officers at 
the head of the Ihink, afOT (’onsideration of the recom- 
inemlations of the Central I^oard of th<* Bank. 

(4) They are entitled to rerjuire tlie Central lk>ard to 

ftirnish any information touchinfi the affairs of tlie 
Bank, and to prcKhue any dtK'iJtneni of the Bank, 
and may require the fttihlical ion of the statement 
of the Bank’s assets and liabilities at hik li iritenalji 
and in rikIi form and manner as tliey think fit. 

(5) They may appoint such auditors as they think fit to 

examine and report on the accotmts of tlie Bank. 
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36. Goverament busiiiegB transacted by the Imperial Bank of 
India and its branches may broadly be summarised as under : — 

{a) It does the treasury work of Government free of cost. 
It receives all collections from the general public for 
credit to Government and Government may* draw on 
any of its head ofliccg or branclies in India. 

{h) It manages tlie pul)lic debt of the Government of India 
and provides the macliinerv for the flotation of 
loans, riie London oflue of the Bunk also manages 
the rupee debt in I.ondon, receiving a fixed remu- 
neration for this work. 

37. The other banking functions performed by the Imperial 
Bank of India arc : — 

(«) It is tlie bankers' bank. Most of the leading banks in 
India kec[) their cash balances other tlian till money 
with the Imperial Bank of Intlia. In 1925 these 
balances fluctuated between sucli wide limits as 
Ks. 13J (Tores and Rs. 2 crores. The following later 
figures were furnished by the Ikink ; — 


Total Banker^' with the Imjyf jial Bank of India, 


(tn lakhs.) 

l>atc. 



Kxf'hange 

HankK. 

1 Indian Joint* 

: Stork Banks. 

3Ut March lO-’S . 



K», 

3,1>0 

i 

Rh. 

81 

30ih Sv'ptember 

• 

• ; 

:s7i 

1.12 

31st Mir.h 19:.’U . 


• 


1 81 

3(>th SeptcHilwr I'J’l) . 



2,02 

90 

3lsl March 1030 . 

. 


1,HS 

: 8l 

30th September 1930 . 

. 

. 

U8H 

t 1,05 


(t>) It manages the Clearing Houses. There are eleven 
Clearing Houses in India in the principal cities. 
These conduct their o[)erations in the precincts of the 
Im[)erial Bank of India which supplies the necessary 
supervising stafT. 

(c) With a view' to inca^asing banking facilities and to fosfer- 
ing among the Indian people the habit of banking and 
investment, the Imperial Bank of India was placed by 
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Oovernment under a statutory obligation to open not 
less than 100 new bmnoJies within the first five yearn 
of its inauguration. This obligation was duly fuU 
filled and 10*2 new branches were opened by Slst 
Mareli lltiG of wdiich 50 were ojH?ned at places wliere 
there was already a branch of one or other of the 
Indian joint-st<K’k banks. Several of the l)ranehes. 
howevei » have not yet reached a profit-earning stage. 

At places where the linjx'rial Hank of India has no brunches, 
it utilizes the services of joint -stis k banks or a leading lotml 
merchant or h>r the colleetion of hills and <duH|ues, A lis=it 

of iht places where the Ikink has reeognis(Hl agents for oollei’lion 
business is given in Apja^ndix III of the Vohnne of Written 
Evidence. 

138. During the busy season when the Itank rate is 6 |K‘r eent. 
or alxive, the I’afx'r ( urrenev l>e|mrtuieiu may grant loans to the 
Intperial Bank of India to an amount iu)t exceeding Ks. 12 crores 
by transferring to that l>e|)artment internal bills of excimngo or 
hundis of an e<]iiivalent amount. 'I'he ]3ank also provides remit- 
tance facilities to tlu‘ exchange and other hanks and also to the 
public. The rates ( liarged by tli(‘ Hank are siihject to maxima 
laid down by (Tovernment and differ according to circumstanceH : 

(«) Wlien the purchaser is a member of the i>ubli(’, the 
rates are 11 {kt c<‘nt on siu»)h up to Itx. l,(KKh 1/8 
jH'r cent on sums between Hs. 1 ,(X)0 and Its. 10, (KK), 
and 1 Ifi ]HT <H*nt on sums above Hs. 10, (KK). 

(h) If another hank wishes to purchase rcmittaru'c tlirough 
tlie Imf>erial 13ank of India to a place where the pur- 
chasc^r has ra> l)ran<‘h, it pays the usual rates, men- 
tioned above. 

ic) Wliere a hank [)nrrhas<»s a transfer from one of its 
branches to another, the rate for Bums ibovo 
Iis, 10, (KX) is re<luc‘ed to 1/32 {ht cent. 

39. A.S a result of the nHommendatiouK of the Hoyal Com- 
mission on Indian Ctirrency and Fitjance*, 1920, a I3ill was 
introduced iiU<> tlie Indian Legislative Assembly in Janu- 
ary 1927 providing among other things for tlie eBtablish- 
ment of a Keserve Hank for India. For reasons which are now 
well-known, tlie Hill failed to become law. 9'he presemt position 
regarding the control of currency and credit is, therefore, tli^ mine 
as that described by tlie Royal Commission on Indian Currency 
and Finance, 1926. “The (iovernment contmfe the currency. 
The credit situation is controlled as far as it is controlled at all, 
by the Imperial Bank- With divided control, there is likelihood 
of divided counsels, and failure to co-ordinate**. 

The two tables below give in a convenient form some available 
atotistics relating to the Imperial Bank. 
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CHAPTER in. 


/* — Capital^ Reserve^ Deposits ami Cash BaJancea of the Imperial 

Bank <^f India. 


(In Ukbft of rupa«#.) 
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IL - Fifjttns of public ami other tie posits, loans, c/c., nf the 
ImperuiJ Hank of India in (he last week of March uud Sep* 
ttmlor each year from 1921, 
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' 1.3, Jh 

76.01 j 

! 

... \ 

* 1 
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J(iiNT-8TocK Banks. 

40. At tlie end of BhiH, vvliicli it* the latent year for which nta- 
ti-stics are availahle, there were *JH joint ntock bankn in India 
which had cajiital and reac^rve of Ila. 5 lakhn and over. Of these, 
nine, riaiiiely, the Central Bank of India, the Allahabiul Bank, the 
Bank of India, the Punjab National Bank, the Bank of Baroda, 
the Peoples Bank of Nortlferii India, the Bank of Mysore, the 
Indian Bank and the Punjab and Sind Bank had depo«it» of 
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Kb. 1 crore and over. The deposits of the first five exceeded Rs. 5 
crores in each case. 

41. All the Indian joint-stcHk banks are registered under the 
Indian Companies Act. A complete statement of all banking 
institutions in the various provinces registered under the Indian 
Companies Act is printed as .\p|>en(lix II to this report. The 
Act impf>8eH no lestrictionH on the businesK which these banks 
Tiun" do. The bigger banks perform tlie ordinary business of 
banking and, among other w'ndces, receive deposits and make loans 
and advances, including tlie discounting of bills. The\ also take 
part in the movement of prtxluce from the vilbige to the exporting 
port and in the distribution of im|x>rts from the ports of entry to 
the distributing centres. The business of thes<* l)anks so far as the 
agric.ilturists are concerned is usually confined to the larger land- 
holders, the planting community and others who possess tangible 
and marketable security. The smaller banks are generally loan 
offices whi(‘h advance money to the professional and agricultural 
i'lasses. One or two Indian joint-stock hanks undertake husinesa 
in foreign exchange, hut tlieir turnover in tliis is so small that they 
are not ordinarily classed as exchange hanks. 

The following statement gives certain statistics relating to 
joint-stock banks witli capital and reserves of Ks. 1 lakli and 
over for a number of years. No statistics are avaiiahk^ regarding 
joiut-st(K‘k l)anks with capital and reserves of less than l\s. 1 lakh. 

Vapital and Reserves^ Dt’jxjsits and Cash Balanrrs of Indian Joint- 

StocJx Ranks. 


Class A. 


Class B. 


HankM with Cipifnl and Rpserves 
t>f H«. 5 Ittklia aii'i over. 


liankH w.tli Capital (inrl Re eives 
of Ka. 1 Hkh an(| ov r but 
le-s Ulan Rs. 5 lakhs. 
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Rs. 
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Rs. 
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, (Lakhs). 

{ T^ikklis/. 

(Lakhs), 


;(Lakhg). (I. 

“ikhs). (Lakhs), 

1^22 . 

27 

I 10.64 

; 61,64 

12.04 

! 

i i.n 1 

3,38 

66 

im , 

26 

9,7;l 

i 44.43 

7.37 

43 

’ I.M i 

3.26 

61 

mi . 

29 

10,71 

i 52,00 

11,30 

1 41 

i l.OS 1 

2,69 

35 


2S 

1 10,60 

; 64,49 

10,10 

1 

! i.i** ! 

3,42 

68 


2H 

i 10,84 

1 59,68 

9.12 

1 47 

i 1,26 

3,47 

82 

m7 . 

29 

1 H,08f ! 60,84 

7.70 

i 48 

! 1,22 j 

3,46 
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1 11.1® 

{ 62,86 

) 

8,19 

i 46 

i 1.20 ! 

3,60 
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Exchangb Bakes. 

42. There are in all 18 exchange bunks doing f6reign exchange 
business in India. AH of them are non^Indian^ and two ajre con- 
cerned mainly with tourist tnrffic* Tlie princijml businefsa of the 
oiher Imnks is the financing of India's foreign trade. They receivo^ 
deposits lx)tli on current and mivinga bank actoiint, receive fixed 
deposits, purchase bills in foreign currencies, make loans against 
sliipping and other documents, and finance im[X)rts of bullion. 
They also play some part in the fmam ing of the inland trade, 
mainly on account of goods or prodia^e in transit prior to export 
or immediately suhsequeni to imj)orL Hut Iiaving regard to the 
fact that all the information that is available to the Com- 
mittee is the (‘onsnlidated statement for all the foreign hanks given 
on j>agt' it is not ]>ossil)li» for ns to statt' what juution t>f the 

funds of these hanks is emidoyed in the foreign trade of India* 
and Mhat portion in inland lousiness. 'Tiu' on pagt* 330 

sfiows that out of the total resotmas of Its. KS crores Hh. 10 
crores were invested in hills of exchange m transit to London 
and elsewhere overseas. The tenns for th(‘ deposits of theH(‘ Imnks 
are. as a rule, higlier than those of the TnifX'rial Bank of India 
hut lower than thos<^ of the Indian joint-Btrx'k banks. While tho 
Imjx*rial Jhuik of India (kx's not allow interest on current , accounts, 
the exchange hunks generally allow 2 per cent, on dailv balances 
exceeding a minimum limit up to Its. 1 lakh. The exchange banks 
do not pul>liKh any slateuKUits relating to their Indian business 


sefuinifely. 'Fiie 

table below 

gives su<)i figures as are available. 

CapifnI arul Ursrrres, fn(]ian 
Exrhamje 

Drpnsils nii(] Caxh Bahinrrx of the 
Batik tt in India. 

Yeiir* 

NumiHjr 

of 

Imakfi. 

f'apital. 

find Host. 

Df*pr>#iit4i 

'n 

India. 

1 rath balance 
in 

India. 

' 


(a ZOO) 

(cr.ooo) 

(£1.000) 

IMS . . 

18 

112.221 

55.038 

12,132 

1923 

18 

140,103 

51,332 

10,8»9 

1924 

18 

1.30,464 

52.976 

12,275 

1925 

18 

138, .111 

52,909 

7,062- 

1926 

18 i 

\ i 

I 148,003 

1 53,658 i 

1 i 

«,«46 

1927 

; 18 

180,819 ^ 

51,647 

j : 

6,09* 

1925 

18 

i 

187.923 1 

s 53,354 

6,042 
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■C*iw>PEB.%TivE Banks. 

" 43 , Co-oj>erative banks are established under the Co-oi>erative 
Societias A(?tH. Tliey consist of tlie provincial bank at the apex, 
the central banka whicli are affiliated to the provincial bank, and 
the primary societies whicli are mostly affiliated to the central 
l>anks. At the end of there were 18 co-operative banks with 
capital and reserves of Its. 5 laklis and over, and 140 with 
capital and rest^rves of Iretween Ks. 1 lakh and Ks. 5 lakhs. Under 
the Acts and the rules of the ('o-o|)enitive Department, the co- 
o{>erative banks and sfxieties are debarred, except witli the genera! 
or sf>ecial sanction of the Ilepistrar. from lending to anyone who is 
not a member of the institution. Most of the primary societies are 
agricultural and their main function is to supply credit to the 
agriculturist and ediuate him in the principles and practice (>f cw 
operation and thrift. The provincal hankr. assist the central banks 
by advancing funds for use as part of their working cmpital and 
also by the grant of ordinary and sj>eciHl cash credits to enable tfie 
central banks to work on a low level of till money. The pro- 
vincial banks obtain their finance inainly from def>osits nom the 
public ; hut central banks and j)rimarv societies also contribute to 
idle resources of the provincial hanks in the sha{>e of share cipitat 
and deposits of their sur|>lus funds. The provincial hanks liave 
also arrangements for ('ash credits and ovenlrafts with tlie Imperial 
Bank of India, 

44. The principal function of c»*ntral hanks is to su}>ply 
the working <*apital needed by their affiliated primary FcK-ielies. 
They obtain their finaiu’e partly from the a[)ex provincial hank and 
partly from d(»jK^sits by the public. The majority of .shares in 
c^entral hanks are held by affiliated societies. The more successful 
central hanks have built uf) sulcstantial reserves. The primary 
^societies maintain a register of assets and liabilities of each in- 
xVividua! member and a co[)y of this is kept by the central hank. 

45. There are lUso non-agrieiiltural scKceties I)oth with limited 
and unlimited liability which eater to the lu^etls of i grea^ variety 
of yiersims including officers of (iovernment, em{)Iovt‘ei of indus- 
trial companies, ('ontraetors, small traders, fisliermen. weavers, 
nrtisans and depressx^d ciusses, l^rominent among thCvSe societies, 
from the point of view of hanking, are co-Ofx*rative nrhon hanks. 
'J’'hefx* are generally institutions xt ith limited liability, drav ing their 
fund^ largely from de|K>sits and financing tlie small trader and the 
small industrialist. 

fhp followin;! table gives certain statistics relating to the 
number, capital and reserves, and deposits and loans of co-operative 
hanltB for a number of vears ; — 
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Capital and Reserves, and Deposits and l.oilns feeeived, 0 / 

Co-operative Ranks, 

(In of 




CUa« a. 



cl***- B. 



with Capital and 

Banka with Capital and Ha- 


*»efv©^ of H-*. 5 Ukhn 

f*orva# of Ha* 1 Inkh amt 



»od over. 


over, but 

toaa than 5 lakha. 

Yeiu-. 









! 

Capital J 

Depoait^ 


! Capital 1 

1 

m 


Nun^ber. 

and 

acd loanii 

Nitinbar. 

and ’ 

and toan« 



re«»rvei». ; 

i 1 

rc>roiv«Hl. 


roaarven. 

rA‘caivad. 

lttS 2-23 . . * 

5 

i , 

3.41 

63 

h 3 l 1 

5,02 

1923-24 . 

ei 

1 62 j 

; 4,14 

7 2 

1.73 1 

5 ,H 7 

1924-23 . 

H 

! 69 ! 

1 4.51 

93 

1 . 7 <» j 

6,04 

192 »- 2 e . 

m 

1 91 

i 5 . 3 H 

104 

2.03 

0,30 

1920-27 . 

12 

M 2 

, 7,01 

119 

2,25 

11 , 9 H 

1927-28 . 

16 

1,50 

8,^3 i 

j 125 

2,47 

3 3,16 

1928-29 . 


3,63 

9.01 

140 

2,77 

j 

14,67 


46. The (loveriirntMit help the c<;>-o[)erative organi/atiou in 
viiriouK ways : 

(1) They ^ive ocvasioiuil a.'HSistaiieo hy ineaiiH uf money grantn 
or loans to jMirticular banks or societies. 

(2) They give subsidies to eo ojH?nitive federutio is viiirli are 
organizations fonned by ilie societies thcunscdveH for the purjKms 
of auditing primary sc^eu'ties, sujHTvismg jirimary .hcmuoIicf. id back- 
ward areas, and training probationers. 

(3) They provide a staff of officials to direcd the audit (^f co- 
operative societies and to supeivi-e and stimulate their activities. 

The avowed jHilicy of (lovernment , towards (lie movcne tit is to 
encourage non-official administration , so far as this is consistent 
with their ultitnate res|K>nsibilu v to sc>cnrt^ tin* advance o! the 
movement on sound lines, thougli ilien* is still, pm ti< nlarlv in 
8ome {>roviiK'es, a large measure of <»liicial control. 

(4) They have guaranteed interest on Imig-terrn d c'oenUireH in 
ceitain casea^ 

(5) They llave^granted the following general concessioni :~ 

<i) Exemption frorn various taxes, r.fj., incorue-tax, stam[» 
duty and registration fees. 
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Traiii||er of funds at par (through the agency erf ^Sov- 
^rnment) from one society or bank to another tor 
co-operative purposes. 

(iii) Freedom of the shares or interest of members in co* 

0 [>enitive stxieties from liability to attachment by the 
decree of a civil (ourt. 

(iv) Prior claim over other crediiors in enforcing recovery of 

their dues in certain cases. In Bombay the prior 
claim has been replaced by a “first charge''. 


iNDHiKNocs Banking System. 

47. Shroffs and nJoney-l^‘ndcr^ foim an important crtnlit agency 

in the Indian banking system* In many parts of India they are 
still the only source of credit, ^fhe ditlVrence between shroffs 
and inonev-lenderH is that while the latter work generally with 
tlieir own capital, the former use also borrowed money oiiher in 
the form of de[K>sits from the public* or liy drawing and discounting 
hundin. At titries the village money-lender borrows from the urban 
money-lender or a city shroff. Tlie \ari()us classtvs of money- 
lenders and shroffs and their methods n business are de8(‘ribed 
in later chapters. ^ 

48. A certain niunher of indigenous sftroffs and bankers w*ork 
largely on modern lines and transact all kinds of business which 
the ordinal*}' joint-stock hanks transact, including the issue of pass- 
books and cheque hcKiks. Tliey do not, however, publish balance- 
aheets and their management is entirely in the hands of a single 
projirietor or a finn of pioprietors. A reference may be made in 
this connection to the Bank of Phettinad, Tdmited, recently regis- 
tered in the Madras Presidenoy under tlie Indian Cv>rr panics Act 
for carrying on the business of hanking and all other fines of 
business which Naittikkottai Chettiyars have been accustomed to 
do, with a subscribed caf)ital of Bs. *2 erores and a |>aid-iip crspital 
of Rs. 1 (Tore and with the head of[ii*e in Phettinad^ 


Land Moutgagk Banks. 

19. lifnd mortgage banks have l>een started under the a^gis of 
the <N>-opefative movement in the Punjab, ©engid' 

and Assam, but tlvey ate not Bufficiently large in num^r-Hir in siaje ^ 
^ to meet Itflly the requirements of tfie Indian agricrlftnifsts for long* ! 
temi rredit for tlie redemption of mortgages of land, for the 
an<^ of debt and for land improvements, ^l^e number of existing^ 
institutiona their membership atid capita! are given below. 
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^ Land Mortgage Banks (on the 30th Jund^930)* 




1 

1 

In thousands. 

- " 

Number 
of Socie- 
ties. 

1 

Share 

Capital 

and 

Reserve. 

1 Dej>o- 
aitau 

Loans. 

Total 

Work- 

ing 

Cspitai. 



1 

Ka. 

Rs. 

R«. 

Rs. 

Ajmer Merwsra . 


757 

8 

i 


60 

es 

Anaarn .... 

6 

1.S93 

88 

3,00 

74 

4,62 

Bengal «... 

4 

2.099 

78 

2 

3,30 

4,10 

Bihar ond Oriaaa 

No land mortgage banka. 

1 


Bombay .... 

3 

749 

1 

24 

75 

1,50 

Burma .... 

o 

SSl 

1 4 

47 

. • 

51 

Central Provincoe • 

No land mortgage banka. 



Delhi 

No land mortgage banka. 



Madras .... 

28 

j 3.004 

2,28 

1 2.43 

7,97 

12,68 

North -Weat Frontier Pro- 
vince, 

No lan<I mortgage banks. 



Punjab . , 

12 

6,625 

1.75 

j 

14,19 

1 

6,84 

22,78 

United Provinces 

1 

i - 

1 

1 1 

! 

1 

8 

9 

Total 

68 

i 

! 14,142 

1 

1 

1 6,33 

20,35 

20,28 

46,00 


Loan Officks in liKN(;Ai;.(L 

50. Of a different ( lass fruin tlie laiid niorigago Imnks ndtTrtui 
above, whirh have as th<‘ir f)i»jref tlir* ainelioratir)!) of the con- 
ditioos of the rigrieultauisl , are tie* loan otTires ni Ueo'ial slarltMl 
originally along the linen of land mortgage hanking. On tiie hl»t 
of Marcli 19*29 tliere were 7s2 loan offha'S at work, out of uhirli 
only 26 were in Caleutta and the »'est in the niofushd. Their jxiid- 
up capital in generally »inall and only Id have a |«iidoip (capital of 
Rs. 1 or nWft. T|iey attract fnnds by df‘poHitH and Uu* total 
Hyorking funds with loan offices on the dlst March 1929 are cHtinuit- 
csc3 at alx)ut^R% 9 0cores. The majority of loan offices carry-on land 
rbcriffa^e banking in a greater or less degree and also grant loans 
against ornaments. Some loans are on personal security. A 

• Tho vmry with refwrctncu to%hc Co operAiiv© y©ar in each province ; 

the figures available are given* 

(9 Bengal* paraa. 420 — 46 $. 
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fevv carry on tAding with banking, but this practice is being 
tradually abandoned. Many loan oflSces in Cakrntta s^^ance 
looney agaimt Calcutta hoiiBe properties, while sonic, both in 
( alcutta as well as in the ruofussil, undertake commercial banking 
o{K*rationB. Some loan offices grant loans against crope in godowna 
or in transit. A few finance industries by advances against bicxk. 

Horne of these* loan offices arc called “banks’’ in the annual 
refjorts of the Registrar of Joint Stock Companies while the resi 
an* Htyled as loan offices. We are told that tliis classifieatior. is 
k:i eel on tlie luenioranda of asso<-iation. 

Xidhis \mj Cmx Fi nds in Madras. (F. 

’I'lie nuliiin were originally Ftarted as innliial loan socie- 
ties , hilt in th(‘ <<)urHe of years they have d<n elo[KN] into semi- 
Isinking institutions. They receive d<‘|>osits either in tlie form of 
(ie| osits f>ro[»er, or of w ithdraw able share ca[>ital |>aid in rnonthJy 
instalnuMit*- , arul tht'v make loans for all [uirposes. All of them 
are registtued uiuler tlie I ndian A'oni paiia^s A< t , fiv(‘ as l)anks and 
tie* First as nn///i'v. On ih(* hist Mare}, ly.iii’.y tleu'e \v<u*e '2'2H 
ill tin* Fri'sideiiey of which \2'2 wvrv in one distriiu alone. The 
total puid'-uf) eaiatal of (htrst* 22^ iiotinuions is about Hs. *2.1 cnares 
and their deposits and rest-rwi' funds amount to alaait Ice l A crores. 
Idle loans are erneraUv uiad(‘ to ijuunhers. luit surplus funds are 
made axailalde (o nomniaudjers also. 

a‘J, 'Idle “ehil fund” i- a loo c oipani/at’on of a -rnall nimihix' 
of piaipik' and is a \er\ u-eful m -tiluliou l^r faei hi a.t mg savings. 
ddi< se s.ivinLV-' ar»‘ pooImI logelher ami made availahie ft. mend^ers 
in \ai iousways whic h dep^md upon lice {>a?t icuiar . \ st-m followial. 
'hhe chit funds me found <'!iie‘]y m the south aihl so«eh-wCrct < ( 
the Madi'as Ric edef 'ev , and to a l> s mu extent in other ]»arts. ddie\ 
ar<* aho \'cry mmierous m t!ie ddxnaneons Suite. 

(loVKRNMI'M . 

oU. TIm‘ o|>e!’.it lopo ed' tile ( iove’ iiineni as a ‘redh agency fall 
under se\aual lieads ; 

(ii ddu'V grant /<t/>urr loan,- to aeru ulturists for agrieultnnil 
ofu tations. land iinraovenumt . tmd Ollier prescribed 
oh jet as. 

(ii^ They grant loans under tlie Slate Aid to Italu-tneu Acts 
in the proviiuaM of [hhar and (ha>sa and !\Tadras, and 
under the " I ndustrial l.oans Act in the Punjab, for 
tlie purpose of promoting na:(*ent and cottage 
industries. 

(iiP They pureliase debentures issued by land mortgage 
banks. 

(iv) Tliev grant loans to cooperative societies for varioua 
pur{X)se8. * * 


( ') \udw. parac --4(R5. 
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(v) They grant loam to miiukipalities and distiitt l>oarda. 
They advance small sums of money to their own 
officers against the security of their provident funds 
and for the purchase of means of conveyaiux', liOiina 
are also granted lo land liolders under exceptional 
<‘ircu instances. 

The financial assistance rendered hy (iovernment uiidei all (he 
aliove heads is, hoNvever, of no great magnitude'. 

54. In addition to llimting annual loans mainly for thiur cajiitnl 
ex|KUuliriire. tlu* ( ioN cnniuuu are continually in tiu' market for 
short-term funds thrtiugh tlie mediuin t>f treasury bills. They 
also |)rovidc facilities for savings hy tin* small invi\-^tor through 
jKistal savings i>atiks and postal ca<h icriiticah's. M'Ih' following 
statements give some statistics relating lo llic honowing ofiera- 
tions of (lovcrmmmt during the five \ears ending wit!) llhitKHO ; 



A’ 

1 tr Loan 

ISSfK.S, 

( I II )hK)i - * ,f rujH*<' .) 

— 

( a^h. 

\ 

li-itV. 

! 1 a H<‘i 1 (if ton. 

! 

lOSS L’O , 

, N f I (’ rt - ! 1 

;ig 

t .< n:» .!)■ 

\ ;t( <1. 

:ui.s! 

3 J, I 

5t!i i iMi'* of 5 |>f*r (t'nt. 
S!.( oMu* inx frof! loan 
10 45 and 5 per 

' 1 r.f . f ,1 \ M !i!o ( «'n'\ ear 
K-.ndH 

I!l26-27 . 




•1 I -Of f oH , faxciblo 

!f -fti 1 1 o(.e 7e at via 

J 1 «• n . >-h per , eat . 

i;>:T 2s . 

s.'.M 


ia.ro 

1 1 >*0' t ri a , taxable 

1 a i-i 7 l( a j» hI 
! p! i' o J i w. IM H per 

! rnj]?, 

i 

. 


11,1? 

35,0 1 

' 1 

■ i 

1 

1| p( r f'(od . taxulde 

I'r>5 fiO ).,aa at ejina 
i prit'o Ji^. tel (n'r 

‘*'n{. and -1^ jinr 

^ taxable (1934) 

b 'f»d^ a< IC-^. 97 -H per 
f-ntit . 

1929-30 . 

!3ro 

23.(15 

i 

»i < , J* . ; ’ 

i 

' 1 

I 1 

: 1 

i 1 

5 per - eet . taxable 

<9.39 4 4 iotth at ikhuo 
] aie<i JCi 9b-H jxjr 
eejit . ami 2ml i#»«ue 
of 5 jx*r eeijt. 

taXulilo Jteta hoJtfiH 
fit i«Hue pfirt* Rn. 98 
eer.t. 


During IImp loAn i^nuexjl wa<5 in tlie fonn t<f W p^r foxabie 1033* 

36 bon<*iat par Ami amr «nl4*d n> !?«. 29.7 1 lat. !,«, made* uj> of <a «h m.b^cripiions 
Hb. 21,39 la)chi«and t-onveraaoais 8,32 lakh#i. 

c2 




36 CHAPTEB III. 

StcUement of Treasury Bills issued and paid off. 

(In lakhs of rapeea.) 


— 

16 sued 

PlUti off. 

Nat issued. 

f " 

4 

1020-26 

. 




- . 

. . 

1826-27 

. 


• « 

•• 


-• 

1927-28 

. 

. 

• 

30,37 

22.78 

7.09 

1928 29 

* 

. 

• • 1 

22.3ii 

25,97 

-—3,59 

1929-30 


• 

• 

1 64,74 

32,70 

32,04 


The amount of treasury bills outstanding on 31st March, 1930, 
stood at Rs. 36,04 lakhs. • 

Issutn and discharges of the Postal Cash Certificates. 

(In lakhs ^ 


— 

Issuer. 

Discharges. 

Net. 

Outstandings 
at the end 
of the year. 

1026-2« 


. 

. 

U,55 

1,70 

7,85 

20,93 

1926-27 


• 


7.53 

1,82 

6.71 

' . '26,68 

1027-28 




6.09 

2,07 

4.02 

30.70 

1028-29 

• 


• 

4.91 

3/n 

1,C0 

32,30 

1020-30 

« 

• 

• 

7.16 

4,46 

2,70 

36.00 




Postil Sating s Banks. 

tin lal^h^ 

of rtij>ees.) 

— 

— 



Uei'oipU. 

: With- 

drawals. 

! 

Not i 

De pcaitp. 

Outstandings 
at the end 
of the year. 

1923-26 



• 

19.79 

18,20 

1,69 

27,23 

1026-27 

• 


• 

21,17 

i 18,89 

2,28 

29,61 

1927-28 



• 

24,00 

: 20,84 

3,18 

i 

32,67 

102S-20 



• 

26,22 

1 24,40 

1 

1,82 

1 34.49 

1929-30 

♦ 


• 

27,2S 

‘ 24,64 

‘ 2,64 

j 37,13 


* On the 31st March 103 h thoamoaat of treamry bills outstanding, stood a1 
Ks^ 05,38 iakha 
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InSCIUKCK COMrAMKS. 

% 

55. Tilo tuuil number of coiiiiHinies (ranKacting life, fire^ 
marine ami other elai>seg of in India, according 

to the Int^uranee l^liie liook of is 245, of vvhicli 97 are 

Indian and 148 non-Indiaii (iucludiiii;: 72 British^ 

Insuraiiee eoiiiiKinies, botli Indian and noinlndian, (xx’upy fit 
ver\' important place in the Indian financial system, as they hold 
for long pericHis a (onsiilenil>le portion of the savings of the people. 
The net prt*minm income from hnsmevs done in India under ftll 
classics of ir\snraiue, reteived by I'olh liulian and iton* Indian 
companies . st(HKi at the c1oh<» of the yi^ar B>28 at alKUit Bb. 10 
crores, of which over Ks. 5 crores nent to non-Tndian <'ompaaieH, 
The total asstUs in India of noo-hulian rom|>anK’s t>n tlie stune 
date were Bs. dO erores, wlnU^ ihost^ of Imlian eompnnies were 
about Ks. 2d erores. 

l^^sidt's lt*nding a eertain amount to tlaor jwdicv-holderB, 
tliese eom[»jimt‘s iruest a suhstantial portion of their n‘sonree8 in 
(iovernment securities and tit'asury bills : th«'rcb\ rtdievmg ibe 
stringency in tlu^ inom^v market to a large extent. Some of the 
Indijin (‘ompanit's also (li invt'si tlieir luiuls in mortgage of landed 
j)ro|H‘rties, and in jiureliasing delxad tires of lo-operat ive banks, 
and shares and delaud tires <»f industrial banks, oi ollnTwixe 
finjineing the latter: and (2> maki* dejvosits with, or gu'ant loans 
to. mofussil banks and loan ofib'es v.bieh in tludr turn often utili/o 
th( 'se Vi^sourees in financing indigruioti- indie trii's A /evv Ijifa 
OffiCet JiKu invest a |K)rtion of tlaer funds in latid d<‘velof>ment 
I^ri 4 .,^vvha( on the !m* s of l»uiiding So<’irti<*s m laigland, 



CHAPTBBTV. 

EURAL ANCE. 

Introdcctoby. 

56. The problem of rural finance and certain allied questions 
have been thorou^dily invest i^^ated by the Proviiu ial Banking En- 
quiry ( 'omniiltccs. It is not necessary to recapitulate all the facta 
an4 figures that find a f)Iace in the f»rovincial rej)ortH. Only the 
Balient f>oints vvhi< h will luive a bearing on our final recommenda- 
tions are here discussed. The recommendations of llie Provincial 
( ommiltees have been hrought togethm* in Apj>endix 111 and an 
indreation is given thcndn as to how each i etummendaiion has 
been dealt with liy us. 

Tan KcoNOMic pfKSiriON of thf Anuicn.TiRisT. 

57. IkTore we pHneed to disius.s the |>rohleni of rural 
finance projHU*, we divsire to give a very hnel ai'count of the 
economic jKisition of the agriculturist, as it lias an obvious bearing 
on the prohUmi. There ara* no rehahie economic data giving any- 
thing like a [iris is(‘ (‘siimale of llie cost of production, the value 
of produce raistal and tin* income of the agritmlt unsts from subsi- 
diary (Ku.‘U|Kitions from which lludr family hu<lgets can he cons- 
tructed so as to (*n<ihle us to furnish uc<'urate statistical information 
regarding their a('tual (Monomic condition. N('vert ludess the rcjwta* 
of the l\ 0 }al (’ommission on .\grieultnre and oilier Pomnusaions 
and (’omniittees* which have laqxirtcd Irom tune to time on the 
general condition of the |HM)ple, and the nqKirts of the I’rovibciHl 
Banking iMuphry ('ommittees and ili(‘ t viden(‘e and otluT materials 
collected hy the Provincial ( ’ommiltet's. contain a mass of useful 
information hearing on tin* general economic |X)siiion of the Indian 
agriculturist. It is unnt'eessarv for us here to reprcduee t!ie vvlole 
of that information or to ent(*r into a detailed examination of the 
various aspe ts of this imjKirtant ipiestion. Our main purjxise will 
he w'Tved hy sketching in luoad out lines f^ome of tlie salient features 
emerging from (lie information referred to above. The mitstand- 
ing feature of Indian rural economy which is hound to arrest the 
attention of any one who enters on an investigation of the question 
is the apfKilling |K)V(n1y of the rural population. The Simon Com- 
mission ^nake the following observations at page dCj, Vo). I of 
their Re|>ort on the general (‘ondition of the people: — 

*'The low standard of living to wlueh the mass of Indians 
|>ofnilation attain is one of the first things that strike 

Indian Famine Commission'*, ISSO, 1S9S and lOOl, Indian Irri^fation Com* 
mi«»ion. 1903, Indian TaJcation Enquiry Commltt^'^*, 1925, Economic Enquii^ 
ConamitK^r. Madras, 1931, and I>epro<*«ion Enquir>' Committ<*e, Madras, 1931. 

{ 38 ) 
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n W estern visitor. Wants are fe\N\ diet is simple, 
cliiiKite is i»suall\ kind, and a deep rooUnl tnnlition 
tends to make the eountrymen (ontent with thin^H 
as tliey are. But the depth of the |K>verly, the [>ef- 
vadm;^ )>restmce of \vhi<di cannot e.M’a|H' nolicv. is not 
so easily realis<Hl. There have been no official esti- 
mates of ineoine |H'r head siiu'e wheii 1 a)rd 

t'lnvon stated in liis l>ud,Li«*t s|Ha‘eli that the avera^^e 
i!)(tauc j^'r inhahuanl of British India had hce|* 
t*-tnn:ited at Hs. .’U). f.e.. i‘‘J a year. the War, 

('(Ota in Indian and lMiro|M*an professors o{ eeonomi^’s 
atnn ii'd to Indian rnneisitUN have, hv diffennit 
statist ieal iiielhods. attempted to measure the loitil 
income of tiw ((umtrv m jvariK'ular years. * * 

Surh ates ari‘ neee''sarily l)ased on l»tade(piato 

<]ata, h)r (he misat isfa(‘tor\ natuia' t)i the statistical 
mat(uial availaldc has lasoi the suhjcrt of comment 
]>y almost tnery (ommitlej' i>r eoinmissinn lliat has 
empured into the t'conomi<‘ affairs of India. ♦ • • 

}*'\en if th( most optimistii' of the above estimat«*s 
ailopled, the n^sult is that the avt'ra^e income of India 
{HU- head in 1022 was tapnvah’nt , at the prevailiiif^ 
rate of exclain;.^i*, to less than l‘H. whiK* tlie <*orr<‘s- 
{Himiui;^^ h-ure for (ireat 'Itritain was l‘0a. Odte core 
irasj rtunams starlhii^y even after- allowin^r for (lie 
din'crencf* hetween the lanut' of icmnIs to he satis- 
fied." 

This osiintate (h>'‘s noi a [iK ture of rural India sefiarntely . '1 lie 

inc'ome of the agric ultural population p« r lie-nl \\).< ii heparatelv 
as.sensed will h<* much smaller, h’rom the ref>orls of the Provincial 
COTumittees and otIaT jiublished ■^lallstl(‘a! information, the 
total ^Toss value of the animal aericnllma! produce VM)ik 

to about Ks. i,2fH) < rort-s on tlu* basis of the lOJ'- (uir-e Iev(ds, 
On this basis and (skint.: into consideration the prohahle income 
from certain suh-idiary oceufiations eslimatiMi at 20 |)er of 

the ai^Tifaillura 1 mconu , and icriorinc tin* rise in iMU)ulati(*n in the 
last de(‘adf* and the fill in pri<‘e.s situa^ 102H, the averacf* mconu* 
of an agriculturist in BritiBh India doi-s not work out at a hi^du»r 
fijLTure than alxuii lis. 42 or a little oviu* £'3 a year, 'riius tlio 
general f)overt} of the a^udcultura) clas.‘^*H is a nuiMar wliidi ia 
"beyond (lispute. 

r>8. The proportion of the pr)pu]atifm of India living ^n af^'ri- 
culture in very lar^e and it has berm ftteadily on the inercabc* 
This proportion wan 01 per cent, in tlie year IBOl, It rose to f>f) 
pi*r<*ei!t. in lOf)! and to 73 jK*r cent, in l^kil . f i»e eensns fi;„ujres 
for 1931 are not :ivaikii>le to us; hut it may fairlv l>- {^resumed that 
tlie profK>rtion has risen still fiiprher in 1931 The avera;.:e extent 
of land that the Indian , a^^rinilturist enllivafes is con paratively 
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very ainall and the individual fielda which make up his “holding'" 
are ^generally bcatiered^k Tlie u>tai net area sown with crop in 
1927-28 about 220 million acres, which gives roughly a little 
pver an acre per head of the agricultural ixipulation or about 6 acres 
to an agricultural faju’ly of five {x*rsons. Many aulhf»ritios, among 
whom Mr. Darling may be mentioned, consider that this extent 
of an average holdirg is imidequate to maintain an agricultural 
family in ordinary comfort in the conditions whicli exist in India 
^t the pr(*scnt day, X'ariou.s estiinates have been alceinpled as to 
wT*Sat ail .'^-unomic holding in India should he ind the rninimuin 
exuait (>f land v. Iiich is recjuired for the subsistence of an average 
agricultural family. But having regard to the widely difl'ering 
conditions of the soils and other factors in tlie sc’veral |>Jirts of the 
couniryy we do not c(»nsider that any useful purpose will be served 
b\ an exaiuinatic'n of thes<" (‘stiinatcs. Ih'actii illy ah Provincial 
Bcinking Ihiouirv (’ommittees agrc‘c that the bulk of the agricul- 
tural holdings in India are too small and agricultural incomes are 
very low. 

r>9. Moreover, nature extucisc s a powerful influence on the 
fortunes of the agrieiiltunst , and the Indian eultivator is in a large 
nu*iisurc‘ (‘X|h>s<h 1 to the vieissitudc‘s of seasons. The land in areas 
which are not protended liy irrigation worlcs (‘annot lie <'ultivated, if 
t li(VinonK(K)n is not favinirable. Of tl;e total cultivated area in the 
eountfv alioiit 10 [kt cent, only lias irngalion facilities from rivers, 
tanks or wells, while tlie remaining 8-1 per cent, depends merely 
pri rainfall. These unfs.iourahle eonditions might liave been mili- 
pated to som(‘ (‘Xtmit by* a well-coneei^ ed policy of irrigatiiju liy the 
Stale, part i<'ularlv hi regard to minor works, to which reference has 
hcnui made in paragra[)h 279 of the r(‘port of the lihyal (Commission 
on Agriculture in India, dlien^ is water in many lixalities winch 
are now not prodiudive owing to the* want of irrigation facilities^ 
and the prohlem of making water availalde to cultivators is one on 
the solution of which hv the State, the prosperity of the agricul- 
turist as such uiidou})! edly defxmds iargelv. d'he fre<|uenev of 
failure of <‘rof)s o\\ing to drought and flood and pests, and tlie low 
vitality and liigh morlality of the live rt^Kp' remits the economic 
]>osiiion of tile eultivator worse stiiL 

fifh The jeodneg from land per head (^f the jiepukition and per 
acre is low eomparc'd wiili that of rnnnv other countries. There 
lias been no substantial increase in recent years in the total area of 
the cultivated hind, the average annual net area sown with crops 
in the five years ending with 1927-28 being 225 million acres 
against 217 million acres in tlie preceding (juinqueniiium. The con- 
Requence is that the average cultivator still continues to live on an 
insuflficiency of foo<l wdiich reacts on fiis pliysical capacity for work 
^antJ largely accounts for the high percentage of mortality in the 
country. Dr. Harold M. Mann, for sometime Director of Agricui- 
tore in Bombay, drew very jioinled attention to tliis aspect of Indian 
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niral e<t>noin\\ Theae conditions cannot be whollv a^icribed to an 
undue inoreast* in jK>[)ulHtion and c<>ns<M]ueitl pressure on laud, 
us coin[\*ire ihe growth of population in India with that iti England* 
Taking the three dtH ades for which census hgurefi are available for 
Lotli countri( we ihid that in England and Wales the inerease of 
I>opuiation between 1891 to 11)01- was 1*2 17 {HTcem.» between 11K)1 
to 1911. 10 91 per cent and iH^tween 1911 to 1921. 18 per cent* 
while the iiurease of population in British India during the siiiue 
deeades was respeetivtdy 21 per rent., o o per cent, and 13 per 
cent.'^ Nor can tfie low prodiuUivit v 1 h‘ justly astaahed to the in- 
effieieney or ignoraiua* of tlie Indian eiiltivator. d'he standard <>f 
inherited skill in Juisliandry of thr Indian cultivator is high, but 
the farmers of other t'ountrii's aia* nndouhtedly in a position of 
great<*r a<lvantagi' inasmut h a^ tliey arc aided hy the disi'<nent\s of 
S(*ient{fu‘ n'St'ardi madt' availal>lt* to tluuu hy an enlii^htciUHl State 
policy in regard to ngricuhunc 

In this conne( tion we should like to inviit^ attention (o the coin- 
parativelv low (‘Xjumditure on agrieullure in India l>y tlu‘ (%'ntral 
end Prov incial ( iovtM’niiHUits. Tht‘ hdlow ing lal)l«' w }ii(‘h is givt*n 
on page I7i> in “Tlu' 13mjal> TVasant” hy Mr. Barling will he 
found intt'resling. 
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ecoooim * voaikitr of {fic Indian agri(‘ult nrist i.s Uh' madc^jiiacy of 
sulisidiarv iMciipations vvhicJj supplement his slender meome from 
agrit uh lire. >\s r-mly as iKd). the Indian famine Commission 
pointed out ihiit “A mam cause of the fiisastn-us <'ons#ajuence8 ot 
Jndian famines and on - of llie greatest difTu ultieii. in the way of 
providing reliefs in an eflectmU shape i.s (o he found m the fact 
that the great rnass of llie jH)}>ulatio!i directly depends on agricul- 
ture and that there is no other indnstrv from wliieb any consider- 
able |»art of the (onirnunit y derives its supjKirt. Tlie failure of the 


• “ A f-tuily in Indian Eennorriicn " by I’raniati.B'intli Huiierj(f«, M.A.> 
1928, page 37. 




42 


CHAPTER IV. 


usual mins thus deprives the labouring c lasses as a whole not only 
of the ordinary supplies of food obtainable at prices within their 
reaeh, but also of the sole employment by which they can earn the 
means of prmmring it. The complete remedy for this condition of 
things will he ft)und only in the development of industries other 
than agriculture, and indef)endent of ihiclimtions of seasons. With 
a {opulation so denser as that of India, these considerations are of 
the greatest weight and they are nuulered still more serious by the 
I'act that the mirnlHTs who have no other eniplovment than agricul* 
tore are in large parts of the country greatly in excess of wdiat 
really recpjired for the* cMiitivation of tlie land. So far as tliis is the 
cifse, the r<*snlt niitst he that tlu» |)art c^f the |K>pulation which is in 
excess of the recpiirenK rds of agriculture eats up tlie profit that 
would otherwise s[)ring from the industry of the conirnunity. It !s 
not surprising in a eouniry thus situated that material progr('>s is 
«]ow’\ 

(V2. A recent investigation into the economic condition of tlie agri- 
culturist in certain distric ts of the* pro\ ince of Madras was made* hy 
a Committee ap|H)inted hv the Madras (Jovernmemt with tlu‘ cem- 
currence of the provincial legislature and their re{H)rt was puh- 
lislied this year, 'hhat eoimnitttv summari/.tal (‘crtain factors 
alTecting the* economic position of the cultivator m thc‘ area of Dieir 
investigation. Some of the* coiirlusions of that Committc'e wiy 
pitihahly l)f' found to apply to other parts of India also, and ihere- 
lore w<‘ rc'[>roduc(' the rtdevant |H»rtions below . (I'ages OS and 00 
of the report). 

(le While popidation lias iiu’nNiscMl, (‘xttmsion of eiiltivatuin 
has not kept pact' with it. 

(‘2) Tht're is no improvement in the (oixlnioii of un-employ- 
ment of agricultural labour. 

(d) h'ragmt'iitat ion of holdings ha- increased and the average 
area of holdings has gone down. 

<4' The indehttalness of the agricMiliural {population is heavy, 
ham{vrs c idtivation and nxluces incomes, 

(5) Taiml is ehanging hands rapidly owing to many causes 
and ryotvS are unable to repay tludr debts exce[>t by the 
sale of their lands. 

(n> The margins available for maintenance of the cultiva- 
tor's family, alter paving the assessments, are either 
iisadecpiate or nil. 

<7) In most rural parts the value of the agricultural prcwluce 
is insnfiicient, after meeting the demands of the Gov- 
ertuneid revenue, foCthe maintenance of the a^icub 
turists; so that, while a fi^w rich i>eople get richer, 
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and a small puruber I'eiaain on the margin of t^ubsis- 
terue, tlie majority are running iiUo debt and losing 
ll^eir bold on land t\lut*h is frequently changing 

hand'. 

J he system of land reve nue is based tiKi imicli on arcr- 
V (uvi rage rainfalls, average siipjdv of water, 
a\craj^‘ onlltufis. average (>rices, et(\b 'bhe inelasto 
( ity of the >vstein Itvols to low production and indeb- 
ted. us* >, It is antHjuated, and is not in Ki?ef)ing 

^^ifh the tnuid of iand rvvctnw |K>iiey in (‘ivilised 
estini 'ie^s I en\d revtanu' in India is mie h heavier in 
it' nu idenee than otluT taxt‘s. 

We sliould bk(’ to ad(* tlu‘ follo\ung other (aotois whivh alleel 
the economie po>ii;{»n of the eultivator m Ittdiii : 

'jt) tile ( o:n[»ar:»ti vely small s|>rt‘:id of lileraev : 

ib) the t>i''ieiiei t>f social habits whu h do not condoee to 
progress ; 

(<M Imiiitel Of jxa t unit les tor fuller iih* and fi*r initiative and 
luUerpj'iNt' ; and 

{(]) abseu'-e of delinitt' efforts inadi' by the ( ioMu tinMUil of 
s* the p(H>pIe on a laree to rais»' lb** stains ol tls' 

aijrieult iinsl aiui to elfect an albround improN iune/it 
iHid Uf)li[l. 

Among tlit‘ r<'ernumendat ioiis of the <ommitle<' rt'buicd to ni 
the prectslihg pariiuajib i" t(^ be found the following : - 

“To reli*'\(' unem j>lo\ inent . cottage industries and indus- 
tries <oime(*l(*d With agru ullure (conxcrsion of raw 
materials mio finislMu] prochuts) should be started 
und<'r goveinmeiit auspie(*s, or private enterpris<'K <‘n- 
(“ourag(‘d with lilxual Slatt^ aid . 

The ag'rif’ult nrist has sufli<’)ent spare tinu* on liis hands to devote 
liiniself to Hulisidiary occupations to siijqilement lus income from 
agricultun* if sucli <H*cnf)ations <‘an he pursued profitably. Ihit ha 
lias been ex}K)sed to the full hlaHi of <’oin|x‘t itiou of jorees from the 
refit of the world and many of the industries on uhuh lie redied m 
tlie past in a system of fadf-suffieing economy laive suflf’red largidy 
from, or lieen 'vijud out l)y, the caunpetition of ma< hineonade 
aHielea. 

• f>3. It is necessary to add that the eff<s:*tH of the world ronifKtti- 

lion are felt not only in tl/eiottage indnstriei^ bni also in agricidture 
itself . The recent fall in the world priies of i*otton^ nee, wdieal, 
jute and groundnut, only to mention a few of tlie priru ipal comuiih 
ditieg, has made the cultivator (ons' ions (»f fones o|*<Mating from 
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af?ir and fiffecting fiirri powerfully. there is no effectivo 

action l>y tlie State loi avoiding or mitigating the advers *3 influenced 
>vhic*h affect tlie farmer. 

hi. In ajiJ jmrts of India the cnitivator »b Btee}>ed in indebteunese. 
We have dealt at length on the extent and effects of niral debt on 
the economic condition of the cultivator elsewhere in the report, as 
the quention in intimately eonnected witli our Enquiry. His credit 
needs are satisfied, if at all, inadequately and at niinous prices. 
The nature of the inte»e.st in tlie land he cnltivales varies from 
ownerHliij) to men* tenancy at will, and the efficiency of agriculture 
over large parts of the country is m {‘onseijuence adversidv affected 
by his fK)SHi*ssing a restricted and jirecanous riglu in the land he 
cultivates, tlius giving liim no incentive to imfirove the land. 
Under the (dreuinstaiu'es mentioned a!>ove agrii ultural land in 
parts of India can scarcely b<» said to form valua!>le s<.*curitv for 
rai.siiig rapital and ( redit tliat the agricailturist eerramly needs. 

()5. f^^lrther, the Indian agriculturist is now heing drawn slowly 
but steadily in the sphen* of influiuice of markids, both national 
and international. Jhd here again lie has neither organization 
nor lli(‘ eredit faciiiti(*s to help him as in countries like the United 
States of AiiM'j'ica. Canada, Denmark, (i(‘rniany and oilier Euro- 
jxain (‘ountri(‘s. 'J’he disorgani/aal eoiulition of the cultivators 
which in certain raises is a(‘ecntualed hy existence of the powQjr- 
ful organizations of the buyers, and llu‘ l.n k of proper eraalit facili- 
' ties (Uiabliug iheni to liold on to tlieir erof>s in tiioe of pDnty, often 
prcAfUd tla^n in India from obtaining a fair price for tlieir produce. 

p(C. In addition to these numerous diftiiiilt i(*s from which the 
Bglii’ult urist suffers, lie has aiaUluT S(*rious handicap, namely ilh- 
teracy. Tiu‘ piacentage of literacy in India is still ^a^v low, and 
technical education in agriculture <*an hardly h(' expt'ctc’d to make 
^ anv progri'ss uitliout tiu* hack-ground of g(‘neral education. 

'rm: nioiu.KM of financk. 

to. .Vgriculture is an industry and, lice other mdiistri(*s. napiires 
belli sliort-teran and long-term finance, hut there are certain 
fundamental differences i>et\veen agricultural and industrial 
finance : — * 

(D In agricaillun*. the units of production are essentially a one- 
man concern — and the eredit available for the concern is limited 
to the ('redit of one man or one family. Tlie method of raising 
capital by the dt'vicv of joint-stock enterprise, namely, hy subscrip- 
tion, is not open to tins industry. The limited extent to which 

^ of tho Crnmnasttoo on AjsrriouUural Cmiit in I'ngland 1923. and 

Report on Agrieullurnl Crodit in Enpland, 1927. * Tt»o Con<iition ot AifricuHure 
in tb© I'nitod and Veai»ure« for it« improvoinonu \ being a report by tha 

BnsinearTnen’K Coroniifi^ion on Agricnlttire, and ‘ Agricultural Economic** by 
0.0‘Brieii. 
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a recourse to this method is recomiueiuled hv some Provincial (3om- 
mittees in connection with the landT mortgage bankB is referred to 
later. The peculiar feature which renders farming more helpless 
than other branches of industries is its pi^rsistent small scale orga- 
nization. While other industries tend lo become concentrated tn 
units of ev^r-expanding size, agriculture remarna scattered, indi- 
vidualistic, small scale and cliaotic. These peculiarities reflect 
themselves in the supply of capital to the agriculturist. Generally 
speaking, as a pnxlucer, the farmer thus remains dependent on 
his own resources. The siivings of the geneml community are 
relatively inacwssihle to him. Further, while the industrialist 
can capitalize the future, or inonev on '‘eHtimated’* earning 

power, the agriculturist cannot, tliere being no v'onunenhal measure 
of these things in ag^riculture iK‘ceptal)le to the ordinary investor. 
While, therefore, the inanufiwturer nuses his capital by subscrip- 
tion, the farmer must rais<‘ much of his capital hv credit. 

(2) As fK)inted out by the Committee on Agricultural Credit in 
England (llh23), ‘'in the very nature of things the agriculturist is 
often isolated and remote from tlie normal opjx)rtunitiea for ob- 
taining credit. Companxl with those of the manufacturer and 
the tnider, liis operations are complex, long in ilieir cycle and 
Bubject to exce[itional risks from weather and diseaBe beyond the 
ordinary ups and downs of prices and wages whiih lie snfTerB in 
common with industrialists. For the greater part of the year, and 
especially when he is most in need of credit, liis capit^i-l is sunk in 
forms of wealth, dinicult for any one hnt an expert to value and 
not nt'adily cliargeahle as security for an advance, while liis pereonal 
training and metluxl of life are not sucli as to fit him to surmAuni 
these natural disadvantages and to esta!)llsli that position in the 
credit market to wliicli his financial stability aral liigh standard 
of probity geneniDy entitle liim.’* 

(3) Another feature of agrieiilliiral production in general, and 
also of parlk iilar agri< ultural <to|>s, is inelaslieity of supply and 
the compifrative difTienIty of adjusting the supply to fluetuaiions m 
demand. Devices wliich are ofxui to tlie iiidus! rialist are not avail- 
able, in the same degree, to the agriculturist in controlling pnxluc- 
tion. On the decline of demand, an industrialist can slow down or 
cease production altogether hut not the farrntT. Outjiut cannot he 
Btoptx^d on a fann as it can l>e in a factory ; if the land is pot 
cultivated by man, it w'ill prcKlucc its own crops of weeds. More- 
over the abandonment of the farm implies tlie abandonment of the 
home and wull Ixj undertaken far less readily than the abandon- 
ment of a workshop. The need for finance llius remains constiint, 
though production may l>e unprofitable. This feature of inelasticity 
in pnxluction leads to a low^ering in tlie standard of living and 
ultimately, to the morass of indebtedness. Indebtedness is not 
per se an evil, but the trouble arises when the debt is incurred by 



46 


CHAFTEB IV. 


a fanner who does not know the two cardinal points of farming, 
viz., what fanning costs, and whut it brings him, Tliis position 
becomes worse, «(>eciall} in a country like India, with an illiterate 
iKwisantry, 

( 4 ) The j)heiiornenon of over-production whicli may occur both 
in industry and agriculture creates some special difficulties for the 
latter. As a rule, industries are more centralised and can avail 
theniHelveH of ade(juate credit facilities from existing machinery 
enalilmg them to withhold from the market a jiart of their supply 
and exercise a certain degree of control over the price by agree- 
. incut on some scheme of restriction of production. Tlie agricul- 
turistSj on the other hand, are totally disorganized, being scattered 
over a widt: ari‘a, and having generally s]H*aking, no sueli credit 
institution as can undertakt* tfie enormous task' of providing them 
\\it!i tfx' nec(‘ssarv (redit for regulating ilie supply of their pro- 
(luc(c 'riicir macssity for such Im*I|) is thus much greater than that 
of industries aial the < ireumstanctcs call for some sfKH'UiI arrange- 
ment tfirougii Slate as<!s(anc(‘ to extend cheap facilita s for < fcslit 
U) the cultivators in order that tht\v may hold on to tlu/ir eroj) for 
hedter prices. 'This part ii iilarly neialcd in a coimirv like India 
wliei'e the ahsenct' of laa-es^arv <Tedit larihta's and 1 lie iliitcnicv 
ol’ t(ie <'ullivators have made it imjiov^ihle foi* tlauii to safcuOiard 
tihcr own ('conomic interests, wink* tlaur poverty, ignorance and 
del'f obligations eompid tiicm to ^edl ihcir croiK for whatever price 
tile (.' may fetch immcdiattdv the harvt'^-ling is ovau'. 

ga ' The fainci[)al "e*Muil\ for long-lrrio (ladit, winch the 
faruK'r can usually on'ci*, is liir‘ land it'^idf. In all eountries agri- 
cuhiiral land aiul olle-r [tirms (►f real property aia^ a most un>uit- 
jihk' folio of seeiiritv in commercial hankiiu:, for land is not a 
«rc:i iifv rca di/a hie a cf aial its | l aa' ;*> iiahk' to peculiar i idlue^ociss, 
and iH‘ccssdat('s a sgta ial mac liinery for ascerta i nuauit . .\[or(.'over, 

inva stnu'Uts in them iivc so miK h fro:a*n credit, so far as com- 
inereial hanl^ing is enneeriusi. Again, there m:iy lie diirKUiIties 
in ei line lion wilii titles and ta’-l rietions, (aist c)T|i;n‘y or stalulory, 
on the riglu of transhu". In India, the t^xistmg it‘stri(‘tions on 
the right of trai^' h‘r (Operate to r(‘({uet' the agrienitnrist’s credit and 
to increase the interest charges by increasing tlie risks of lending 
inonev tt> him. In fact, the won! agri<uili iirist as used in India 
(‘ompndiends a variety of |X‘i*sony from the cultivating proprietor 
(th<^ landlord w’ho has an absolute free-liold interest in the hold- 
ing, snhjetd onlv to meeting the demands of the Rtate on the 
landl to a landless agriiultural labourer. Indeed agricultural 
interests in the land tnav, and not infrefjuently do, comprise 
innnemus intenuodiate interests in between the State and the 
actual cultivator as a result of the systems of tenures, under- 
tenures and sub-tenaneies, wliich are recognised by eiistoni or law 
or both. It is perfectly obvious that all these agriculturists cannot 
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get tlie same kind of financial atwmino<lalion and that in live case 
of -oine, it may not \ye jKxssible to get any accouunodulic.n at all. 

tf>) The iucomplishinent of tlie tusk of siR'ce'^sfully constructing 
and nuuntuining the inacliinery of rural finance, tliat in to my, 
establishing a siitisfactory link In'tween agricultural industry ,ind 
tfie money market, l>etween the fanner seeking credit and the 
cu[>italist Staking inveHtmeni, has Inxm found to be by no ineanH 
easy in any purl of the world. It is much less easy in India where 
farming is esstuiUally in the hands of Kiiiall farmers and is bo differ- 
mit from otlit'r forms of pHnlnctive industries that the ordinary 
cndit iiKuliinrry \\huh serves tlu^ lU'etls of industrialists and the 
t'ndiTs is priuif/ funt’ unsmtahh' to agriculture. l\ffi"ct ively tO 
tinaiav* tlie < nliivalors of a single <bstru‘i oi t'ven of a tiiluku . llie 
rt'^ourees of a eoniiiu'rrial bank have to bc" distrilnited amongst 
1 hoo^ands of small horrowr^rs. CompaiMtively inoia' lujuid and mOi'o 
easily reahsalde ass<'ts of tbi' cultivator to hack u[i a l>anking credit 
<ire his crops oi* stock or <1airy prodiaa'. ICviui t!u*se ari' pn^- 

eariou^ fo^an- ef ^eeutaty ouing tf> tlu' physical risks to whiili pniduc- 
nori is suhjis I . mk Ii as tliKuh . failure of monsoon, pestilence jinoaig 
ln;e-sjock and so forth. 'The nuist hon<‘st and tlu'iftv farmer cannot 
under such emit i ngenru's always pay hack pniudually Ins fleht : 
Mini if ajrriciilt ural cK’dn should liave hrmeficial I’ffcds. tin' credit ; u' 
s!c''dd pe--!|M fic hi^- demand uind ihr* cnects of a (ho.'mtatmg \isda- 
tl'U! oi’c <o, r*' Ml' a moi''> fa; Vro U'a ! -'k' Se ason eoines round. Again, 
if 'h*' i( ‘dit, adr anrcij to a farmer, of ;i .Kiii?sh. nt la ! suiri cannot 
\\!’o|!\ h(' rcr.t\rrcd finm a vear’s harvt'st uiilmnl hfarviu'r liis 
olio'!’ economic iiced'-, Ico linot«*d r''pa\ing cap.:u'it\‘ nerc^ ‘ ita. t ch 
tin* r-'cfco io of (lie ‘anc’ in ^mall dnhlel ^ ovor a nnmlan' of Ncars, 
m.it of tia* inaigin of t!)e iindhs of his fanning. Tiie rapid cio ulsn 
!ion of nioufO’ heme o.^.t ndal to the succoss. of a coumiei’eial hank 
;:nd tlie jnilk' of jt‘> \n.ri.inn capital hemg derived from short-term 
deposits or (all nuiorv, a comiiicioial liank cannot, gcmo’aliv 
sjasaking. ohv'iou^h aflVid to pe^stpoiw^ it< reenvaua’c., or lie up itB 
rcsocrt'cs to accommodate tite tarnn-rs* tieodK, d'lu' e(,mmercjal 
Isiiiks t!nr(-for(* do not. to an\ ap}»r(siah|e extent, direa-tiv eonne(‘t 
tlie* agrienh iirist s witli tlie mone\ market, althcaigh tliev can ie!idf*r 
vahutblc financial assistance to tin* agnCult un.st in indirect wavtf, 
asi will lie sliown later. 

tV-t, irofiortant diffi^rerKa's hetw een agu kadf nn' and oflicr 

industries give rise to speeiu! problems of niral finaiu'e rrajiiiring 
special tnaitinent all the workl over. As stated in tlu* Ih^fiort on 
Atfrieiilturai (Yedit in Kngland fl027), ‘T'redit and the rnaf'hin<*ry 
of lK>rn>\ving and lending now form an integral [mrt of the indus- 
trial system of^all r ivilised conntries, but in almost every agricul- 
tural country, credit for agricultrire has cornc to lie ireaha] as a 
sjjecial onest ion renuiriiig, in many cases, special organization and, 
peiierallv, sfsmial lego>la(ion’p Keen in America, where farms are 
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Jarge and agriculture much more organized, the need for special 
treatment of agriculture in the matter of coital and credit has 
been fully recognized a« borne out by the following short extract 
from the Report of the Businessmen's Commission on Agriculture : 
“Assuming that the essential facts have been ascertained and are 
understood, it is commonly accepted that the farmer’s problem 
may be approached and solved like any other business, industrial 
or economic question. This, it is submitted, involves a fallacy and 
if acted upon must invite confusion worse confounded. Elements 
of business are, however, present, it is true, and business methods 
must be observed ; but the pursuit of agriculture presents other 
features so peculiar, indeed m unique, that the failure to take 
ac^iount of them must lea<l to gravest miscalculafion". 

69. In some Mestorn countries, especially England, a very large 
volume of rural credit is provided by the commercial banks. This 
is due mainly to the {x^netration into the coimtry-side of the branch 
banking system. The Committee on Agricultural Credit in 
England (1923) asirertained from each of the five leading banks in 
England and Wales the precise extent of their loans to agricul- 
turists and found that a sum of £46J millions was the amount of 
loans outstanding against farmers, of which £‘2G millions represented 
loans for the {>iTrcliase of agricultural land and i‘*20 millions normal 
loans for current trading. The uneconomic nature of the majority 
of the holdings, the slenderness of the security that the agriculturist 
can offer and c‘ertain other causes perhaps account for the joint-sux^k 
banks in India not having provided any substantial amount of rural 
ci*edit. It is chiefly on this account that the sowcar or tlie money- 
lender has been, and is still, the main source from which the culti- 
vator derives his finaru'ial fu*coinnKKlation, however, iinecoiiomic 
the conditions <ui which it is obtained may 1)C. In order, therefore, 
to leave the farmer some |>art of the profits of his farming effort, 
it is necessiirv to dovist' a satisfactory system of rural finance. 

70. M'hero is also another broad aspect of the problem of rural 
finance. It arises out of the interest of the nation as a whole to 
iiiaiptain agriculture in an etheient condition and the obligation 
of the State in that matter. The Busine.ssrnen’s Commission on 
Agriculture in America emphasises this asjxxt of Rural Finance 
in their report wliere they say “Agriculture is not merely a way 
of luiikiug money by raising crops: it is not merely an industfy or 
a business ; it is essentially a public fuiu tion or sen ice performed 
by private individuals for tlie care and use of the land in the 
national interest ; and fanners in the course of their pursuit of 
a living and a private profit are the custodians of the basis of the 
national life. Agriculture is therefore affected wuth a clear and 
unquestionably public internet, and its stilus is a matter of national 
concern callmg for deliberate and far sighted national policies, not 
only to coneervot the natural and human resources involved in it. 
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but to provide for the natioiml a^curity, promote a well-rounded 
proF{>^»nt\ , and t^ocure se>cial and j)olitieal 

TliE ri NCTlON Oi CKKDIT AND THE FART IT PLAYS IN \(UUCl I TURB. 

71. Tlu* Koyal C ( Jiiiijission on Ai^ncnlture an i many of the 
ProviiK tal iLinivinL: Ki.ijinry Commit uh's have iH)imed out llial it 
\voui<l i*e a inr^Lii^a t(v h!)[i{H»se that in an easily obtainable eredit 
aloru^ iirs tlu‘ pal irr.i b«r aii liie ills Irorn ivhieli the Indian apTi- 
cultnrisi smT«a-s lo-d iv. 'This ;s also the roiudnsinn at wliieh tlie 
oo A;:tara|{ural ( and the ALraadtural Tribunal 

of I ins'll lea l i' n m j'.nsland bavs* :u'Vi\cA. d'lir froanrr at page 5 
of their bopsat r-h-oeae as [oil.Axs: — 

'A,'r.. vUt ahau* ( aois a. convert an nnproth able iiuhrarv int<> a 
[Madiial'lo ont\ ('rciiit nny cnalT' an imlivitlual to irailo' a eerlain 
opersieai pav \'.ha!t m abt not otlicre i-> • pa\ (U' migin not oIIum'- 
\vi-e bt* undcrts.io ii at all an.l tla- pi ico w bicb tha prodnrer has 
To pa\ niav jMc t tiii ii t)i<‘ sc, Ac tow .n'ds or !(?S‘; in Ins own 

eaoc \Ac\\ (*d in tin< w a \ credit nia\ be an iinpor'tant fia tor in 
tie,' co>t of production in induidual rasc-i lad it is niainh in otlur 
directions tliat a >oh:ti<on innn bo '-'Oiiobt ()f the ditVicidt problem of 
how apnenhnic r:* ii< raih (sin )>c mad<* to pav and lla'-a* lie beyond 
our pro\in<*o.*’ 

7d. Tho AlmT ailtiira} 'rrdeinal of 1 n\ esligation whose ttuans of 
refc-renre \v»M*c widiT liave \<n'y hnddlv anaiyseil tho ficMors tluit 
go to make aeDcultiin' a paying indust rv and tlxw liavi* ‘oaid that 
Ihr^ studv of forrign s\'-doms of agriculture show that a huge. 
numbiT of forces contiabule to tb.c wadUbemg of tbo a^naeiill ural 
industry in anv country. ’I'Ih* d'rdainal singhal out s(nnc of tbo^'o 
fac'trars wbieh in tludr opinion \v<a*e sunioientlv important to deserve 
8(>eeial mention. AAdtli ‘•sjine niodifieat ions I best' fagtors ar<* etpirdlv 
r.piil.ral >h‘ to Indian fa.ndilions and \\a^ may hrirdlv' emiuieriile lliern 

ns follows • - 

/Ca//o/*/?o/ fJh- iXisfitK} { m i>f (I; tiicuf ; /o rfl't' uf f>r •(!{/> f hui ■ 
Wi^ lei\e already' I'efcirori to tho noce.-^ny (»f iihi‘oein:: in/gafirai 
fat^aiitie-s, partaailarlv in regard to unitor wcek^, m ord- r- to increa^s* 
both t’e* ar« a und?^‘ <^'op and i!a‘ viohd. Cttlar nnp''difiM'je s are 
fragjiU'ritat ion ami sul>ab v/-ion of lioldug:' and the pr; vadne/ in 

of land ?'*Hnrfa. v bi^-h -tends in tlie vrav of the goeMh in India- of 
"i el l.-- of pea-:mt profa i^ tors, d'he exan^pk* of fii jitnail: e how s 
wliat the ep aticin of [Kacant proprx f(,r' to land ean do. AfatiV 
eom|>cTent ob-on/ers regarfl the svstcni of oy‘nor^din> in agricub 
fural land as one of the inilignitiah cau-^' iti nenmarl;’'^ |>ro ^ 
ja^rjtv. Tlien- tla‘ farm tenancy doereas^-d frfsrn i'Sj p^vr efuit. 
in to .jn pt'r eent. in amt bd per eann. eg th*' farce r in 

lAtmrnark now own lladr farm-. ;en ;dv r^erred i/i 

{,iaragr;ipAi 04 to t!jc <,h.''tri men tnl effeet wIjjoIj thr^ lireKcjC' a-ystem 

m 
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of lifjO uur<‘ ill fiiaiiy partn of linlja lia.s on die rapaLiidy of the 
at^ru td? Ilf int to raiHO capita! and rrerlil to llie extent required. The 
Ootral l‘rovuices ( oinrnittt'r* are #f opinion tJuit anv ff>rjn <0 resi- 
tiffii on the ri|rht to transfer iand must liavc^ injuricais rtMriionH 
ini the eOieienf^y of the euhi^aior. It has aUo b^en that 

theonost urj 4 ent uajuirefneiit t>^*fore flie eountr\' to«la) is tiie 
p«tsHfti|^ of iepOi^hUion t*> l)r}My eofi-voiidat ion of hoh.hi'iys into hesn^ 
at de* earln‘st po- iide OionH iit. and tlfat \v idiom eonsolidat JOii 

pt’o;^’re;- { ve fannine is ini possible. 

In tlii’i fi fONstain one of our eollea:^Mies. Mr. ]»e\.M!.har, Ims 
obtained >ome inf ere-^lin^" st.it I'^i ahoir the \c'(>rkini.: of the .\i'i 
wtiieii was J^a^se^l in Idiss for the <on'()h<iation of holding'*' in thi* 

( hht f e-;jai h of the < eotrul j'to\niet‘t^ itn/r p^ra. ltd 5 

e/ ve// of t}j(‘ re[Kat of the t '* nfr:il l’ro\nje» > Pro\He ! i! hhink 
l .n<jinr\ ( oeorjetter ». AecordiHL^ to !ii> tia'nn^*-, din’sho th<' .^hort 
fieiied of a little over three ye;n"^, ilunnij^ uhieh the A- t has Inioi 
in op'ratioo, ott’i villatles have e*»m(' forward to '.eenre the 1 toa-fii 
of H e A< t ; 174 \ifj,'ir;eK out t»f *arj have far 1 » erj dr- all vulfi ; 
in all lereotX) u<'res of land parerdled out into t }j(nt'^a rids ♦>{ small 
lioldinpfs have hrani < omsilidatiMl ; ilu* e\ {^^aidit on* to ( e >\ erninr*n ? 
fuiH laaMi eomjxarat ivi'l V small and m \ a a of the at t raet tv *aiess of 
dte selaHoe to tlu' aerKailtnrist , ( iovi rmiient Ime ]h»vv dra iiled !o 
reeoMjj from limi om*-hu}l of the e4»-( of eousohda t ion 

Mr. froadliai* al?o ditf in the fa-k of nna! nn-hft 

Work ultieli !s ap[H\aHnj;f (<» (he imay nation of the eduein d peejp’u' 
interested ;n the leaterment of the ayr lealt un a . da* Woik of eon- 
sohdatioo of uno. onoriiu- holding- or the prevent!* n of hiither 
fru'jiie ntat ion of late! mo^t he v *roe d v meif'rtale'n . 

Hi I 1 hf tivee/ * rifntiVJii n>n d/e (^'Uft'ru nhJ ni thf 

ao^isfiiurf' i>f tnir:riil!nrr inj tiirijjs nhil sulKnifim- ■ India ha.s kept its 
door open htr the import of apreultural prod mo fimm i>dier 
eountises and ihi^ poh. v . to pnote a leiamt ui'-taneo^ hiis vidUeltMl 
gjreat h ard dep on the vvImm! produoers of l he er.inP r\ . The ihnal 
rktniiui --501) on Apr il nil ore roimjdi'ied de‘ pnr -tjon of lnrifTs 

an Ctaoi ‘etmn with da ir enpuirv rt.i4^)Tri mended certain i'oneession^ 
in repnu'd die im[K.rt dntv on aprieidtura! implemerit* and 
used m the mannfaoinre of sn- ki imnlomentf^ m India. 
Similarlv. die pram of rnhsidies hv the Stafe ftr a hmiti^d f^erkxi ^ 
has ht'en (amsidered tn eeiiam otlmr ('ountrief* to he cpui# 

?nat<* for tetermp: die prodnetion of tenaui envps for various 

other pnrfioses. 

(jii> Lnwtni$t() the. huniinis of IffjratioH, 

(iv) 7Vre rronomtr orannhafion of the ifitlmiry and irf fi^rticular 
the di rf lopnient atnong farmers of methods of purchajee and %ale 
ami ('(hoprratire insuram e . — Some of ih? Frovineial Committee* 
have etu{>hasia;ed the need for insurance against the unforeseen 
risks to whieh agriculiar© is exposed w»d Imve recommended that 
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the pn>s[>ect^> ot .scvheiues of insvirunce of cattle and eroi>6 by Oov- 
eriiiijciit or by t «>-^>{»enitive Hhoub} U* t't>nsuJi'rei 4 l. 

We shali .-h«*\v m c kUer cha|iter bow the cxistpij^ sN^unu 
ot j>ureiuw and sab* of a^^^ncnUinal {>nitltie<* leaves u great 
deal tt» be (ic^'Wed. \\i: \vt»ulv! on!) ujerUU)!! lure that wa' agte# 
vvali the beaeen batjkui^ experts that bllie will be eauavi by 
bringing iiuH on-- oJ uw- \mder cnitn auuuj . nt nu rivasiOg the agro 
^ uitta.i] pn>dn< tson fbe coueJi v. unless tlu' ^tejvs are 

lakr-n to t-nena* lieu da* comnitnhi us prodiiciai will seetin' a reu(ly 
eaie* at a [-na'ualde rate* 

\ i n-<t it ut nuj \( la nu'x for do uopoo’ceoad or 
ore/ ore ouJf e t.' a/e/ ( i»nfr.-/ of <0 iitui oemuil.s^ 

proviS!*-n of fhfii I f ami t^fln'r ij^Mshni^ r ii* s vfdf>*o/iorr/ b> 

tiijrti ullur' itfid O’efo/.^poe/ o//or. N/efr<'n. It e. not tu ^< ^-ai\ ti) 
<jiio!t‘ lioro al! t!u‘ rotonutu ndat toi)‘- o| the li*oa; < uniine'^eon in 
i>‘gard to jb(' Koxtoai nein.H nu bidod in the-, (aitoj. To <ju >t * only 

n tt'\\ iii>laiu'e>, t!ie eullivution *1 neproxt il varuMtes ot m ud dot h 
not < <.n/or ‘OiO'u it lU athanlagt' on tiu' prudiuau' iinnl anangt ijuaits 
ar<‘ nenio fov ♦‘n-nnng ti.e purjTv td fbe .uiteb' sold m tbo oiaikoU 
It lia- Immoi nigiM] dial it^gi^-lat uni sluudtl l>e inuieriakt'o to aNoul 
adii i ttaat i< at (d eoniuualit los in the mar ket and that tbt' (»o\a'rn- 
nu-nl ^ItonM s»a^ that sudi lt‘gj^lalron is tmforeed Again, di«‘ im 
port of bydr‘o-gonaft*d o;] into tliK et*nnlrv and it-^ sak' as gbeo is 
r<‘|)orlod to bt* rt'>jHtnsd>lt‘ for tlu* \ta v uletwler i bairoo of tiio fo\i\a| 
of the tlana indteiry iii Iiiflia. Fnrfber it has boon Migeos|(‘d dial 
I be ddli'ult e-' t ff < j neat <' < oiulit loin^ ill India air nr»t in* urinotmtaldi- 
aiid thal U a n a Juo i!u lU ■< for o}i»‘a|> In* load *, a \rr’\ iat'ge 

a!«'a ! 1 e« ir r < ! i ! t o a ! H )n f'a n be proJe, tod again ■ t du^ \a;jaHtMvoi iiiitur'e 
aiid tie » xi-ung i i io^ «d agru nll ora] iiuitihtf 'v ?niiono »'d to a great 
tevttail. 'bbo imiaa i taneiit of (Im* feiidt'x of tht* s»ed. N’.bi'li bas 
bf'on {"'‘du'-tsl fo‘ i-ontineoM^ ^*ro[.jting witbrmt maiini"**. n. aradhor 
urgent rofe.n-Ut' of agrimitnird pro^peritv 

e. ! f no 0.0:00/ thr t r^ui'' <fjshfii <,/ Ih,- vUh eb/e 

reqiiTtl t<^ fht irif>r(\t.s nf dtj r h ult HTi. 'bbal ibo lailwas fieigllt on 
tbo If ^jiiirenioiit ; of ibo agriofilt ore ts siu li a furl and fertibseta, 
and eai agrif u’tnral prf>dnf e u-adf, i;* very liigfi n^ a Ktanding com- 
plaint^ iigamst the piesen* workin: e*f the trnte^*|*ofi v dfoe of 
COun^v. d'his^ioRev in ^aud to pla< e a verv great handa ap of^ the 
»grini!tural prodiuo* of this ronntrv jn comp<etilion uith nejorted 
artule?^ from edluT eonntries, T*or iTudaiiee, it is understood that 
at tlio time of onr re|)ort the freiglit per maund of wheat from 
Alustralia to Culcntia in nix annas while the railway freighf from 
Lyai|iHir to (bilcntta is lls. 1-d M. Sinnlarly, it liana lieen fxdnterl 
out dial chemical nmnures in India are not produced as f*\ f>ro. 
Spinets nf other indflfttries and flial on arwnnt of proluliifive priceti 
they cannot i>e profitably u^;ed for ordinary crops in India Other 
manures, like t>one-nneah leaf-mould and poimmmn nitnite, can- 
not be used, m the tranaporiation chargea are very heavy. Wo 

ol 
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understand Umt bone ineal and p<>tassium nitrate which are 
mamrcs lt>'ally pnxlticed Imve to pay Ingficr freij^ld rateit 
than ifMfKjrtcd artificial manures. Moreover, a large quantity 
of farm-yard manure las to hv Imrnt as tliere ig no other 
fuel available and tlie cheap fuel from the forests cannot 
be hrougitt to the cultivator's d»>or on account of prohibi- 
tive freight rates. Unless tlieso handicaps arc removed, the 
cultivuror lias no ch:tjH’i' of nripro\ing his priKhictivr* caj>acity. We 
may in this ronnrciion n h-r lo our discussirujs with tlie foreign 
l);uikii!g cxji^Tts wiitor it ailnnthMl that in (lennany the rad- 
way froght ar»’ adju-!e*l for the sj?erial hciiefit of agrioulturo. 

Uic-' I (I sifsirrH of ,^'oini-l ijtnural cdticaffojn a)ul 
i rnrisuift ^>r iHjnruU lifiid tdio nf o<n (Did i/ 'Oorc/i and for cm- 
Ixish/inn UfC rro///v id suidi irdlrn f/o pnifiii f aj iltr nqri^ 

ruJturi'd. \\o understand that ! a im. ark in 1< ss than half a ( Criiury 
has raj-jal iaa'M'lf ?u th<’ la iglu of | rn-oKoaty hv the cdu atJoti of 
la r rluldiTu and the im jiia a .‘U if ;e of h r iaiuh I'hu sprrad of 
i'ducation a!nv>nu'tia' rtiral [K>jada’a ij in Indai r- « i thu l<ai‘Uio-t nu- 
|Mart;.iM*a‘ tn rigi icti!r ural dto a InjaiM Ui . W'u cruj ha-i/f tl.e nf*es>!tv 
of unilMuiying the Vf -ul( - uf a^ ’ ir alt uia! la .fara h N^ alun ti!-* prac- 
ta.'c <tf (hf agrsf !ilt luU-t . As it i-^ < Aru tiu Ku^a! < i a[nni,v-ion on 
Agrindtuit' rcfuatfd that altlanui* inanunai fXjf i! licnts lana* h^a-n 
ra*irrjrd out ort fna-rv agrifultmal rtafum in fndia. siu,* ht(iory 
advicr* to tia* <allti^ator in iccaial tr. the u^f of uiauiirf - liad r»orr 
reaclual the stagt' of p?‘acfical pa»!il!rs. 

i^vni’ Thr (h rrlopDtii of State or rodautary orqanizafi(^n to pro- 
vide thr neersavun/ ('rnfral and loral muc/oan rg f*>r carryuiq out rnea- 
stiffs of a(jnfult ttra! judu if and lor infiiitncuiq that p(dicy. 

7d, dhi sum up itic jK)sitiou. \Vi‘ think that hr'ifh*'^ thr‘ paanosi* u 
(ff credit, the actita* farraiit of a progressive and eon^tnit*li\a' agrjnih 
tural p<‘i{<’\ i*' necfS'Siry for the pur|wu*e of fte^tioan;’’ },r«d'italde t^gri- 
eulturc under rnodcTii laardiiioie . In ()r«ler to jusAide < ir)veniment 
wnh tiw mformation it rc(|mre- to |>ursue sueli a p<dicv ii is laa-es- 
sarv to have a pioMurril e>rganr/at hui on a j^ rmani nt ha^i^. Tier 
IVovincial U-ommitter-i durimg tlia coutm' (?{" (Jieir enquirv were 
confronted with lliC ah'-eiaa" of ntv reliahk or eoniphUe economic 
dati^^ind seane of them ha‘! to end t tla^ a'^rustatice a few nfiiver- 
shy gradoalcs in taamet tion witli tl.cir itUcn-ive surveys in indivi- 
<hia! vd!ae<*s. Mtuv^ tlein otte Uroviniu’al ('ornnuttee hav# na-oni- 
incudrd i\^o r'-!ahh:vhmvtn of a ]>rovineiai orgaic/ ition on the lines 
of tla^ Ihnnal* Board id l avmnnik- haepurv. We understand that 
tins Bvnard was formed in 19B.> ntid lias carried out a large nuin- 
her (‘f village stvr\e\ H and eolkH ted information in varied s^ibjeets 
^:ch as tlie a/e and distrihution of ngrieultural lioldings, tie' rules 
of ftKvd eonsuined, mortgages of agrieultuial lareU farm account,^ 
and huinly Imdget-, iJtwl has provided a nrasft of useful dat« on ih^ 
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tjconomie |x)sitiori of the agrkiUturist. We supjK>rt the recom* 
tnemlatio!*.*; of the IVovinciui Corninitiees that a l/iovittcial lioaitl 
of EoonoMur I'jbaiirv sImuK! bo starit «! iti t\o h j>ro\ UH‘e to oolleet, 
ooirelaie and ai»aly,st» aU the econoniic faotors milueneing the agn- 
(“ulturisi and to present llie results of ti»e eiu|inr\ in a ( onveuient 
lorm. A> {HurUod out by tlie l iuled rroviiuvs ( ouuuitlee. the 
work of tbi> Ikutd he of a praotioal rather than of a ikeoro- 

lica! luUnro and \\ic lioard shouhl aet as a hutubmaid to the 

( iu\« j nrnt lit I N parUnetOs \vla»>o thily it to |Uc»iuote the N’ clfara 
;u}d pno|H rny uf ibo ar'rioulniral |H»pulation. \\\* ilo luH think it 
IS inaosNaiy (<»r to uidu ato how the Vtoatd sluuild In* <*on 'Minted, 
d ht' wi‘ s\(ai!d io.i\o to tilt' rrovjneial ( bn oi tutjouts t(» hu lide. 
Wi' undr»<tand that ^ in iho Ihuijab it * ' u nonaUTu ial is>d\ oon- 
of both odh ials and non uiTioia!^ int^'roshal in e<amoruic 
^tiidios Mini jaM« tua!ly deponding on a <io\tuntnent gtant for funds, 

7 l. Nalrd'un in in-. r<'por! on n;.'rioultural hank- in India drawa 
[sjifitfai anontiMij lo tin- necosMix to <(>uplo crodit with tlm pro- 
mot ! on . riinio>i onforr'-nn nt . ed tJinft. providtiHe and liotnil nlno*-s 
111 hn >' ro'.\ s . I bo im li < «> o| « rMtors uIm) Imn eonsidn ald(^ eno 
p}la^^^ on ili«‘ fa< I that iho prodtu t r oannot la* dihsoriatod from the 
man ami tbit in /trdrr t< hrnn' ahoul a (diangi. jo hts Kfundard ot 
living and in Ins on!hi<»k o\\ life, the agnonltun^l sbonld ho laeKled 
a*' a wIm Io. dkni jr wolbhnown fnrinula of rural iM <tiHany is 'Itoitor 
1 'arminf.p iioi^u IhiMno--. and Ik itor Invini.:". d’ho t nited Tro- 
\in<fs ( onmoihs' !ja\ ‘ ais<> struck ibo s-fino not** m tlioii lo'jMirt 
wboro ihrv sne;:o-t tlfat rural os oin irnrtmn and lo ltor living 
WH io!h'> ^bonM ‘O’ baiiti in hand with ( o o|h-} ;» 1 1\ <• t rrdit SuoioliiMO 
d'bo lvo\M! < nitiinw-ion on A;: Mcuil nro in drilling vvitb the 
hisnsiy of ilio Agi 0. nh ur.*! Ikink «a" l <iraw , <en.* i(rv> ais fur 

the guidano'' of tlioo* who wr-^h to rrform iho of riUiil 

tumiH'o m liniia. d'hoy sav : ' d'ho Uisior; of this snsiiintion pro- 
vides a ’ah(dt'>ome oorreriivo to tho viows of thoso who hold that 
the [vrold^nns of rural de}>t aio to In* sohs'd at a strolvo’' hv tlio provi* 
Sion (»f < hrap and ahnndarit erodil h 

75. ddio difhruhj.'.i ill druiliijg with thr pioltlom rd ?ho Ind.an 
iigrirnit urr-t ; * om |o ho fniifou complM-anaj b\ tin- i in imoUaiio#* 
that in Intha tigrirnltno* m, u;ih mod cuhival r with nnixseio- 
inic lioidings. nior<‘ a mono ot hvmg ilsin a hnsjie ss. ddso 
Itoval (‘onimission on Agr!<-nhur<* sumimd up the |>oHilion 
in thiese words : "To a very gn*at exlent the milt i valor in 
India laliours not for {irofit nor for a net return hut for HuliH'stencff. 
Tlie erowding of the |»eof)le on the land, the link of alternative 
ineana of i^n uring a living, the difficulty of finding any avenue of * 
and thie early age at \vhi<-h a man if: burdened witli doj^uid* 
entff eombine to force the rultivator to grow hxKl wherever he can 
and on whatever terma he Even elsewhere the fanner’s chief 

aim i« to provide the necesaariea of life for hi« own hou#K?lM>!d, Ha 
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b t>olh the proprietor and the wage-earner and this pa«dtion of 
mixed intereHt offerg stubborn challenge to the ecoiKRUist’s en- 
quiries an well aa to the progminiiieh of a 1 minis tra lorn and legisla- 
lors/' Whatever may be the a<*tual figure, it is generall}^ conceded 
that the income of the agriculturist |)er lioad i» the lowest in India 
an coinjiared will* moat other countriea. The Bombay Provincial 
Comrnittee g obH+Tvations may be taken as typkal of the analysis 
of the {K^sition h\ other f-oinmitteeg alsr). I’hey wiv : — ‘ So im- 
provement in the existing <‘redit syntein and hanking facilities m 
likely to he efl‘e<‘tive unlesB it is accompanied by measures for 
raising the standard of living and econonnc (ondition of tlie mass 
of the |¥>j*ulation and for hnilding up its (»ro<lnetivt‘ strengtli. It 
is l)eyf»nd our terms of referener^ lu inak^ speeific suggestions iff 
the nmttt*i\ I»ut we consider it essential to |ioint out that }»rogresg 
fd hanking will de|HU»d <>n tie* spread of ediuation and tin* promo- 
lion of agnmltura! inifirovernent and the eneouraL'etnent of in- 
dustrial rdfort. iMonoiiue pn>gre>s and dtwelopment of hanking 
l>emg interoh*|*endent . hankmg cannot ruike an\ advaie ** ni a 
('omununty sunk in [wofiiy. ignoran<-»» and !m Iplc'^sm^ss* f’redft 
would merely suppK gr<*ase to in* rMoiH iuie iu.m lone luid it is 
essenljal tieit all |s)‘-nih’(' measures should I'c tak- n to ensure tl e 
cflieient working of (ht* entile rneehanisin''. 

7('. We ftf'*. !:o^',e\er, a .a re (liaf thr^ ftoor iSMiita'i * <( auidiou 
of (he |wasintry m Indai in geiiei’a] and the kud of proper er*’dit 
faeihfies ;i\:iilaMe ii> them mvolvt' them ui a \ a i >n ; r-iieje, 'Pile 
p<»silion of many of the eultivr.iofs makes it dif'lienh for tlaun to 
furnish ;^n^■ seeurifv reaihly rnasaplahle from tla^ |H>int of \ nwv of 
sound, safe and < asilv realisahle investment. On. tie- other luuid the 
lack id idieap fai ilitir's Un' eredit is la^spoioilde tor the eir<‘umstan(*es 
which eomptd tluvs*’ eultoators !<* r<*-or( to sm h mone\ -h nding 
agencies as un]>o e on tliem quite niinmis tsTms regard the (amdi- 
tions and rafi's of tlie loans and waakeu tkaur ceonomie position 
sfijl furllicT through enhanreuieiu of tlaur |vre-exi>ftng dvd)t. We 
do rtH'ognise tliat, allho.igli tlie eeouomii* jHasition of these cuiliva- 
tors is due to vanous factors wlucli do not strictly come under our 
purvitwvg unlegs some effe«’ti\a.* measures ao* taken to furnish them 
with proper credit faiuhties, their eeonomu' fg>''ition will grow’ 
worse day by day. W'e !iave. therefore, propased in sul)sequent 
ehapters better provisir>n for rum! credit tlirough suitable organiza- 
tion of agencies like r(»*o[>orative sixdeties. land mortgage banks 
and monev-Umders and Imve also suggested tlie creation of new 
fajjilities such as the c«*!abbshmeiit of licensed wareVionses. 
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l{c;ruL Indkbtkdness, 

77. Tlio (jiieBtion of rural jiuM>tet!nes8 one of the riioai iuv- 
ponant <pk‘>iion?> uuh which we have to deal. The pro«j»erity of 
llie coimtiy and the suciessfu! development of tnide. indtisiry and 
conunene entirely dt^jH'nd u|K»n the unproveinent in the general 
%<3mnoiiHc eiuidition anti in the inert'a>^e ju the huvui|.!: power of 
ils |K>pulal»on cui^^u^etl in, uiul de|xMident on, ti|,tricuiture. 'I'o 
achieve tins it 1 ?^ neetvssarv that tlu‘ prohit>in of indi^htt'die^ia?!, its 
and us Injuidat ion *^h<>uld la‘ elf»‘<'t ively Kidvtal. 'PIh* Pro- 
vuK iul i^anknjf^ Ihu|inry ( 'ouunith tvt have atteinptetl an e dnnate 
of rura! int]t'httalni‘^s ui their fesjwa tive provinees. h"or the reaHonn 
inentioned tn tlu' provineial estiniate^ of rural nul<‘hO‘dueKH 

t iinnoi ht' a< « urate. A total of nhout U e VKH) erort's made up of 
th(' fi^mn*s for d?fTer«Md proviraa's in (la* [irovineial ndx'irtK 

rnav. however. l>e talom a?^ a very nmeh <'s!unat<‘ of the rural 

inciebtedni\<< of Imlia. The figures for dilTercmt provmees aie:- 


Pr*)vinci'. 

A»Hnm 




'rrkal fulfil 

lu. 

rror**«p. 

lUhar ftn<l OriPwa 




100 , rort’ip. 

. . 1 '>r» i*ror*^«i. 

rkmibay 




HI <'r<»rfi#. 

Burma 




. , 50 — 00 rrorf'w. 

OiUral Arf'aM 




IH rTttrrP. 

Ontrat FYovinr©* 




• . 3g ('rftri*n. 

Caorg 




. 35^ 65 lakhp. 

Ma^lraJi 


• 


. , 160 rforop. 

Punjab 

. 



136 t rorm. 

I’niU d Pfov inc^ 


, 


124 cror<M« 


78 . On the t|ue«tion whether llie volume of ttgricultural indeb- 
fedne<^« i« increasin^^ or de< rea#iing» there in a general cona# rmu» 
of opinion that the volume hag he<‘n increasing in the courge of the 
last century. Sir Edward Ma<’lagan wntmg in 1011 obgc^rved a« 
follows : — “It has long been recognised that indebtednewH is no 
new thing in India. The writings of Munro, Klphinstone and 
others make it clear that there was much debt even at tli# bc*ginnmg 
of our rule. But it is also acknowledged that the indebtedness has 

( fB ) 
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nneii considerably during our rule and more especially during the 
last hall century. Ihe reports received from time to time and tlia 
evidfUK'c f>f annual sale and mort;>age data show clearly tliere has 
been a very considerable increase of debt during tlie last liaif a 
century/' The Koval Coiurnissuin on Agriculture in India summed 
uj> the jxisition in tlicne words : “it more than [probable that tlie 
total rural in<hd>re<iiu ss has increuf^cd in tlie provinces; w'hellicr 
the {>rojM)rtion it 1 *ar-. to iIjc growing of tlie {x*ople iias re- 

nmuHol at the saint' level or wlunher n is a lieavier Inirden or 
ligfilnr liurden on the nmre {>rosperous cultivator (lian of old are 
(|nto,nonn t<t wha h the evidenee we have received does not jaovide 
an an,s;sf»[ . The runjah (’oirunitna* luive, for exain|>!e. estimated 
that tiu* total agneultiiral del>t in the provnue has increased froth 

its. bO ( Hires in Ibil to its. i:>:, ( rores in Th,- lairden of 

indi'ht (*d ness has really heeoriie noj(“h mori* cnisiiing tlian <'an be 
judgial Inun a eoinpanson of the growth of its volume in ru|>ees. 
when we take into aeeounl the fa'-t that the tall in the price of iJiC 
(Oops since IU'21 has been roughly 5l) |>rr (‘«‘nt. Fo understand 
tb(' full etb ‘ct ( >f burd( fi. We inav' stalo, tor m^tanee. that tOo 

iie rease of rural doht in iIm- i'linjab tiaini rior»‘s m to 

bis. l:c') eroii'- in jOgVt really repies,.nts d<'l>t of Ks. gTn < rort s 

in l‘ddo. 

Some (if the l’r<»\in< ia} ( oinm iir* - atO'niia to disfnbutt^ the 
d(‘l»t prr rnp’fd and p«‘r acre nf i niuvatcf- land, bill the ti^ur* s 
arnva'd at arc not such as are caHuratet] to eoincv an a< rurat«.‘ id' a 
of th(* <*4-onomi(' portion of the agi a*nlt un t . Fb‘;:a* 'Inc' (lie il sn i- 
but ion of dtdil (Ui tb»‘ aencige «.>f enhurabjo licrirnltm al land, tie* 
Tombav (’ommitU'C which atltuopt'' anivc ;o a Figure |>oints oat 
that it is of little praeMi a! vahe*. and wlcU apple - to }U>nd*av 
np(>lu,'s (spiaily to ail (»t!icr paovnecs. Afou* p-oinimg out di.U ti.e 
debt Works out to Id tmes the total land ;; o'-sna nC. and at !(-. l:‘> 
iind I\s. ‘Jo jitu' iu*t eropps'd a( re and eniiivitto*! a< re resja*elivt ly , 
tlu‘ Commit tee proctoals lo say licit llic t')gui''s vauv in regard to 
lie' Siweral parts of th<^ Ikimbav T?CMdcn<\ iilo Sauthc-rn tiwpTa', 
K luind'C'-h . Smd and Kord^an. and tliat lugbor iinhdCedness | er aeia^ 
docs not Ui'cessardy mean a eorre-pcuidingly lieavier burden. In 
tlii'ir own words “An acre of good buid may re?|tnre larger capital 
and >ield giKKl income wViereas an acre (a{ inferior hind rna}' require 
less capital and \ it^^l less. I’roni the pedi*t of \ ic -v of as.^us a!M>, 
an acre i^f land denotes difTerent values at difTereut places' V. In 
view of t!ie ditTieubir^s pointed out aliove in reggird to the im ideiiee 
of debt ju r aipiia or jk'v acre, we liave not further examined the 
yuestion. 

79. As regards the numl>er of agriculturists who are free from 
debt, different Committees have adoptetl different methods of nseer- 
taining the percentage of those who are free from debt to the total 
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rural populatiou. The figures so worked out for four proviuces aro 
given below : — 

Frovinco. 

frtH? from 

A^sam , . . , • vaP> Uij? from WjHir cont to 

|X>r tH»ut in ilifloront vlintaricti. 

. (0 

Bihar and On^^a .... varying i'r in 19 per vent to 

Ul pt‘r o«niil. (*) 

Centrft! Frov iin'ca .... varying from H rent tu 

7'J i^r (ont in tliOca'iO of 
lundlt>rd** and fmm J3 jH>r 
^ t om to "0 pfT oont iti tho 

1 li'o ns cuUiViitor**. (3) 

I’nitocl l*fi)vini os .... xar . ;ng from 33 }>ef rord to 

t'l por rout, t-ti 

lliis InHUg tin t'lr-t ifTnrt hy a (‘onnnitioo lo artno at t vfti aj [uoxi. 
inat<* i'jgurt ^ (,f iVT'rt!«jiu fn>m nult'fdrdin in rtiral nr<ats, inul in 
M<H%' of^thr (iilTornu: ijj'tlaMis rh3pl»>vtTi in nanli v'f tlin four |>rn' 
diLiurt's for wliioii aia* axailaBh' a- al»ovr. wt' fnnl ihat it 
\^onM ho ririau'OU'. it> attai'h an\ itnixirLiOm in thn \ahi<‘ ij ilmH^ 

fimirt's as hning nl gnimral a jipl r a t n m f \<’n m ’!o’ wlml** nf tlio 

TnsjMTiun I'rstvinor^. fnit n >-. tn ho hojod tliat tho pmvnna"^ innv 
ho ahlo. HI thou snh^nnnrnt ofTorts, in inakn ninit' (hdliiiin 
fo!ln'v\)nn tilt* spatlr iloim hy lla ir Ikniking Isnipiirv (’oni- 

liiitte^os last yt' ir. 

Nh As carlk a ^ IsT^* lla* (\>nuiH H»»n ap|>ninBal In i/iajirro into 
tfie < ansf'sof tho ai:rarsan nnt.s in tlio piaaain into llip (’iinsrw 

r f a^H'a nitnr i I oi it‘hl« (iiir ss. Th,* finiljn^^s nf tha‘ ( Viinrni sion wore 
ImUt B Sn t O' i hv N I' hohfup !>v invc-t i;.:at inn into iho raus«-s nf juivorly 
in tlio }>rnvinro of Madras, wlio sninmaristal thnn as rullo\s s : — 

’‘First, |Mavorlv with ijn|‘roduri iv«' nnil^ j>r«s’urions * liru5ito , and 
irroLOilarity nf income, 

Seooml, jgnoranc<‘ and irnproviihoice, 

Third , .Trance, 

h’o u r 1 1 1 , a n < -e .s i ra I d id ) t , 
hhftli, (expansion of cicdu. 

Sixlh, incia asi^ nf [Hipadalinn without corre [Hinding inercase 
of return, 

Heventh, faciiiues for t>orrowij>g owin^ to influence of 
n lone V- lei nierrt, 

Ksghth, the hnutation law.s, a*5 h'uding to renewals on 

UHuriouB ternirt irndtiding comjxiund inU*re»i^ and 
Ninth, revenue system of a fixed demand/* 

p) Ammm^ panu 33. 

(fj Bthar And p«rft4i. S3 mnd 01. 

<3) C^ntml Piro« I #»<?«», parms, 703 and 710. 

(4) Uaiitd FrovlnoiiA^ f^ra^ 133, 
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61- The Provincial CorninitteeK have luade detailed inve«tigationa 
into tiie catiwes of niral indebtediieHs and their conclunionB tally 
in llie fiiaju with lliose rtientioned by the Dtncan PominiHaion and 
by NicholHon- According to the Provincial Committees there are 
n.any reasons why the agnculiurist in India is obliged to 
borrow. The most im[)ortant and common reason is past 
indebtedness^, which occasions fresh borrowing due maiflly to 
the high ratcn of interest charged. These high rates of 
interest are j>art}y the cause and partly the effect of indeb* 
t( dness. d’he (>ther main reasons are the small size of his 
liidding arel the way if is split np, inaking it almost nnjKis- 
sifde for him to live wii hin Ins small income without gett^feng into 
(hdH iml<‘ss he is exceptionally frugal and indusinou%<>r has some 
e\lni]HV)ns source of incoriu' ; liis (onstantly recurring losses of 
c attle from drought and disease, and the insec/urity of Croj^M hich 
aggnivatcs tite cumulative effects <»f the otlier fa<*tors. 1V> the 
agnacultunst's extravagant ex}H'nditun‘ ufsm marriage aficl 
t]om(*stu‘ ('cremruiies i< attributed some part of iJie mdeUiidtieS'^, 
lliough many the I'rovnuial ('omnuittsv^^ tliinlvMhat the picture 
of extnuaganci' overdrawn. B<*lh the ( entral Pnnnices and 
the Ihirnui ('ommittees have, Imwevtu', pemted (ait that m times 
of [irosj-erity ouing the ah-eiua* of propfU' m\eslrneiit facilities, 

. ullisators rlo sjs-nd larger sum" ran ::i! < freuauia than would 

t»esfHUi( in lean years. Improvidence ami f airrhase <»f land at heavy 
prii'es and taking up lea^^-s of land at high n ntah tluring periods 
of l>oom have also hetm mentioned among the eaus 4 *s. In many 
cases the pnrclmse of land at h(‘avv <‘om|M t il )\ e prices or fd>hiiniiiL^ 

lands on |eas<' at high rents is >ai(l to he dm* to want of otlier 

occupations Iwsides agriculture 'Du^ amount lM»rro\Vfai for irn- 
provementH is gema'aHy sntall, l*m in lo\\er luiruia a large part 
of the iiulehtetlm^^s of tiic agrieulturea^ is said to he due to tlic 
(dearing and improvement'^ earned (uit h\ tiu' aid of honowed 
t npilal. r»orr(n\ nig ha* ^{xa ulanve irnding is said to f>e one of 

lie* most frepmuii causes of indehtedm^s^ in Purina . Anollier 

(ause of indcl>tcdiu‘ss in Ihirma i" rejs>itr‘d to i>e the msc^sitv 
ftir one nuunher of tie* lanniy <it a deicased pers(»n under the 
Ihidhisf Inh<*ritanee Pau. sennet imes to [nirihise the hohhng 
of the dtx'Cased jx^rfsan if it is not large enough to be shared 
among all the members of tlie family. It is believed tliat 
a eonsidenible amount is Inwrowed in Ihhar and Oriss^i for 
trade pur[xxx\s. for collecting village pro<hice and Rolling it 

at large centres. The Punjab Committee point out that while 
tlie reasons given above explain the existence of debt, the money- 
lender and bia vicious system of business explain the amtinuanoe 
of Bueh indebtedness and that the great expansion of credit that 
haa j^en place due to hi^ prices and the inflated value of land 
eceount for the volume of indebtedness. The Committee liaxe alao 
referred to the increase in population without any correapondin^ 
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increase in |iroduction. While in all countries of tlie world during 
tlie last fill) wars the jH*n*entage of [x>pulatiuu living on hind has 
decreased, in India tlu^ percentage has considerably increas^l. 
Accordifig to tlie census figures, the [lercentage of the iiopulation 
following the (xeiqmtion of juisture aiuf agriculture has steadily 
risen froin fil fxu cent in 1891 to 6t> }x*roent in lfK)1 , 71 cent 
in 1911 7‘J fx^r cent in 1921. The Assam (\»mmittee ha^e 

added another very |>otent vmm* whu h apfx^ars to have contril>uted 
largely to tlie increase' of itulehteduess^ namely, the decline of the 
cottage industries an<l the loss of inc«>me to the ryot hv a subsidiajy 
cxx'ujKilion in the ofT^M^ison. 

8*2. To tiiLSk stat(‘ of uuiehtedness are attnhuted luany of (he 
<'vils to whirh the peasant In now Mihj<^-‘t It is sael that llie in- 
dehtediicss lt«iwis ulniiiutely (<» the tnuister of laiel Iroin thi* agri* 
(‘ullural clf^s to the noii-aiuiefilt ural inoia' vdt'ndra*, leading to ih»* 
('reati|^n of a landless pi'uletariat with a laahnaMl eetUiuinic statue 
'Fhe to ht' loss of agriruhurai efheienev, as the nu>new 

lendi'! <snl|l<Us at g rate nhieli leaves t]»e <’u!ti\anir with a i» 
diKaai iiK fUitive ttl r u x' a g<K)d ( I'op. It is ri*[S)r|ed that this i* 

ronhruuHl i»v \^ tde^^j a ♦ ad eropaautmg t‘\pt‘riininit s in Ihliej* titid 
< drissa and l’onif»ay, It is ahn addral {liat as a result of (hn 
inefiit i^uu N the jvot i- iinahle to p«‘t enough inoia*v to fiut in 
eultivatioii ti) \ e ld tiro < lass t rop^ and that he thus moves iir a 
vi(‘ious < ;t( le. 1‘hi* rnit<'d IhatMii'S's ( 'ominit tecg h()\V(»ve*r\ dr> not 
think that iran->fer of larui from agn« u!t in :^a . to non oigi uaill urist s 
is ahvavs neee‘*>';u al v for flie worsts and they do not re<'otnin<*nd 
tlie extension of the Ihindeikhand \< i tootian jijirts of the* y^rovinee, 
Init tle*v reeogni/.e the n<‘ed for a furthei and fuUer iiupiuv into 
the inailfX. In some pnomeos, su< h as Madras and tlu* Ihinjah, 
monev-l(*nd}ng husinrNS is aUo done h^ ryot m<»nev-lendr‘rs and 

an\ r<‘sultmg ehange in ihe tovnership of land has no defnrnenlal 
(‘fT*x‘t on agneuhural < Oii n ia x . d’he ovil is saul tf» he \t i v y>r * 
\al<‘nt in Uengal wluno it is hehevial tla« li-nders an' noinagrieuh 
tunsts in the majorgN of e i-os, Nd> n*<a nt figurew regnarding the 
gams and losses of the agneiilturist ek'n^s h\ sale of land are avaih 
nhle and it is not safe to draw any eore Insion as io the present f»<AS4 
(son in this matter, d'he (’irntral Provinees (Vjrnmitfef^ liave, )io\v- 
ever, stated that tlie viliagt* surveys made hv tliem showed that (ho* 
nuinher of ynTs^iirs who liad lost their land llirough iiulebtednexti 
was extremely small and that tlie money- hinder at prewnt at any 
rate, has no def*ire to take land in safif»faction of dehta. 

83. Tlie Provineial Pommitteex Irave aim gone into the sllega- 
iion that is; genenilly made that the cultivator isi ol)liged by reaerm 
of hia indebtedneitx to sell hi» ytroduce to Ids creditor at an unfavour- 
able aeaaon and at a yifrice detrimental to him#x»lf. When 
Jendera are al«o rliopkeepen and eommiuftion sgentx, they ofiei> 
make it a condition that the a|fri( ti1turii«t»' produce mu»4 l>e gold 
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through them. This very seriously affects the liberty of action in 
inurketiug tlie pro<luce and is undesirable when the jiartieB to 
^ the bargain are nut matt bed. The e%il effects of this system are 
felt more in Madras, Benga* and Assam tlian in otlier provinces. 
A word may be said in exj>!an:if ion of the attitude of the money- 
lender who, as siatiMl by tie* Bengal Provincial Committee, is not 
always wlioliy to blainr. I'.vcn when thr money-lemter is not a 
trad»'r, and not want tf) laiy ihr pK.duJc, he knows that if 

the (h'htor d<s'*. nor pay after s^‘ning his j)rodnce. it will not he 
) oHsihk^ for tfic latter to pay till after tlie next Irarvest. He has, 
lhcrrf(*n\ fo put pns^nrr n*i tla- deluor inunediatoly after the 
harvest, and tie* effect of this [»resoire is so great that ttie torrower 

compelled to dispose of fns harvest as quickly as he can. As 
x'Xevy grower is equal] v pn-^is*' I ea di and has to at tiie same 
lime, the prie(* olilamed f-y pa* 'mitivator naturaHv depressed in 
<‘v>ns<‘({nen('0. 

si. ft is not n<*a«‘H.^ary to r<q« at 1 en- oene of the iustanees of 
ceonotnie s'Tvitud<* tl.a! a; »* from tla- inMia y-lender's gri[) over 
l!u‘ (adtivat<»r as ila’^e aie na nDoried in the repat of t!te Agrieih- 
tural ('omrnis'Oon 'paraarapii oCC!), hut -lah in-tanees are now 
reported to he rate. It i< repMaaeil that Uir ( harg,'> that tlu* money- 
lenders to inq^or* air' gfadiiah', <l?-a|'’. raring find that ‘rrvires 

rendered to ert'dinao an* aentu;? 11 \' paid T w a '-ida tantial extent. 

Sa. To t In'* ( in one- btate e>f indeht e*lne^< on t!ie part of the Indian 
<ailtivafor may al o ! e atlrduCial the t \i-tiin, iinsat isfacOorv system 
of agnenllural fn.an (v under Vvliirh no eh ar diSlinetion ie tint 'An 
lietwetm loans reipnrtal for siiort and long pei so Is. \\ laai large 
sums of money arr* hurre^vs t;*! , for * a|>ital nnpro\ enuait s or for 

>c|)i)\ing oM <irht , \’.hi« !t c onhl not in (edmary ( ireiimstances be 
repnd witlim a short peiaad of tiuie, tlu* j^aiod rd’ rrpa}'mrni fixed 
In the bond of agreemmj diH's not ord nanlv exceed i short periixl ; 
for nedata e, it is tlnoe vaair^ m the (‘entral Ihovnaes. The re- 
sult is that the iieaune of t]:e - nltivalt>r has to he ntihsed towards 
the pnivment of the loan to a greater extent tlian is |>ossil>le or 
(It'sinihle aial lie is h it witliout sutTicicnl margin even for his snb- 
risten(‘e. This involves nininng the farms on less pr<Klnctive 
rnethoils than would otfuTwist* liave l»eeii [H>s.‘*'ihle . and its reactions 
on national welfun^ are delriinental. The (Arntral IVovinees Coni- 
miUee had very strongly that the creation of facilities for liquida- 
tion of debts, wlum they assume s^mious projx>rtions, by disf^ensing 
long-term loams thnmgh an apj>ropriate agency at low ra’tes of 
interest would not only act as a safetywalve against the individual 
agriculturist Uxoming ho|>elcs§ly indebted and unable to follow 
pbSduciive methoils of cultivation, but would also of itself react 
tipon the money market so as to reduce the general rates of intereat 
charged on the short-term loans themselves. 
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b 6 . ArDoag tiie caiLses re^>{X)>nfiibIo l\»r ihe low staiuianl of living 
of the agricultiinsTs and the eoniinued anjxiverishinent of this* 
class, even in areas whali are blessed with g<x>d si^asoas and 
normal erojKs. uulebtedne-^s must le given a high place. Ihirul 
credit, bryiKily vjvakjng. falls mio iwi. categories, the current 
debt iiuuMrii aunnally with the mU'nncei of repavinent after the 
liurve>t , and the >iantl 5 n;,^ <a‘ [a an drhl. As a matter of fact 
owing bi ihe high, and not ml rc-i'nao^ y uMuimis, rate c?f interest, 
w lueli has gi u* lallv to 1 m* |mid »>n thv* lUircn: fieln . and \ariouH 
(Ula-r I auses>. th? 'aia/lrof u . aniea riit is Is* irpaai after tho 
]iar\a\<t. aial the (lai-ripa nre is 'ha- i!i^- luatam < aOsta ndtng adds 
to ihr '^taii ioig d- ta. rh»* hcjung .Hid ('\haiaiuig of tla» 

coe>| <“f ;Uue .tj edil < a y ;u i i/a. : a *1 j- . ai d <saitrudin :‘ leoiry ui the 
inaniu r v;e !ta\<' tndi' atrd \i\ latrr <'ha| 0 i ^. aii* in ran' ‘>|Mm m the 
naot i« nasisi'- h-r air<’' isng di-* nmiri* ;:i‘()\v(h uf nn|>rodu<’« 

tiNe I'.jO ilir iaenda!a>n of 'It.' staiiding indolardnr ^ |«ie- 

srnt^ all nltogrllirr dilf»'r* [}t prMlilom. it ha?, to he rtaiaanlaa'ed 
that m fhe ina)oMt\ of ri-o-. tho- rhioinr doht is niheiKcd. Whl 
find rliihli rn hi a n in d* ht ami malon .! cxstv fea*al>l<‘ elTer l to pay 
the dcia (of tlu' fathrj - and !« tf.-iat hers, d ln*> stu tal tradition and 
th(* enstuni nf ^aas ri dfOg grmvralions Irdging and pasing 

the dol>|s of forofalhriH have ISriUi rxaltril into a Irga! dorlrnu* ef 
lla* ‘ pioMs ohhgatjon to }>a\ an aiafstor’^; ih hts. cnfor* r alde in 
courts tif law . hos'ii wh*ni no rm-^ets j,;o*- and d* h(s are not lr*gally 
inlieritcd, the debt m grnaTallN treated fe; tla* *'on or the ladr m i» 
(lrh»t (d honour hv forro (d traditajii, 

f>l . 'Fhe only faiiiitv wliiih is raov a\ailalde to the agricul' 
tnrist for naltauning hr- -nuiding dido, adwtrt fioni |H)rrov.jng front 
one inonev-lf Ildar (o r‘'f-a\ another. Js sufiphed by the coaijw riit iv'a 
credit organi/a lifUi-v, ino-t!v land nicft'Mgc hankr. 'Fhe hinited 
t'Xtent to whieli { h^-e fargaiji/at i«>ns a •* ist in t};e laslcinf^t i<>n of 
prior dele i . dnsru-'O^d Iaf*'r on in ^-Ijapfcrs IX ami X. \e\erthe- 
Ue-'s. \a!aa!df v ork in jaMh-rnong viajaho'.' d‘ Ft of i!h‘ agrienl- 
lina I can he done le, i o i ve I'oid ie«atg,'gi‘ hanf - ni 

where tlve\ e\i-t, and the furCitU* c^ ;a.hirdfn?''in of ihc^e h<inkH 
sliouid he eneoura:.e'l wle re tleoa^ r- a rejo.acdd** [aa»>pcit of iluer 
working sue* a'--fu}I v ha\img Ta-gard to di tl »' ^ cal f onfidions. In 
ordr*T\ laea *-vi'r. to the < red;’ ! jue ^*11000 (d lie* large class 

of agrlculniri-ts w!k> are ouh-ade'lhe eo-ojaeai ivr* naovemeiit and t-o 
provide for suh-tant lal loans <0 ieg landhtrd-, provniei.d laml 
mortgage <^ajr|w>rat tons on a joint ti*^ k ha-is or c»n the mod^d rrf 
tlio Kriglish F.and Cf>rfv')r»t ion wall he-' ner-<‘fe;; 4 rv . Wo 

sluill deal iviflf tie:' sidijecf rsf Ta'fld na'^rtgaej' Isink:- fulfv in 
Cliaprer X. 
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ft8. Land inongage banks can, iiOivever, be utiii^ed fur the 
of redemption of standing debt only l>y thos4? wbo can 
prtHince adequate s^xairity leased on i.»nd and who have gojt an 
adc(|uat<? amount of .Hur[>luH incoiite a.r , after jiaying for ihevr 
rultivatitf)*! <‘XfHm^e4 and otlier ( urnuu needs) wdiieh can be used 
for the |«avnj('nt towards the n dentpltrai of (he debt of amuuil 
mstahiuuits spread over a long |M*riotl ol years, and who will not 
Itave to sek further assiv*i;iiu:e froiii a monevdender her inetHing 
llieir eturent rjetai^ anti for the puyuuiu of sueli instalments, A 
large tiurnfn‘r of agre ultur ists, howev<*r, cannot [inalnee adeijuute 
MH’urHy haseti on land or w here lliey < ait do s<», do iu»t {>ovSi*ss the 
sur(>lu.H mcome ; and it is ihcnd’tire iiii|HJssible for thejn to have 
recourse to iarid mortgage l>anks. It l*dlows tbai uiuler existing 
(oiiddions a large numlau' of ag* irul(’u->ts have no fio iliiies for 
getting nd of ibeir standing d< hr : and ibi*. « in uuiaiajHc is re- 
sulting in a progra m jv»‘ anti m i ioin tleltu lorat ion in their t'eonoin c 
(‘oniJition. ^^’e <*t>nsidr‘r that it is meumbtuii on ( iovturltiumt to 
measures to meet the situation llie llo\al ( omnnssion 
on Agneutture uttenHl a seriiius not * nf warning when they said ; 

' It luvist h(» clearly rerognize<i that the worst j«)li< y towards didd 
is to ignore It and do nothing”. 

s[i. Out* Inedewl b\ wliirfi tb<» pti»id« lu (sin he Cickl»al is bv 
bringiic: afuHit < oiirih*it am }wtw»‘»*u U; Kior- and < rt-difors witii tlu' 
object of MS iinng a < ton td the tandm.: d»‘ht. Stweral *>f 

(li(‘ hro\'in( lal ( 'ormnotcc^v deal ^•}r^ dns nedliod of voliititjn of 
(be jiroldem : 

in 'Tin' ('i'lUral hrovincc^v (’unn.on e hav<‘ given >oioe facts 
and tieures reiatmg to the detd eotv loateei pro eeding'- whirl', were 
und(U*tnkeH b\ the (<K’al (»o\.inment in ’various fjarl*' of th*^ pne 
vtiaa' during {lie fu iKMi «•[ rf itiioiir^ dep’r^-^iou it ^uhmg from the 
famine year s of IshT I'JtHi. d'hf' ]ko\n,e’al ( Omnutre. Itave er»j- 
iertcil <'eri;un hgure- with regard tiic p^MtasIings earrh'd oat in 
Latuoh Uwo'tlnrds i>f the i>istnet\ rsdag’ at, hdrandara. IhsVianga- 
futd. l^chi! and .Iidduilpee areas. 'I'/ie toci’ de!d w hose e(>inpo>rf ion 
was at(eru|*ted aniounfed to Its, ghiX>gdth^» Id at die inception of 
die proa'edings, and the amount nufvJtttal vas Ls. l.dLTth^Ot. TJio 
C(Mnmittee jvoint out diat there may have been some debt concilia- 
tum in other districts of the province as well, hut that the figures in 
re«{K‘et of them are not now forlheoming> The details of the 
figures mentioned above are given at fxige 119 of the Commit tee’s 
refwt. What is of greater interest is the metiHKi of conciliation 
work and the following extract elucidates it : — 

‘'The agency nmnl coitHt^ed of local fmnehayatg under tho 
direction of a Government officer. Debtors and 
creditors were collected in every village and after the 



K U U U. I AKC8— INIIKB rEDNSaS . 


U 


objects of tlie proceedings were explained to them» 
thev were caUed u{x>n to si^n an agreement to abide 
l>y die (Iccisum of the corn ilia has , The creditors 

um' aU) rcijuired to sign a ccrtiruate tliiit the rUite- 
nicfit of ilK'ir I'lamiH \Nas coii jdetc, and that any item 
ufinltcd from U tiluaiLl be <*ousidcrtaJ void. 'Fliv' l«ty* 
ing i aparity of the ib liior v a.s then isCcrtaincd and 
luihihtn\s distributed. In the of tenants, 

in-Liinu fits wore spread over n jK^nod of 5 to 10 years 
aiai ill tlu" < aM‘ of »naign/at'4 lo years. 'riie histab 
uieiif-H in eaeli ease \v,‘je fixed on the liasia of ftO’i Of 
revtMna* paid. Six p«a‘ udtnvst was allowed in 

the i'AM' of o\erdue m.sta'inenls of eash loans and T2J 
per ('ent tui grain Imris In anv year in wjiieh Hov- 
f'rnnuud revtunie wm n'rnUted or su.spemlial !)V rea- 
son of failiira* of m^ps^ defanlt m pa\nient of mstah 
nn:nts did nor inenr in1eri*sf. No s|na ia} agiMicV was 
('n'uted for dix harging the delds as eoinpounde j, and 
no ( ash paynumts wa re made to the ereditorn The 
priKaaMlinir^ amounted largi Iv to vvnting-oiT a giKid 
deal of irreeoverahle dehlS* 

Oru‘ of tlu’ oftiicrs \\lu» eondn< ted thes- ojxM’ationh rejKirred that 
tht' creditor^ mmjo ifpi nl»al of the \\a\e <»f ci'norous ♦•nlimsiusm 
and relap.sod jiUo their usual ruotfods of (olli'etiou of d(d)ts. d'he 
( 'otfiunltrr furdu ?■ )Huut out fliat tlie re-uilts wm^ in anv ea a* only 
ina.lo }>\ i!m* oMoris,' of < (»nsid»'i able ex >euttve pr.-ssurc 

and that -vunilar ne thoils \\.vuld insuiodde undi’r pir'^unt rondi-* 
lions. 

hp 'I'iie i’uioab ( oinniittef do no! refer to this I4ub]e<ji in tlie 
bodv of thrir rrjw>rt, but de'^ rilK* some td tlio o[H'rahons of t;ono 
fKisiiHiu of old d^bi rat red on in their pKoaneo m part III rd note 
(' appeiidi’d !o iho Ib'port /rn/e | apes 17!* ITT. It app-^/ar ^ from 
that note that (mn«ahation was aUcnipir^l in Lyailpur, Luliore, 
Jtohtiik, (d nfrarn^ aia, I 'r»fo/a*/*on^ and Siaihot aras and (irat in 
some areas ih<* rC'^ulls were satisf:M tory, uliilt* in olhern tliev nere 
not. Tt \va > geraTally found m ouiu’ of tbi' araaiK thiil tie* money- 
lender agreed to e<an jkhiI ion onlv in had eases, 'The following 
account of the iredhod adopted by th(* Debi f ’ornfxtsdion ( onunittee 
in Sialkot area where n^snUn were niost sotidifactory will nerve to 
elucidate the process — 

'The Cominittee approach the money-lender and mU him 
% fo f«ettle the ar*couiits of certain rnemherfi of the 

operative) society- ftie money-lender will tlem tell 
them the amount imduding interest up-hndate. A 
round sum i« offered to him and after aome ImggVmg, 
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is readied and com}K>sitioD is effected a» 

foI'owH ; — 

H) rattle are given to mhuhars for amounts which ♦re 
Hornet irnrs higlicr than i aarket j>ncef^ 

grain, bhum, etc., are handed over to tl*e sahukors; 

<.')» jHirfial [Hiyrncnts are made in cash ; and 

(If in fonu* concessions are also obtained regarding 

i!u' aiitrimi, (d interest, etc. 

In es rs iii-t viuh or'^ are tixe;l alt»;r making a Hul^vfnntial re- 

|>.iyna. li! .ijmI a? {iOic^ mineral lo I'un frnin tlie tune {>f [»ay- 

liicnt of :i lump Mun*\ 

Miu 'riir 1 hi Jar and (dns>a ( Ofiniotna' de'.s<'niH‘ an I'xpa'nmen^ 
ill (lehi ('Icaran r m !h*‘ Iktnchi lu-lriei uhtia* dusnig I'HHV — Jd tlie 
local ( ir()VernincJil n ante a (i‘;nar{mn*‘(l anrm]>t Uj ledee.a dei>?. 
Tise (irtails of the wchenic and i\ > prctcir>> are gjvrn fii a very 
iirmuea ndmn io Mr, iluuhe/H. Sett rm^ iil (hViccr, 
V. ii^’U IS pnntjal in ti e evid» net* \ <)lnnie mI thf* ( 'oinmn tee'K ja port . 
Tlte s<;h(une wa^ tre d an a modcrittrdy l-aige '^ aie anti ilu? ( hn • 
ernment a't\air‘»'d Ih-. 1 ■,* fakh > !<» thr del>r.a~ to nialdf* them 

ttt sati i'y lh*‘ir rraahna ■. in id! !. Imca. \er, i: v. a-, tk (ad'/d not to 
pirtweed fort her \M\\i the Srhrine. It uai- grjii ladv C'-erp' ^1 to he 
;.l failure, faineip-aliy owing t(» tlie fa* I that man\ ef th*' t ulnvators 
tould nnt maintain rt'cnlarity #»f re[*avna nt and nitunatelv rf)n- 
tratded fr<*s}i debts from t!jt‘ vdiact' moneydenders in order to J4\y 
off CloVf'rnmmd instalment'^. 

V d’lie general t^xptu ienee re< '»r(led in all lliests |irovin< es has 

tanui liiat any scheme of dela eonei’.iatum could not siuaaaMi until 
ad(*({uale (rrgani/ation for currying out deht clearance has beer: built 
tip, upd unles:.; some agency like ibe < io\ ernm<*iit or the < (>“(*[>* rat ive 
ciauht siH’hUies or kind nu»rtgage leanics \\l'ere- llicv exist, is fortli- 
< oming U> make ea^h a^i^Hnees u) tie' ihhtorv in order to enable 
tbein tn pa\ |1 h‘ etanpmnded dei)t . at leaU in part, to the t redUor. 
'riu‘ (k iitral rie'onet's < omnnttee an* '^aUOied that many ereddors 
would lasadily agree !i» lus epl in fuii Kiti daetmn of their tiues coi^- 
sideraldv ^oms if p.od ilow n m tumln d'iaw al.-(> «*\pr* -s ihf? 

bop(‘ that I trdiad I k x *'!s»pm«-nt Ik.turds r iMi t!iO-:e as.u oang in The 
( :mipai,„n of l ural r eeoteCiruct ion wenj’d t^,• able to heir* in i Volvmg 
a seheme of jlelu rts.iempit ion . d'l-e Puiviab ('ouHiiiHee ref\o,^t that 
tludr ex ideUfU* le ul- them to l>^.'llev.e tiiat in many areas tfu' money- 
lender in tinding r^aaoerv mereasmglv didu nit and i« mr*ro di- | o«;ed 
th.aix evt »• hi'fore te> eomjsi>v!nd his $ iaims. It is tiunvghtg llier stiy, 
that he would agree to ^nbstantial reductiems if he xvere given an 
n^^urance that tkie nmruH't hnalty settled would be jfepeud by n 
fixed date xxitliimt further effort on his part: and it is suggested 
tTeit the best wav of go ing liinh'^tlus asearanee xvould be f*> uhow* 
him to transfer !ns debt, or sueh purl of it as t*«:'»u!d not he psnd at 
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^ the CO (^ nitive mtitty a# a which wtmUl W 

payable p^m /Mtssti wuh the inHtaUiieiilH fiKcd lor the debtor^ mib* 
ject to a Miaxtinufu jitruHi of, my, ten years. 

Ol n UECOM\tK\!)VJ !aN8. 

91. We yon*'nier il to he a neuter of sujirefne itn|>ortance from 
tlie |K>iiU of Meu of tfie ecomjrme f»uw|'eiitv i>f thecoutUtV, well 
as for tlie [mrjiof^e i»f .^tenuoin*.; Mie ptmlh i»f tlis(‘ont<‘nt nmon^ a 
lar^e s<*etjon of the population, that a serums effort should bo 
iimde to find a remedy for tht* eliroior mdehtednf^sK of the apriciil- 
tiarist, »c> far as u relates to lus unpnHlueiive dt ht. W't^ reiMi^nize 
(hat the problem iiik»s imt admit of an easy stilulion : ami that 
even the pmvision of ehtsap and ahnndant c redit will not sedve it 
at a stroke and will not Ih^ of tan|»ihle lienefit if tlie Ivorrower dcK*H 
not miderstand the economic value of the credit and doc's Hoi 
exercise* prudence and judi^fnent m its uw*. In our opinion llte 
most effwtive remc*dy will he found in the pursuit by the 1 <h al 
(kivernmentH of a vi;4orous |K)hcv of conciliation on a voluntary 
baeis. and we commend for their c'onsideration a scdicnne on tho 
follow in^ lines : — 

(!' SjX’cial offuer.. should he a|i|?oinied in each j>roviijee 
whem* func tion woulcl he hy pro|>ii;.(iinda to fK*t‘stiade 
the lender and the* lK>rr*.uer to a^jree to a re*demp- 
tion of sijindm^ dtdU on tin* husis of a cash |Kiyment 
or ei|ua^*d |Kiyment« -fpread coer a muuiMT of yc*arH. 
Tt should he om* of tlie functions of these* officers to 
advise tiu* airncultiirist dehtnis of the* exmlin^' fiic'flc 
(iei»''for lii:hfc*nini» the hur<len of indebfedneHs, such 
as tliose }>rovided for in t!>e Insurious I.oans A*’t and 
the ( ivil Procedure f’ode ft>r repayment of loans by 
irislatments. Tf it is c-onsidered desirable tliat Pon- 
cfliation Boards wcmld facilitate the o}»enitions o/ 
these ofFu‘er«, local (fOvernmentH should arnin|/e for 
I heir apfxiintmeat, 

^2) Tfie exii*tin^ c‘<vo[>erati\e credit mx*ielies should be 
utiffked as the agcuicy for the fkivment b) the lend<*r 
of ihq amounts fiaynble under the t<*rrns of ifie ncdtle. 
inent, and it will be a part of the arranp^ernent that^ 
the fM>rr()wer should Ixxome a in#*rnher of tfw co- 
o(>erative sorueiy, m that tfie sociefy may provide 
finance for his current needs in future, 

(9^ Wh€*re the lender is willincj to take in annual insfah 
menia such part of the debt as will have b> f>c refmid 
to him under the terms of the settlement 1(4^ any 
amount which ilie borrower can repay forthwith* 
tire outstanding part of the setiliMl debt will Ire 
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treated a#? a depcmit by il»e lender^ ifh the 
tive society, the undenitandhig hemg that the tiociety 
will refund it to him through the annual^ iiui^lixient 8^ 
settled. 

(4) Where tiie lender wants a ca^^h i»ytnent in regard ^ 
the jmrt of the debt which will nave to be re^id to 
him under the tenns of the i^etlleinent^ (^oyemmetit 
should advance to the co ojieralhre wx iety the rieeea* 
siiry funds which will he re|xiid by the society in 
annual inslalinents. (/overnincnt should for this pur- 
jKHe have a regular {^ro^rannne of advancef ;io co- 
o|x»rative wx ieties in seltn ted areas for jpui*po6es of 
debt redemption. 

t5) In fixing the annual instalments to he ^id by the 
borrower, *lu<j regard will have to Ih‘ made for hm 
))a}in;j: capacity after making full allowance for his 
< iirreiit e\[x*nst*b Isjth for < ultivation and mainte- 
naiita*. 

iC) It IS iKissible that the borrower iaa\ default in [Xi}ing, 
r(‘gularl\ his annual iietalments. In that llie 

»ocu*tv will lie sulijected to a loss, ami H is desirable 
tliat (foverninent (ome t<» tht' assistance of 

iJie srsiety in all cas 4 v-> where the lo^*^ i- not due to 
un\ m‘gligem‘e or mismanagt inent on the jMirt of the 
latter. 

(7) If neiessarv. the whole arningement sliould have the 
backing of a legislative enactment. 

As in efio t, tlu* refwiyment of the st'tilicd amount of the 
del)t will he miule from long-term dcfnisits either from 
the lender or the (iovernment, there l*annot be any 
olijtvtion in principle to an ordinary co-operative 
society nndertakrbg the work. 

9*2. There will, howe\er. Ik* <as4*s !n which the lender will not 
agree to a voluntary wdtlement of (he debt. In siuh cases it wiU 
be necgs.sary to take action to secure a compulsory ^‘ttlement by 
means of legislative enactiueut. 

'I'he lUnal Cominission on Agricuilure appn^ched the que.s* 
tiou of redemption of aucestnil debt from the stand |)oint of debtcM's 
wWft are prejmred to give up all their io=wts in discharge of the in- 
beritetl debt. The force of tnidition and the le^ml fk^tion of moml 
and pious obligations to discharge nneesfral debt, even where the 
assets are insufficient to cover (lie debt, have proved serious 
obstacles to fUe clearance of a large volurae of inherited debt. The 
debtors ate at present unable to avail themaelvejr of the complex 
machinerv of the present insolvencv law* which was primarily 
designed for mercantile cases. The Roybal Commission, therefore,. 
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iWQlnineii4eii that the eiaejfor a Bural ItiaoJwi^y 4^ 

ahould be eonitidered in ^very p^vincc. They stated the juaUAca-^ 
tidi for their m'ordinendiiticm in thei^ words: '‘Just a# <;| 9 tditora 
have the riglit to inaiet thit all the dcbtor*« assetH «ihould 
pouipided, and applied towards the jiavinent of the debts, »o also 
ihe debtor wlio lias given up all his assets should have the clear 
right to lk‘ allowed to earn his living if he can a^ul to be fra©* to 
luake a new’ start in life/* The (‘ivil Justice roiniuitlee in dealing 
with tl||j suital>ility of the existing riwincial InHoiveiicy Jiaw for 
^^tiral debh>rh luiw more or less given expn'ssion to the view that 
the existing law dot's not suit agriculturist debtors. We are in 
iigrt'enieiit with the ntioiuniendations of the Koval ComininHion 
un ijigpculture and the ( ivil Justi» e (\uuinittee tlial the mw for a 
Kiiiipi© tKtiral Insolvency Act should l»e considered in every pro- 
vince. The adjudication of tlie *d:iims under the Act nhoiild l>e 
nuide*i|« fijK'edy anti inexjHUisi\e as pissdde and the debtor ahould 
he given fa<ilitics to ohlam his disthargt' as (juitlJv a« posHihle, 
Tliere should he u stHvdal provision in llu Kural Insolvency Act 
for enforcing a stdienie <jf c<Mii(K>sit ion before an (trdtT of adjudit a- 
lion is made. Kro\isiori shonhi a!s<) he made for t xemf»tioit from 
sale of projK^rties indisjMmsahly neta'ssary for tlie family of Jlu) 
insolvent as provided in st'etuni t\\) of the (hvil lV(K’e<lure Code. 

91. \\*e are also of tlu' opinicui that, in view of ilit' inlj»ortanieo 
of the suhjtn t , the (tcnemments crim erned sh(»u!<l explore the 
|X)s«ibility and desinihility of imdt rialong other legislation 
M'eure tlie settlement of debts on a comj)ulM)rv busiK. 
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111IRA.L FINANCE (ConUi.). 

Normal Credit Needs of AGmcuLTDRB, 

05. The noniuil credit ncedfr of tlie cultivator niay classified^ 
Aildng the tinu? factor for analyaiH, into two broad classes, i>iz. 

(i) Bhort-terrii credit and intermediate credit to meet cur- 
rent outgoings and to facilitate productkin- The 
( orr^u)t outgoings and exjMuises of production include 
the buying of cattle and agricultural implementg (or 
hiring them); piinhase of manure and seeds: evpen-' 
mn of transplantation in the case of wet oultiVtttion 
ami w«*eding and hcHung of dry crof)H and of teaping, 
gathering ami tlireshing ; maintenance of the farmer, 
his family and live-stoek and jiiiyment of revenue 
and rent ; and outlay on various items of inifwove- 
ments effected in the ordinary course of husbandry 
sncli as levelling, deep ploughing, irrigation, clear- 
ance, drainage, fencing, and installation of pumping 
{»lant, 

ii) T^ong'term credit for obtaining fixed capitai to be in- 
vested jk'rmanently or for long ix?riods. The fixed 
capital IS re(|uirtMl for the purchas<* of land, acquisi- 
tion of i'OHtly equipments, (onsolidation and improve- 
ment of holdings and rejiaymeiit of past d(d)t. 

9fi. The cultivutivr also inquires creiht, which may 1 h' either 
fthort-ierm, intermediate or long term, 

(1) for marketing and movement of prmhice, and 

(2) for small rum! and iottage industries. 

We think it will he convenient to treat tlies<' latter require- 
ments ^cf)arately, not l>eeaus<‘ tliey are less iniifK:)rtanr Ilian those 
mentioned in paragniph 95 hut they lend themselves to 

«e{uuate tri'atneeit. 


SnORT-TKUM rilKPlT. 

97. The Madras ('ommittee * have analysi'd the four requisites 
of the shori-tenn credit required hv cultivators as fcBlows : — 

(i) As tlie loans aie required for the expenses of'^cultivation 
including rent and domestic «x}^nditure^ they .should 
l>e available in comparatively Email sums spread over 
a period of eight or nine months and should be repay- 
able only afU^r the crops ar# sold. 


• Mailw, pamiu 12^-132. 

{ 68 ) 
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(ii l The loiUis iniiJMl be avaihible at nhort notice so aa to enable 
the cultivator to take advamaj^e of the rains and do 
the ploujrbing and transplanliftion as soon at^ they are 
jx>tASihle. 

(iil) TJic finaiK'f miint he ade<piate. As jHJinteil out by the 
Madias C oinnuUee, it is uKdess to lend money to phuil 
>* €n»|j and to refuse a kmn for further exjK'nses con- 
ruN tcMl v\ itii eultivation m the first loan in only jeo|)ar^ 
distul l>y such refusal. 

(iv) The loans must <‘airy a rtnisonahle nite^of mtert'st, as 
other\^im* agriculture may not Ik* profitable even when 
other cinHunstances are favourable. 

98. Ah alretwly alated, Hhort-Wrin loam are purely w^aaunal in 
characku and normally they slwuild he npuid m full oome lime 
after the harvest. If there is a {»artial or total failure of the ciropa, 
an extension of the pi‘nod is, however, required. 

iNTEnMRDX.ATK CUKOJT. 

99. The eultivat4»r also requires intermediute credit for the pur«^ 
chase of cattle and farming iiiipiemtuits. These loans are required 
normally for u f>erio<l of from one to three years. 

Loko*tkhm {'iuu*it. 

1(K). The first esstiitial feature of long-(<*i*m rural (redit is 
that the hiuii advanced to the cultivator shoulil he Hiiffi<’ient 
elTcvUvely to start Inm on his husiness. In India he requires 
long-term funds nunniy to redeem lus prior dciilh and to 
improve his lands and mcthrais of (nllivaiif»n ho hh t^) 
obtiiin iiKTea*<e<l returns from agruullurc In tlie w*cond 
pla^-e, the long-term loan thus advaiat’d should he repay- 
able from the margm of profit of tla* U^rrowcr's holding without 
putting him to the nct essilv of slar\ing Inn ( iirrcnt fmaia lal needH 
(dorriestic and (s-cnpational), or of borrow ing from another soiiree, 
or of Sidling ius holding to diHcliargr* the loan. In otlier words, the 
pur{X>s<‘ of the loan and the re|m\mg ca|«»(ity of the borrow rT 
determine ilie jxuiod of the hian. In reiimn idher countr’es the 
loans are spread ovit h long term of years and are rrs^overi'd m 
easy instnlinentii wliicli usually am^iunt to a small |X‘rcentage of 
the prin<‘i{>al atnomtl of the losin. For instance*, (lie maximum 
period allowed for refiaymg such loans :u) years in Finland, 
yean? in Chile, rViJ years in Jsew Zealand, 42 years in Austraha, 
50 years in Itoly and Jafian. 54^ years in Austria, 57 years in 
Switzerland, 60 years in D-mark, Od, years in Hungary, 68^ years 
in Ireland and 75 years in France 


(I) Eund CWiH by vmm ni. 
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CHAFTER YI. 


Estimate of rtteotriREMENTs. 


101, For the pUTpos^of our report it is not altogether necessary 
to frame any accurate estiniatett of the requirements of cultivators 
for cr^it of various 


102. Bonie of the Provincial Ck^mmittees have devote^l attention 
to the calculation of the short-term and in*^ 
tennediate credit reiiuired by cultivators in 
India. In making such calculations they 
were han(li(*ap[)ed by the shortness of time at their (ii^p>sal. They 
were in addition confronted with various difficulties, such as the 
illiteracy of the agriculturints who very rarely kept accounts, the 
difficulty of diHiinguishing between l>orrow‘ed money and owned 
capital, the allowance to be made for household ex|)enses, etc. 
The estirnateH \vlii<di they have given, and which are stated to be 
very rough, relate mostly to nliort-term timiigfi they seem to 

include, in the cas<‘ of some of the provinces at any rate, require- 
ments for the pun hast? of ( attic and the nqdamjjepl <>f imple- 
ments, which should lie rtiet from intermediate credit. iMie fact is 
that in India it has not been usual to make a hard and fast distinc- 
tion between short‘ferm and intermediate credit. A rougli idea in 
regard to recjuinMuentH for short-term and intermediate credit for 
cultivators for tlu' wboh' of India may be obtair^ed by (omparing 
the ffgures of rural ind(d>tedness a?ul the rough estimates of short- 
term credit given by some of the Proviiu iai Committees. For 
example, the Madnis, IIoml>ay and Burma Committees IjaiVe esti- 
mated the antount of short-term loans as follow^ 




K-stimfttfrl nmoufit 
of nhort-torm 1 
(Kh. crurt^-*,) 

K«itimated tofel nirm) 
of [trovinoe 
(Ha. CTonw.) 


. 

70 

150 

Bombay 


325 

ai 

liurrriA 

^ , 

, . . 20 

50-60 


From the alwve figure.s. we may j)erhaps take a figure of 300 
to 400 crores of rupees as a lower limit for tfie whole of British 
India of the cultivators' re(]uirements for slmrt-term and interme- 
diate working capital. We, however, |>ro|K>se not to put forward 
even a rough estimate of this kirivl, as we are keei^y aware of the 
obvious short-comings of such estimates. 


103. It is not easy to make even a rough estnhate of the long- 
^ ... term credit requirements of the cultivators, 

(,.) Long.fm cwd.t. to estimates ^iven by the 

various Provincial Committees, rural indebtedness fn India at the 
present day anmunts to at least Bs. 900 crores. If at ^h^ast Rs. 400 
crores of this sum represents short-term and inlerfbldiate credit, 
the requirement for long-term credit to ply SS old debt* 
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Rmoontft to al lea^t Ra. 500 cforea. In addition, Wo Have the 
items of improvement of land and methods of cullivalion which 
r^uire %"e4ry larff^ suma having n^ard to the fact that the culti- 
vated at'reage of agricultural land in India is more than 200 million 
acres. Ne|;t come the long-term recjuireDuenOi for {aiichase of 
land and building houses, setting up of irrigtition plants and the 
like. No estimate is |M>ssihle of tlic re<juirements of these various 
classes even In an approximate meusun'. We tan only say that 
ibere is an almost nnlimiled stx>j>e for the grant of long-tei|n loans 
to the cultivators in Intlia. 

, Credit Agfncies. 

104. The s<iun es froju uliirh rural finanre is now oldained 
are: — 


(P Monev-Ienders (incliHling stOlers on credit^ both profes- 
siorml and m>n-profeKsiona!. 

(2) Indigenous Imnkers. 

^{Z) lB<>opt‘rative organizations. 

(4) Government. 

(5) Cominereiat Imnks inelnding tl)e Iiufx'rial Bank of India, 

the exchange banks nnd otfier joint-sttX'k banks. 

(C>) Loan ofTices in Bengal. 

(7) Xidhis and (’liit funds in Mat! ms. 

We shtfM de?rt with each of them^ agencies sc'parately in the 
succeeding chapters. 
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MONKY-UfWDER 8 . 

105 . Money 4eiideni may broadly l>e claasified into-r- 

(\) 1 Vof(*^iHionaI moiiev- lenders, either rural or urban, in- 
cluding^ itinerant fiioney-lenders ; and 
(>J) ium-profeH«ional inunev-lenders of Vitrious kinds, such 
as, 

(a) landownera and agriculturists ; these ha\'e come into 

f>roininence in some provinces, especially Madras 
and the Punjab ; 

(b) merchants and traders; 

(<*' other (asual nionev-lendeis who are persons pursuing 
various ocemmtions but lending out their surplus 
money, such tis [deaders, f^ensioiters, priests and 
widows. Tn this class may Im? included [>erfton8 
who do f>t*tiy money-lending of a friendly character, 
usually without interest, among members of the 
same caste or tribe. 


KK>. The I rovincial Committees Imve attempted to obtain all 
available ftatisti<‘s in regard to money-lenders ar.d indigenous 
bankers, but their re}x>rt« show that reliable statisties are not avail- 
ahh*. For instance, as regards the numl>er of mone\ lenders, the 
following slnfernent shows the position : — 

province. Xombor. 


Madras 

BeixiRa) 


Bombay 

Ttnltsd pro Vinces 
Tb© IHinJab 


Ontral Provin^r* 

I^urmm 
Bih^r •rid Oris.^ 


Ajmer « BfATwarm 
Norili'Wciri Frootier Provioce 


\n information. 

4 ^.tKM) ot aa por oent of tho total 

♦*f r»n,e(s> r<Hi|zt>ly uliown iimler ** Her»k 
MAnHV;«*rH. m'lncvWinJer**, ©to.'* in ibe 
(VnHUHof Uijn 

trn«totI. >n<-l niiiiR indiRrnou* 

Imiikfrw K 

Ni* informn* *oii . 

r>r>.0''s* nnmticr of wtio <l©}>en<i 

•mololv in |»ar‘ on monoylondinR, including 
la.niMi nyrit ulturt».t morirv-l«ndcr»). 

43,000 (ro »jK'bty R'‘C»»rd»nir tn t*'«t On#»i«, tMlV 
n<*t irn ludtnR tho malgnatarA. big rultivaiom, 
ftn«t nvifiicroii** (boormnent *»crv'ftrits and 
othecf* who do money lending). 

No infortn^t ion. 

lOO.Oee |©«»tinuitf><i of persem* con- 

ducting money lending InllducMt in th« rural 
Bf»«idc«. ih«*rc arc about 700 
ami urban money' demiorii paying inooma- 
tnx aa<l a la*gc number, not aaitmatadL 
who d> pav inTom^ taa). 

100 UndigenouA bankem and mouay-laoclara 
paving ine:>mc't#x in 

17 * do. 

6.V7 do. 
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Similarly no reliable figures are available it^iding the capital 
inveHied by money lenders# 

107. Ir will be >e^n from the prectHlini: latra^runn that some of 
the I’roviiK‘ial Committees have found it difRciili to i^ive ae{>arately 
the number of inonevdenders as ilistinf^uishcil fnen indigenous 
Vankers. \Vt* suggesttHl to the {V>iiiiiiitt<H*s tin* iulviKiihilitv of deal* 
mg with tlie problem of the inoney-k iider aQ|)anUely from that of 
the indigenous hanker. For this |vur|K>se we defined that by "indi* 
genous bankers’* is meant all bankers otlier than the imperial 
Bunk of India, the exifuinge luinks, tfie joint stoi’k Imnka and 
the Co-oja»nitive HH-ielies, and riml the exprt»SHion ineludea any 
individual <a pri\a’e hrni receiving dejn^sits and dealing in hutldiM^ 
or lending money. We are tiuare that wlulc^ (here are moneys 
lenders \\ho riH'eive dejiosits. there are eertuin <• lasso's of bank- 
ing eornmunitie^ who, though they do not, as a class, re<xnvo 
de|K)«it«, liave l>eeri regarded by (he puhht* for all prac tical purpoacB 
as hnnkers. Both the hanker and ilu* inonev -lender geiuTiiliy carry 
on other fonns of husineHs such as com mission agenev and trading. 
For the purjJOHeH of our entpiir)', we pro|K>s<' to ittclude under the 
( lass of money -leiulcrs thosi^ whoa 4 > primary- husinesH is not banking 
but money-lending. We may ipiote in (bis connec tion a jmsaage 
from the n‘f)ort of Uie Ihinjah Provinc ial Banking Fmjuirv Com- 
mittee wliieh brings out (he distinction IxUween (lie banker and 
the money-lender, fsfHcialiy the urban money-lender: — 

' Idle indigenous hanker, as dc»fined in the last chapter, may 
also ('oudiine hanking and husiness, hut in his case 
banking is primarv ddns is largcdy a difTerence of 
degree, and tlic other ihfFc'rences bed ween the two 
fthc' indigenous banker and the urban in(»nev-lender) 
arc (jf much tin* same* natiirr. The indigcmous hanker 
tinunecs trade and industry ruthc»r tluin conHumpiion ; 
tilt* luhan inonevderider corisump’iou rather than 
trade, liotli banker and nuaiev- lender advance 
[>arf*y vith. and |>c4rtl\ u it bout, scniritv but (ho 
fiankc-r more oflcui with than without, and the* mongv- 
lender f»rolnildy MK)re often witlinuf tlian with. The 
hanker JH gcmerally particular about the object h fr>r 
\»‘hicb money is required : (be monevdender ih less 
careful. A fiirtber ciifferencc*, and one, no doubt, 
arising from the lant two, is that mont of tlie banker’s 
clients repay punctually, and most of the money- 
lender’s have to he prmm^d. d'he banker, therefore, 
ran afford to lend at b to 0 per rent and rarelv goea 
beyond 12 per cent, but the money-lender c-ornmonlv 
charges 0 to 12 per cent and goes up to IR |r>c^r rent 
The difference is a reflection of the greater trouble nndt 
risk involved in the urban money-lender’s system/* 
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METHODS OF BUSINESS. 

^ 1()8. Proffisujnal m(mey4ender$. — (a) VUlage money-lenders,-^ 
The niethod^t of businesM aod syntern of accounts of tliese people 
are simple, but, as observed by one of the I^ovincial rornmittees, 
infinitely diverse^ vary ing with the idicmyncracies of the money- 
lender, the circuinHtances of the debtor, the nature of the secu- 
rity and the lo<ality« (Jenerally sf)eaking, loans are given on 
mutual trust without a document or even a witness. I.oans 
are made on promissory itotes when the amounts are large or 
when it is a case of renewal of an old loan. Loans are also 
giunted on mortgages of land, hous^^s, and ornaments and on 
Tare rxeasiorts of cuttle. C!onditional wde deeds are often taken 
and the oral arrangement is that tlie land would be retransferred 
on tlie repayment of the debt. Possessorv mortgages are com- 
mon in Home places and rare in others. For current 

agricultural needs, the money-lender nsnally accepts personal 
security on the understanding, expresstMl or implied » tliat the pro 
duce ift to he sold to or through him. In many cases tlie security 
is mortgage of crops, hut where the amount is large or tlte Umn i» 
for*n longi)eriod, the fx'curity is the mortgage f)f land. The money- 
lender is not interested in the purpo.se for which the loan is taken 
or the manner in which the amount is spent. Interest i.s adtled 
at inU'H^sts rates. This form of (orni^uind interest i^nHliieeH pro<li- 
gious r^'sults in a short time, Kvi‘n where the court^ sfill apf>Iv the 
ruh' of (lanuluiHit in some cases, instalments of interest 
previously fxiid are not taken into account. The village money- 
lender dfx*s shop-keeping and trading, in addition to money- 
ienduig, and he is also engaged in agriculture. IT is advances to 
the cultivator are Indlt in cash and in kind. Smaller inonev- 
lendfTs have nothing more than a MTup note4)Ook m whieh tliev 
jot down a few details, or a loos^* bundle of l>ontls and dt‘(‘rees on 
the hack of whieli entries are made of the amounts |>aid by the 
Imrrowers ; hut the more suh.stantial money-lenders maintain both 
A day-lKx>k and a kHLer. I'he relations U^twevn the village money- 
lejq^ler and the agrkniiturist borrower are sfiid to he not so good 
as in the olden davs when the constitution of the village society 
ensured fellow-feeling and inter-dejamdence. Further, the change 
in the sys*em of law and administration of justice is said to liave en- 
eotirage<l litigation. The debtor tries to take advantage of the exist- 
ing provisions of the law to evade repayment and the money-lender 
resorts to various devices, such as taking Bonds for larger amounts 
than are nctvmllv lent and conditional sale-deeds. One of the Com- 
Tnittees refwt that it is not unheard of for a rv’ot to hypothecate 
the crop to one person and sell it quietly to another. Tliese handS^* 
caps are said to react on the Imirower. as the money-lender TH- 
-qgulates his dealings so as to indemnify himself against si>ch risks 
wnd losses. 
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{b) Urban monejf-lende^, — ^The iRgiliods ot j^ufiiiuids of tho 
iiiiMm money-knder are almost th^ same; as tiK>se of the village 
mooey-lender. The urban money-|end<^r alsH> advances on hundif. 
Bit operations are on a larger acaie than those of the village money- 
lender. He also wrnbines the business of money-lending with other 
functions such as trading. 

(c) Itinerant money-lenders, — Tf\es<5 ser\^e as credit agetwdea 
only for tho^' fH^rHoiis who cannot obtain crtnlit elsevvhert*. rimjr 
eomprise ilte Pathau nioneydenders in tlie ^'arious province|; the 
Rohiilas in the (Viitral Provinces and tlia qistmala ano^ 
cattks dealers in the United Prxninces. The Patban mooey- 
iender is found in sinail or lar^c numbers in almost all 

parts of liniia. Mis business is conhncti more to parti- 
cular classt's of jiiHjple than to fsirticular tracts. Larga 

classes of iiuhecnt }»eople and fsKir wage-earners » such as factory 
workers, inemiil sirvants, [H'ons and lo\v-|>aid clerks, form his 

iiHiml clientele. Sometimes, men in iM'ttcr jHmitions, such as milway 
aervTants receiving gtxnl salaries, also invoke his nssistamc. Tho 
usual limits of advance are from lis. 5 to Rs. 50. Promissory notes 
and signatures or thumb impressions in khata l>ooks are (he most 
common forms of acknowledgment obtained from debtors. In C4iaea 
of default, the money-lender force aiui st'idom resorts fo law 
c!oiirt«. Actual coses of violence iniiy not bo many, but (lie methods 
employed arc such as to kcc*p the Ixvrrower in perpetual fear of 
Iwsing inttniiized. The iHMipIc* who usually deal with tlicse money- 
lenders are h.> ignorant and w leiTor-.nt ricken that they scarcely 
dare file a coinplamt aguinst llicrn, 'Phe licngal (^ornmittee rcfwt 
that advances by ilincrani nioncv-lendcrs used (o be very informal, 
but that in rec ent years bcKiks of [>rinied [>roiniHsory notes in l‘>igUsh 
are used in which the signaturcHOr thumb imprewHions of borroweru 
are taken. Ix>ans arc also given under the instalment or hist 
Eystern, the first instalment being in some easels (teducted at the 
time the loan is advanced. In some cases the borrower is made 
to aign a promissf>ry note .sf ifuilating that the loan Khali be rejaiid 
m any of the several districts menticjiied therein, m that if the 
tmrrower defaults, tfie money-lender ran sue and obtain an un- 
eonteated decree in a distant place and tlien ex<*eu(e it at tiu* place 
where the debtor resides. Almost all itinerant money- Icuiders sell 
gooda, spcxrmliy eloth, on credit, usually rc*c*overing the value in tha 
next cold weather. 

100. Xoti^f*riif(ssianal monrydemh rs, — (a) iMnd-ownern and 
agriculturists . — The Bombay rommitiee report that (he agrieul- 
ttlriBt money-lender is often more exacting than the professiorial 
money-lender. He usually lends seed secured against future crops, 
Of^cash againat tlve security of land, and eagerly mizen the oppor- 
to pounce ujjon it. The Punjab Uommittee report that there 
ia no gineat difference between the metluxls of tlic agriculturist 
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mciiiey-lender and those of the professional money* loader » tboog^ 
hia raief; are probably lo^er. He is said to be avarkioos and 
eicac'tin;;, and being to some extent in a stronger position than the 
profeaaiortal money-leader, he reiro^ers a large proportion of hi» 
dues. Iii» main and HomelmieH his «ole object is to get 
fSisscHmon of the laiul of his debtors. The United Pro- 
vinces ( VifiiMiittee also re|>ort that the tnetluxls of the agri- 
cnltfirisi inonev*letid<Ts may not differ inateriany from those 
"Of the profeHsionai money-lenders in Bu<'h matters as Becurity, the 
renewal of bonds, the rau-g and calculation of interest, but they 
necessarily regard their o{)erations in a aomewhat different light. 
M<mev-len<ling to them is not alw'ays a mere inveatrnent ; it often 
has an ulterior motive. It is also common for landlords to finance 
their tenants. The United Provimes Committee point out that 
landlords jure most dangerouK ( reditors, as they acipiire a doulde hold 
over the tenant iKirniuer. If a tenant fmys his rent^ but not the 
interejrt on his debt, a landlord can sue him in a civil murt. If the 
tenant jiays the interest on his debt, but not his rent, the landlord 
can sue him in a n venue court. Worse, still, the landlord can, if he 
cliooses, credit all {myrnents to the debt and so keep the tenant 
in arrears with his rent, which puts the latter’s crops in his power 
by distraint, and gives him the riglit to eject Idm if he pleases. 
They add that o^’cufiencv tenants have ocTasionally l>een eoinpelled 
to surrimder their rights to their landlords in lupiidation of debts. 
Ah against this general picture, it is stated that in fwirts of the 
North West Frontier IV<»vince the landlord advances money 
ti) his tenants for and plough without interest : wanetimea 

stu h advances are made to attra< l and retain tenants. The ( entral 
Areas Committee laiwever rcfKirt (hat generally speaking the raUis 
of the agrieulturist inonev -lender aiv never k>u< r than those of the 
non-ngrienUtirist cnulitor, 

(b) Mfr<'hatits and traders. — Thes<^' s^iinetinus lend money to 
the agrieulturist on the understanding tliat his croj>s sltould be 
sold through tluun (1 in-owners also sometimes finance the ligri- 
culturist on condition that he s^^lls Ids crop to tlie lender's fiictorv' 
or gets it ginned tliere. TIjc Pond:iay Commitiee point out that 
the terms offered hy this class are generally easier, as the proc'csa 
of marketing affords tliein an <»p|K>rtimity to s<M‘ur<* a suffiiiilttit 
prr^fit. 

(c» M isrelUtnt onfi tnotiry~l* iidi fs . — TIu'- heterogeiwHius clflMMi 
consisting of |deaders, |>ensioners, wido%vs. etc., lend money 
to thoae whom they know fairly well and on good security w^hich 
eorirists generally of land or ornaments. 

Pkhiod of T^oans. 

no. The Provincial Committees report tliat the money-Ieiidk^r Is 
naualty aecommod%ting. His loan has ordinarily to be repaid Jtt 
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harveM time or at miy rate from tlie siile pnoeeedi^i of the W>p^ If 
there m ix partial or lota! faikire of the he reiulily granta an 

extension or takes a new t>ond for a higher uiiHUiui, In Ajmer* 
Merwara. it is tlie local moneV'lendtTH advaiue hrnns 
cultivation |>ur{H>rtt's and for s{>ecial rimls, sneh us maintenanoa 
during marcity or famine for a |)enc>d of from 6 months to 1 year. 
They give loans for eapital expenditure for tKuitxls up to li years. 
The Itengal ( onunittee rejKirt that in the case of mortgage by condi- 
tional sale or English mortgage, the period of loan is usually six 
vears or monv In the Ni»rih West Frontier Pnnince the private 
inoney-lemler glvt*H loans imnally for an iiuletunn' pen<H|. The 
Centml rrovmces ( omnullee reput tliat the p'riod of short-time 
loans extends to the time of the markt'tmg of tlie cro|iks and tliat 
the pericKi of intermediate loans dtx's not I'xtend Iwyvond three years 
in ordinary cinnimstanccH. Tl»e Assam ( ommittee repirt that 
small loans are given for a few montlis hut are ullow<‘d to run on 
for yearn. Most of the loan.s of itinerant money-lenders are for short 
fieriods. It Is sjiid that the degree of rigidity of recovery dt'pmds 
much ufMin the jH'rsonal characteristics of the lender liims^df. and 
the Central Areas Corurnitteo point out that rei'overy i« not insisted 
on BO long as it is felt that the money is safe. 

Question ^ nr.K ruAiTicRS connki'Ihd with MoNRY-rjtNDKns. 

111. Tlie iVovincial Coinmif ttv^s have ilealt with various ques- 
tionahle (inn iiccs t*onnect<’d with money-lending 'Fhe most (’om- 
inon forms an' : — 

(a) demand for advance interest, 

(b) demand for a present for doing husinesH, knowr» as 

fjirah )yholni ff)urse-o[M'ning)» 

(c) taking of ihurnh impresHion on a blank pajier with a view 

to in^^^tTtiiig any arbitrary amount at a later dah* if 

tin* dcldor liccomes irregular in payment of infereKt, 

(d) general manipulation of the a(<*ount to the disiwlvantage 

of the; debtor. 

(r) insi'Ttion in wnlten drjs umenls of sums ( onsideralily in 
* ^ ’ <»x<eHs of tfa* actual money lent, and 

</) taking of conditional sale deedn in ordiT to jinivide against 
^ po0«if)le evasion of payment by the debtor. 

The Central Areas Committee refer to a charge called mulfana of 
S annas on each loan of Ks. 10 made by itinerant money-Ierulers. 
Th« (*entnil Provimes (Vlmm^ttf^f’* refer to anotfier form of exac' 
lion from the debtor in the Bha{>e of charges for WTiting the docoi- 
meift. They also refer to the practice of the liorrower Iwung 
fdrt^ tp pay a certain percentage to the monevdendei munim 
or agent l>efore he emn obtain a k)»n, specially if the borrower 'b 
eredtt i» no4 very good. 
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Tbe Boyal CkHnmiwion on AgricnHure r^er tg oerUia forms of 
services exacted by the money-lenders in Ibibar and (Msaa and 
Tartain other parts of India leading to the econozmc •enritude of ihn 
"borrow!^. The Central IVovmceg ( ommittcc have referred to the 
* ayatem which {irevails in tlie more backward tracts of tl)c province^ 
bttt wiiich is l>ecoming le'Hg common^ under which tbe debtor or a 
inetnl)er of his family renders service to the creditor with or without 
" payment for a certain fixed j>enod. There is also evidence of dis* 
honesty or fraud in the advance and collection of loans in kind^ 
in cattle credit, and in tlie woiking of the instalment syrtem. 
Home of the Provincial Committees find that the evils are slightly 
exiiggerated. For instance, the Pihar an<l Orissa Committee re- 
mark tl^it tlioiigh they fully l>elieve that there are many dishonest 
money-lenders, they are not convinced that dishonesty is the rule* 
They are inclined to tlie view that such misdeeds, when they come- 
to hglit in court or in an i^xanmiation of dchtn prejwiratorv’ to the 
^ formation of a credit f»>ciet v\ are apt to leave an exaggerated im- 
pression <»n the miiul. The prevalence of thes<‘ qnestionuhle pnie- 
tiees in varying degrees is. lioWever. generallv I'onceded by the 
various ProvifKiaJ (’oinnuttees. \t the same tune, we should hko 
to ol>M*rve rimt similar practices are known \(\ he pnwalent in alt 
eounliits amongst (erlain sections of the mone\ I'Midiiu^ class anJ 
that tliese practices are not {KHUilmr to India 

PvTCs or IxTRapf?-^. 

112 /lASYiin "-"Hatt's varv from 1*2 to 7.*> pr cent. In the cjiwo 
of fMiddy loans in Assam, if the repajment is not made at the 
end of the veur, the principal and interest are roin]>ounded and a 
bond is taken with further intere.^t at 24 or per cent. Tim 
average nite of interest rliarged l>v the village money-lender or hv 
pnMhu-e merehanta is 'M\ per c<‘nt. throughout (lie province. 
W'liere loans are large in amount and wx urity ia gcKxl, niton of 24 
ami e\en !H jht cent are <‘Oinini>n. The rate of 12 per reni 
would apply onl\ to a solvent landowner or frailer, 

Hamhatf.- Tlu» inten-st elmrgtal varies from 12 to io per cent 
or even more according to varving londitions. *The rate in 
higliest in Sind rising to 50 {x^r cent. ; lower in Koitkao, Iht- 
Pet cun, Khandesh and the Kainatak, being 12 to 24 [lei^cent; 
and the lowest in Oujerat, 9 to 15 }x*r cent. liOans secured by 
land or otluu* pno|H'rty (aYrv inter»‘st at about 12 jx‘r t*ent, and 
kxins advaiued against the securitv of ornanmnts, 9 to 12 {>er iriit. 
The rate of interest charged In the urban money-lender is tiot so 
high as that of the rural monev -lender : white that eharged^y the 
agrietihurist inoney-lendejc is generylly abhft the same aii4bat of 
the village money-lender, tlioiigh a substantial land-owiier ms(f 
lewd rnouev to his tenant or serv%nt on easier terms, ChofMs 
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sarafM who isfwialiwe in lending against ornaments charge interest 
at rales varying from 9 to 12 per <ent. The nite of interest chtr^l 
by merihanta varies from 9 to 12 |>er t‘ent. The Pathaii moitipy- 
lender’s rates vary from 75 to 360 |jer cent. ^ 

BifigaL — The rate of interest varies with the security the 
amount of the Icmuk as well as With the tolul amount of capitiit 
available in the vicinity. It is lower in western and central Ben^ 
than 11 * eaMcrn afid northern Hciigal. The niinintum rate variei 
ill difftTent districts from 10 to 37^ P^** and the maximunir 

from 37 J to {M»r cent. l>oiuiH on mortgages of ('al<*utta houa4; 
prt»|H rt\ (»r \r,nin*li:ns are ustially given at S to 12 |H*r (‘cnt. liOana 
on promissory notes taken from the better class of money-lenders 
by resjsH tahle ch(*nts luny interest from 9 to 18 jH*r cent. Large 
loans on mortgage of 2nn\tulans arc given at as i iw a rate as evi*u 
oA |>rM“ <cnt. Loan'* t<» agra nltnn giv< n on the security of their 
liolding generally h(‘ar int#*rest from !>>•] to 37. J |»<m' <ent. I/oans 
gnven without any MM’urity often la*ar much higher rates, going 
up to :UM) (H*r cent. Wlien interest ia levied in kind, the rates are 
tnucli higher tlmn in the cnsi‘ of cash rejmyments. 

Bihar and Orissa —The prevailing nite for grain loans is 25 [xsil 
eent. in tlu* ( )ri\ a-s(M*aking distriets and 5(1 \ h^t and. in ti e rt*st of 
the |>roMnee. For w*ed, double tfie pn*vaihng ra(<* is ehargcii. I'hese 
rate.s have to he paid over a period whn h do<*s not usually exceed H 
montliv. and n faduie means, as a rule, coinfiound interest. It must, 
however, he nMncml>ere<l that the borrower gets the lR*nefit, if anv, 
of tlie drop m price hetwivn July wlien he iKirrows, and January 
when he rcfMys. The rate for mah loans in OrisRa averages 25 
per cent, or u little higher, that in tlie Chota Nagpur ]>Iateau itt 
mostly 371 |>er tent and (his rate extends into thr* southern fHirtu 
of Monghyr and Hliagalpur. Fdsewhere in Hihar tfu* far more 
!iio<h*rate nite of 18 ’ p<T rent prevails. 

Burma. -I>oanR l>y village mone} -lenders may he oru* quarter 
to one half higher Ilian ('hettivar rates, which are IJ to 2 fST emt 
|)er nu*ns<»in. varying generally lueording as mortgage Hec*iirity ir 
given or a promisjiorv note. Tliere are wide variations fiom the 
lAandafHs. tlie rate going up to I or 5 f>er cent- fjer mensem for 
anlllt 4 in^<mred loans, 

Crtifral Prariticrs and Brrar The ordinary rate of interest 
varies between 12 and 24 }>er cent. On good security, such 
mortgage of transferahle land, it wries UHiially between 9 and 15 
wr cent, in the Fentral Provinces, white it is Hlightlv liigber in' 
Herar^ between 12 and 1ft i%*r cknf. The rate of interest cliargrd 
for small Irmns given to iKcufiancy tenants in ordinarily 24 fa r cent, 
Vhile in the dN* of tlie fyols of fJovernment ryotwari vilhg^l*., 
who have no right of tr^afer in tlieir land and w ho are also liable 

ejectment on breach of reriain conditions, the rate clj^rged is, 
M often as iK>t, 37| per cent. There h nearly always a stipuTaftem 
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So 

4tbat ill cag€? of default in repayment on the fixed date, a higher or 
jpenal rate of interest will l>e ilmrgtd. Tlie rate for gram loans 
varies eonsidenibiy m different {mrtH of the province and a(x^ording 
to the kirid of grain lx>rrowt‘d. it may l>e 2o }kt c^ent., 50 
cent, or even 1(K) pi r <erjl, 'Ilje most toimnon rale for wlieat ad- 
vances in 25 f>er teiO , altfiongh m vi'iirn of crop failure an<l in the 
canfj of <*ultivators with very {XK>r cn‘dit tlie rate may Hoinetimes 1)0 
higher I'he nite of mt<*rcst on paddy l< arts is also usuany 25 
cent, tiiough 5o jier cent ch Ichh ujirommon for rice than for wheat. 

Cfvntml Arras , — In Ajmer-Merwara tho ordinary rate of intereat 
on mortgage of agncuilura! land vanes from B lo id| [mt cent 
per annnni, iind on uiistM Vired loans from 12 to jxt cent. The 
rates in Delhi range from 12 to 24 jer cent, and in the North 
West Frontier IVovince from 6 to 18 |cr cent in the case of mort- 
gage loans and from 12 to |M?r cent in other canes. I^vidence 
IS, however, very strong that the rates ax^tually realised are svib- 
alantially lower*. As regards grain loans, tlie rates differ in different 
iwirts according to l<K*al cusioiu. In Aiiricr-Merwara the f^atcai, 
niystein or re()aYment with addition of 2.5 f)er cent, of the IxiiTowed 
amount pn*vails, hut it is div lming Tlie rates of the agricultiinst 
money-lender are never lower tluin those of the non agriculturist 
creditor. The rates of tin* trans-border money-lenders vary from 
7*5 to JCK) jH*r cent. 

Madras . — The < ommon rate of interest varies from 12 to 24 per 
cent, cKMiisionally rising to or even 18 |cr rent, 'riierc is 
downward trend in tlie rate of interest on mortgages. 12 jx'r cent 
l>eing commonly charged on go<xl first nu)r4iages. , .TJhe r^le on 
pro-notes and on |>leilge of gobtk including gold and jcwSIr js higher. 
The nnison for^tluH htglier rate is stateil to he" the btirrower’s 
urgent neinh l*aiuUords and other ryots carry on lending Inisiness 
on nimilar terms. Thev eoinmonly give loans in kind and also loans 
in cash with a stipulation of ref>ayment in kind and such loan« in- 
volve rc'fmymeni with 25 to .50 jxr cent, interest for the season. 

The Punjab . — In both town and village, the rates for first class 
security ninge fnirn 0 to 0 |X'r cent, and for good s^xond chiss 
fvecuhty from 9 lo 12 [x^r cent ; in lagh, when muterili 
is not forthcoming, the rate may rise to any figmj^^^inst 
ornaments and stm k in traile. whi< h after (iovernmenf Hx^uriries 
provide the l)est JkHHirity, 9 jwr cent is chargtxl ; against house 
property, the rates are 9 to 12 p<'r cent, aiul on pm-notes 10| per 
cent, to 12 \>er cent. The maximum rate is 13J per cent but i« 
rarely charged, since few unsoeui-ed loans are made* The lowest 
nite chargetl by the Tathan i» 75 {)er cent j)er annum and his 
xxclual rate may be twice as much. 

United Proemre-s. — The mercliaiiis and tra^m usually charjge 
7| lo %per cent, interest and urban aioney-lenders between 7J and 
W per cent on hundis and pro-notes, 9 per cent being the most 
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common rate. Interest on mortgagcB of house property variet 
between 7| and llij jjer mit; on mortga^jes of zemif%duri the 
inienest ranges between 9 and 12 per cent. Village mouey-lendart 
charge between 18 and per cent, but Uie general rate is 24 per 
cent. For mortgages of smaller amounts 9 to 18 per ^nt* is 
charged, 12 per cent being the usual rate. The rale of interest 
generally chargeil by the qistwala works out ai 11 [wv cent, 
whilst the rate charged by the Kabuli varies from 75 to 300 per 
cent. The noriuul rates of interest charged on grain loans are 25 
to 50 {)t*r cciit. The tattle dealers s<*ll their animals on ewdit and 
the price is f ayaide m four half-yearly lustalinentii usinilly at the 
rate of R«‘ 150 for Its. KXh They also make petty loans at ex* 
toriionate rates of interest, 

113. The money- lenders generally work witli their own capital. 
Tile village iiuinev- lenders Ruppleinont tlieir aipital by lu^rrowing 
from the urban inoney-lenderH and rarely tiike (ietw'tuts from the 
public. Some of the urban money-lenders, on ti\e other hand, do 
take de[>osiis and wnnetimew Ixirrow from indigenous bankers, 
Mert'hants and traders have dealings with joini-sbx'k hanks as well. 
It is said that soirui of the itinerant money-lenderg in Bihar imd 
Orisfsa add to their resources by Iwirrowing frt)n» co-operative kkuc- 
ties of which they are members in their own districts. Owing to 
the abmmce of a rational system of rural finance differentiating 
between short and intermediate credit needs on the one hand and 
long-term needs on the other, the capital of the village money- 
lender who is llw mainstay of the agriculturist is becoming frozen 
from year to year. 

H i. It will be seen from the figures in paragrapli 112 that the 
rates of interest generally prevalent througliout India are high. 
Various circuiuHtarMes contribiiU^ to this state of affairs : — 

(i) The assets of the former consist of his land, his cattle, 
his crop, his house prof)erly and his movable jxxHseii- 
sions including orniiments. T.and is the only ’scurity 
for procuring long-teiTU credit to tlie borrower arid 
of the other assets available as cover for short Uttu 
borrowings, tlie rno^^t valuable is the ornarnentH of 
tbe female members of the family. But ornaments 
in the case of a large proportion of (he agricultural 
class are not wort!) sfx^aking of and there is in addi- 
tion a sentimental objection, which seems to be 
gradually decreasing, to pledge them as sefuirity for 
loans, Tbe other assets are generally flimsy in the 
extreme. The money-lendem who lend money in 
these cirennuitano^ are taking a risk which other 
organize^ credit agencies do not take and tfioy have, 

m 
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ifaerefore, to protect tbemaevlee against loss by 
ing higb rates of interest. The fact that tEe hij^ rates 
of interMt are of tlie nature of an insoraoce ag^t^ 
risk is forcibly brought out in some of fhe Provincial 
Committees' reports where the money-lenders’ stipu- 
lated rates of interest have been compared with what 
they actually receive by way of net profit. We quote 
bel^ some figures of returns on capital invested which* 
are given by the Central Areas Committee, picked op 
at random from the files of decided cases in law courts : 
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(ii) In inAny {xurts of liidi% the incmey-lender it the only 

financing agency airailable to the agrioulitiriat* 
- There are piacea whore even this financing agency it 
%on-exialent and where the villager has to go to a 
neighbouring village in search of the money-lender* 
At {daces where the money-lender works side by side 
with other organized creit agencies, the latter do 
not touch all classes of [x>pulation and do not even 
fully meet the re<]uirementa of the people they finance. 
On all these accounts, the money-ieniier holds a semi- 
monopolistic position and his rates of interest are 
.naturally high. 

(iii) Ihe money-lender himself is suffering from sliortness 

of capital. He rarely receives deposits and has gene- 
rally no connection with the money market with the 
result that competition among borrowers drives up 
the rates. 

(iv) The lack of education and the conservative habits of 

the people are almi responsible for the higli rates 
of interest charged by the money-lender, Tl»e ptH>ple 
have neither the ability nor the desire to enquire 
into the [possibilities of getting cht'afier money from 
urban centres and the IVngal (’canmittee go so 
far iifk to say that although an individual money- 
lender may be disliked in the locality for his excess- 
ive rates or the severity of his treatment, the 
public on the whole do not eondernn the high rates 
of mterest ordinarily charged by money-lenders. 

(v) The rnonev-lender*H expenses of collection and manage- 

ment of k>ans given to innumerable small lK>rrowers 
are much higher than similar cxfpenses of. say, a 
joint-strK’k hank, and this fact accounts for the maxi- 
mum limit pf interest l>eing fixed as higli as 4S per 
cent in the English Moneylender^ Act, 1927, and 
42 [>er cent in tlie Uniform Binall Tioan liaw in the 
United States of America. * 

115. We agree with the Provincial Committees that the money- 
lender is an indispensable feature of Indian niral ac!onomy. Ha 
is easily accessible. His methods of business are simfrie and 
alastic. He maintains a close personal contact with the bmower, 
often having hereditary relations with tlie family of the borrower. 
His local knowledge and experience and his presence on the spot* 
anablk him to acoommodaie persons without tangible assets stid 
yet protect himself againi^ losses. More than one Provincial C^tu- 
mittae have, however, refarred to the gradual daclin# in the businrsa 
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of Ibe professional moneT^lender in recent timea an evidenced 
among other thinga from the number of indigenous bankers and 
moneylenders declared insolvent. This it attiibute4»^ to various 
catiM^e, the most imfiortaiit of which are the followings 

(i) tlie general mmomic depression which has af^<‘t<^d him 

both in hiH cafxicity as an agriculturist and trader 
sud a£ a lender to the agriculturists, 

(ii) the legal pnue< tion given to the agricultural l>oiTower 

hy legislation such as the I*and Alienation Acts^ the 
rsurious Loans Act, tlie Civil rr<x‘edure C<Kle, etc., 
to which we shall refer in a later chapter, 

(iii) the growth of the co-operative societies, 

(iv) the courts’ delays. lK>th m the matter of aw’arding 

* decrees and in their execution, and 

(v) the prevalein suspicion in some quarters against the 

whole money-lending clivss on account of the ques- 
tionable jiractii^s of some of them. 

Home existing Legislation. 

116. With a view to protoeding the honest lK>rrower8 and 
lenders, viirious measures have l)een retx^rn mended by the Provin- 
ciiiJ Oinmiittees. Ifefore proceeding to examine ihest^ recommen- 
dations we fdiould like to refer to some existing legislation dealing 
with monay-lenders and usury . 

(1) The Punjab Regulation of Accounts Act, 1030 . — This Act 
was passed in ItKKl and will come into forte on the date to he 
notified by the Provincial (lovernment not earlier than 6 montlis 
or later tlian one year after the date of fuial publKation of t eiiain 
rules under the Act. Them' rules have only recently l>een pub- 
lished. The Act imjxiscs certain obligations on creditors, by which 
is meani persons who in the regular <x)ur«e of business advance 
loans, whether of money or in kind, at interest, excluding, how- 
ever, Itxins made to tniders^ i.c., wholesale or retail merchant,, 
commission agent, broker, manufacturer or factory-owner. The 
duties are the regular record and maintenance of the ac- 

count of each debtor sefiarately in a manner prescribed by the local 
Government ; and funiiahing eadi debtor every six months with a 
legible statement of account signed by himself or his ^ent, fho’i^- 
ing the amount of loan outstanding and all transactions relating 
Id the loan entered into during the six months to which the aiite- 
menl relates. Tlie aceounta have to show interest separaWiy from, 
principal and the creditor cannot, in the abeence of agreement, 
indnda the inteiest in whole or in part in the principal sum. In 
any suit or prooeedingB relaling to a loan, the Cevrl is empowefed 
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to diaalkm the whole or % portkm of ilie ioiereel found due if the 
creditor hee^nol itlgubriy recorded end meinteined hie eacoimli* 
The Court ie further empowered, in ce»ee where the creditor hea 
not fumislfed" the six mcmihly atek^ment to the debtor, to excJude, 
in computing fhe amount of interest due, every period for which 
the creditor ?ks omitted to furnish the aooouiu or has delayed it 
and has not been able to show sufficient causa to the satisfaction 
of the Court for the delay. Tlie Act is said to be an experiment 
in cqiptroUing and reforming tlie money-lender by law and is not 
yet in operation. We commend this pie^v^ of legislation to the 
other Provmcnal (tovernments for c^onnidcration. We desire to 
bring to^ their notice certain difficulties whicli have to lio sur- 
mounted in this conm*ction and which have Iw^en referred to in 
paragraph 176 of the Iteport of the Punjab ('ommiitee. Wa wisii 
furtlier to add that such legisiatum may usefully ^mivide for the 
money-lender invariably granting receipts for all repayiiuMits matle 
by the borrower, maintaining counterfoils thereof. An alterna- 
tive arrangement would be to prescril>e thht the money-lender 
should give to each of his Ixirrowers a pass-lKXik which sliould 
reoortl all receipts and payments as well as the interest charged 
period icjilly 

(2) The Usurious Loans Act of 1918. — B<*fore 1918, ibo legal 
position regarding usury was lliat (*ourt,i were obliged to diH'Tco 
iypterest at the rate fixed IxHweeii thi» fxtrtics and the only remedy 
against unfair bargains was for tfie deldor to plead undue in- 
fluence, rhiH provfion was not. however, of much help to tba 
agri<‘ulturis( . The Usurious 1;oans Act of 19IH tiiteinphHl to im- 
prove the legal position of tht* l)oTTmver in variouK ways. It em- 
p<wercd the Court to r<*o|>en and examine all loan irauHaciionH, even 
when they rame l>efore it in ins^dvenry prcKecilingH, if in its 
opinion the interest was excessive or the transaction IxMween tlie 
lender and the borrower substantially unfair, Tlie Act covered 
cases of both money and grain loans and tliough it did not define 
the terms ‘excessive' interest and ‘unfair' tnuiHWtinns. it laid 
dowm (*t^rtain iTiteria for the guiibwice of cf>urts who have Ix^en 
told to take into account in deciding such cun-s tlie following consi- 
derations ; — 

(i) the risk taken by the creilitor, including tlie presenc,e or 

absence of heciirity and the financial »‘f>ndition of tlie 
borrower, 

(ii) the various other charges besides interest made by ilia 

creditor such as chargeH, in money or in kind, for 
expenses, inquiries, fines, bonuses, pn?mis and 
renewals, 

(ill) the compound interest, if any, ehargad, and 

(tr) all the circumstances attending the loan including the 
need of the debksr. 



The BoyiJ ComnuMioii on AgncuHure reportad Hbmt the eti* 
d^iee tendered befcm ihem eooduiuTdly showed tluit the Ad wm 
pnictieslly a dead tetter, but as they baJ heard no imdenoe from 
Civil Judges, they recommended that an enquiry Inade in every 
province into the eatises of the failure to utilise thi Act. We re- 
quested the Provincial C<»nin)ttees to make this eiAjuiry and the 
results of such enquiry will be found in the Provincial reports. 
Tfiese show that the Act is not a dead tetter as Suggested by the 
Boyal Commission, though most of the Committees admit that 
there are various defe<*t8 in the Act which require to he remeoied. 

We tire of opinion that the Act is capable of being worked to 
the advantage of the debtors in many provinces and %cmid be 
retained. In Bombay, the Act may not have been resorted to 
frequently bec*ause the Deccan Agriculturists’ Belief Act gives 
greater relief to the ngriculturist. With regard to other borrowers, 
the Act w'ould, however, lie useful. We are unable to agree wdth 
the suggestion to anuuid the Act so as to fix a definite statutory 
limit to the rate of interest. This will be neither practicable 
nor effective. If such a limit is considered necessjiry, we think 
that the provision should he made in a different way, viz., that 
interest up to 12 f>er cent |K*r annum shall not l»e considered exces* 
sive within the meaning of seirtion 3 of the Act. The difficultie* 
mentioned hy the Bengal ('ommittee in their rejort, namely, want 
of sufficient evidtuice to show the usual prevalent rate in the locali* 
ty; the diffictilty of establisliing that a transiu tion is substantially 
unfair; the difficulty of securing sufficient evidence to prove that 
consent w^as obtained hy undue influeiu^e or unfair means, are 
really matters relating to qtiestions of fact and the courts should 
decide them as l>esl as they could on the material placed l>efore 
them. We also agree with the Boyal Commission that if 
the Act were fully utilir.ed, it w’ould go far to relieve the 
country of some af the worst evils of uncontrolled usury^ and fur- 
ther, that a sjxH‘ial report on the working of the Act s?»ou!d be 
included in the ailnual reports on the administration of civil justice. 

(fl) The rtde of (iaf9uh4f>at. — This is a nile in the Hindu lisw 
of Contract inwrding to which interest exceeding the amount of 
the {>rinci{wU cannot be recovered at any one time. This nile ia 
raid to l>e in force in certain parts of Bombay and in the town of 
Calcutta, but it is not recognised in the Bengal Presidei>cy outRide 
Calcutta or in the Madras Presidency. It is understood that tbero 
is a differt'nce of opinion as to whether the rule is in force in regard 
to interest on mortgages goverm?d by the Transfer of Property Act. 
The nile is also recognised by the courts in Berar. Accordilt^ to 
the Central Provinces Provincial Banking Enquiry Committee,* 
Ihis rule has not been of much service to the people as the ooctrta 
do not go below the last agreement or contract. The Bengal Pro- 
vincial Banking Enquiry Committee have recomixuilded that » 
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le^abiion Umitiiig the tola! aocnial of tho iiitera«i to th# 
amount of prim'ipai origi^ly knt ahould be enacted. In Santal 
Parganaa it (a reported that in no caae the accrued int4Mreat can 
exo^ the jMfUcipal and the reatriction i« said to be efFeetiva 
becauee the administration is atill of a peraonal character. Wa 
cb ndt think that legislation on the lines re<x)mmended by the 
Bengal Provincial Banking Enquiry Committee is practicable. 


. * SrGOESXlONS BbCiARDINO l^ICBNSrNUJ AND CONTROL OF 

MONKt-LENDERS. 

117. We will now pnxwd to deal with the general recommenda- 
tions of the Pn>vincial Committees in regard to money-lenders. 
The Central Provinces ami Ibngal Committees are in favour of 
compulsory registration of inonev-lenders. Tlie Mfulras* BihaV 
and Orissa, Burma, and Central Areas Committet'H, on the 
other Imnd litive recommended only optional registration, while the 
Punjab, Ik)mbay, and Assam Committees do not at all support 
the projK>s4iI. The Ignited Provinces (’ommittee have received 
various pro[K>#wils for restricting the money-lendcTR' a{)eration», but 
ha\’e a|l^)roved of none of them and have nothing concrete to 
suggest. 

118. The arguments for comjmisory registration ore as 
follows : — 

(1» It is ill the interests o( the large mass of agricultural 
{Hipulation (hat such defects as exist in (he present 
^^>te^n of money-lending should be nnnoved and that 
the temptations of i.iin rupulous ikth^ius to practise 
dislionesty sliould l>e minmiis<Hh I’hest^ interests 
should over-ride considerations of |M'rsonaI inconve- 
nience or prestige, 'Fhe pro[M>sal is less drastic than 
other legislative remediea mich as the Deccan Agricul- 
turists’ Ilclief Act and the Punjali and Bundelkhand 
Land Alienation Acts. 

(2) The Central Provinces Committee l>elieve tliat very few 

among the res|K)nsihle persons in the clasw of money- 
lenders are likely to offer any objections to tlie intro- 
duction of a system of compulsory licensing, hut other 
Committees do not sliarc tins view (vide paragraph 
119 below), 

(3) The tnemberB of one of the liberal prof(mniom, viz., the 

lawyers, are all registered and have to take out 
licences in the public interests before they can practise 
in their profession. The members of the medical 
profession are also registered. There can, therefore^ 
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be no legitimiite complaint on the part at ptoitmmom$A 
money -lendem against Tegistration. 

118. The following are the arguments againatr compdaory re- 
giairation of money-lenders : — 

(1) Few money-lenders would be willing to submit to any 

restrictions unless they were given special facilitibe for 
recovering their debts from defaulters. This could 
not be done without prejudicing other mierests of 
equal, if not greater, importance, ii6r could ft be 
done at all unless the number pf moneyJenders* 
licenses were restricted to comparativfely a few in 
each district, a course to which there are obvious 
Directions. 

(2) In India we have to deal with an illiterate class at 

borrowers who cannot afford to lose the goodwill of 
the creditors on whom they are dependent. It is 
little use passing legislation which on account of the 
strx^ng position of the money-lender can l)e easily 
evaded. As shown by the ex{:)erienre of the Deccan 
Agriculturists’ Relief Act, the more restraints are 
placed on the money-lenders, the worse becomes the 
position of the borrow’cr. 

(3) It w^ould also l>e difficult to make provision for the in- 

clusion of a class of f>eople who, though not money- 
lenders themselves, lend tl)eir surplus money to 
others, 

120. Various conditions of liceiuc have l>ecn suggested in (X>n- 
nection with compulsory or optional registnition. They are : — 

(1) Fixing the maximum rate of iniercBt. One suggestion 

is that the money-lenders’ rate should not be more 
than 3 {wcent al>ove the hank rate. Another suggeSn 
lion is to fix the maximum rate according to the 
s|>ecial circumstances of ea<h province and. if noci^ 
sary, for different j>art8 of the same province and to 
the different classes of borrowers, such as agricul- 
turists and non-agriculturiste. 

(2) The money-lender alionld keep his accounts in a standard 

form and allow’^ them to be inspected by a Govwm- 
inent auditor once twice a year. 

(3) Receipts should always be granted on counterfoils for mJI 

payments made. 

(4) The account of each individual borrower idioold be 

separately maintained and a copy of it famiahed 
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wbenewr demmiidad by Ihl moiiey-letiider*(i clienU* 
on payment of wiiting charges* subject to not more 
than one copy of ihe account for six months. 

<5) The money-lender should be encouraged to sJvatK'e loans 
an far as possible against re<^ipls issued by ware- 
houses and agricultural hundis of not more than six 
nioniiis* usance. The abject of this is to use ilie 
money-lender, by affortling special banking facilities 
for him. to cjneate that large amount of self-liquidat- 
ing agricultural |^p<*r which the country ne<^ for 
the efficient working of its hanking and currency 
system. 

(6) Com|x>iind interest should not l>e prohibitod, but the 

period of rests should be not less than one year. 

(7) The pHU-tising of money-lending without a liceiu e should 

l>e an offence puntsiiable by law. 

121. The following privileges Imve Ix'en recoin me nde<l for the 
licenaed money-lenders : — 

(1) The procedure already in force for the recovery of public 

demands should be made available to registered 
money-le?Klf*rs for the re<H>verv <if loans miule against 
agricultural hundis and warehouse receipts. It is 
suggested that the ipiick f)rfKe<iure is absolutely 
necessary not only in the interests of debtors and 
creditors alike, Imt als^i for the Hnusjth working of 
the entire banking and currency machinery, as the 
failure of the registered money-lenders to realiiie their 
just dues might make it iinfxmible for the hanks to 
diw'oiint tlieir agricultural pij>er. 

(2) Banks slujuld be fiersuaded to advance money to re- 

gistere<l money-liuiderM on the sceurity of tleur agri- 
cultural |>a}jer. Should hanks slow to res})ond, 
Government should use its gr>od offices to induce tha 
joint-sUxk banks, and failing them the Im|M?rial Bank 
of India to discount this t>afs*r. Failing all these 
alternatives, the utilisation of the postal savings bank 
deposits for financing registeretl money-lenders is 
suggested. It is, however, hoped that such sfiecial 
measures will not be ne<!ea»ory'. 

(3) Begistered money-lenders should I>e given the sam<si re- 

mittance factlitiaa as are aHowed to banks by the Im- 
perial Bank of India and to cooperative societies by 
tim poet office. 
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(4) iHm mdney-leoder shoilSd be allowed to cpm 

camnt acccmiiis wi^ the poet office wilhdrawi^le 
%y cheque withio the area of the sub-diraion in whidi 
he operates. Payments to this account by his cna* 
tomers ma^ aleo be accepted at any poet o&cff within 
that eub*di vision. 

Oi'B Peoposals. 

122. Tiie main objectives of the pro{x>sal to introduce a system 
of licensing uioney-lenders are two : to reduce the high ratbs of 
interest charged by them and to control, and to remove the 
dishonest practices among ci/rtain meriibers of their class. As re- 
gards llie question of interest, w*e have already referred to inono- 
fjolistic |K)sition of tlie money-lender in large areas and to the variooa 
other fiu’lors such as risk and the exjienses of (olleo^n that contri-/ 
bate to the present high interest rates. In our opinion, a real and 
lasting solution can only l)e found by the spread of education, the ; 
extension of c*o-oj)erative and joint-sUH*k banking and by the iraii^- 
ing of the Ixjrrower in habits of thrift and siiving. Meanwhile 
we feel that if the Usurious Ivoans A<;t can be more fully utilized 
and if the measures we ret'ornmerid are (arried out, we shall have 
done all that is desimble and practicable in tlie {^resent circum- 
stances in regard to this matter. As regards tlie stvorul objective ^ 
namely, to stoj) the fraudulent firactii^es of the monev-lcndif^ clids^ 
we have' already made* a recommendation tliat the cnactnieiit of 
the provisions of the Punjab Regulation of Aecounts Act 
might l>e considered by other Provincial Governments. We hope 
that Jf similar legislation were intrmluced and worked suooE»s- 
fully tn other provinces, many of the rorufiiamts against thd 
monev-lemlers such as maiupulation of accounts, insertion in 
written d(vuments of sums in excess of the actual money 
lent, and taking of thumh impression on blank pafier and 
insertion of arhitrarv amounts later, would scK>n diwipfiear. We 
further tonsider that the {leruxlicai rci-eipt of statements of debt 
and interest due woidd in a sense l>egin the financial edvKation 
of the agriculturist who is an imprudent borrower. He will learn, 
sooner or later, to scrutinize the acmint, to realize the advantages 
of prompt rt'paymeni and the necessity of reducing las ex[)enditure 
to be able to meet the demands of his creilitors and last but not 
least, to save against a rainy day and avoid getting deeper into 
debt in a hojieless spirit of fatalism when had times overtake him. 
We are therefore not in favour of the proposal to introduce a system 
of licensing money-lenders, either compulsory or voluntary. 

The other fraudulent practices which have been already men- 
tioned are the petty exactions for writing and other charges and of 
certain forms of services and the demand f<«r presents for dmng 
business. The courts are empowered to take these into aoconnt 
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woAm the Usunoos IMmm Act in tiii ouAn comii^ 

before tbem* In the Engliah l^^^ylendera Act (here ere certain 
ielolary proTiaions in re^erd to end lome olbei importent 
mettera. We summarise tbese proviaiont below : — 

(^Nc amount shall be charged by tfte money-lender for ex- 
penses, incidental to or relatl^ to the negotiations 
for or the j^ranting of a loan by a money-lender. 

(ii) The enhancement of interest for default in repayment 

shall be illegal. 

(iii) No i"<^lract for the refmyment of money lent by a 

money-lender shall he enfon^able if there is no note 
or memorandum in writing of the txmtmci made and 
signed by tlie borrower or if it is proved that tlie note 
or memorandum mentioned alnive was not signed 
before the money was lent. 

We mximmend that similar f>rovisionH Khould lie inirodured in 
India by legislation in regard to money-lenders as defined in tb© 
Pnnjah ftegulation of .\e<‘ounts Act. This definition will 

exclude from the ojx'ration of the Act financial tninseu'tions InHwe^m 
merchants and loans to traders. If it is found luvesHary in rt)imec« 
lion with the first of thes^* provisions to }>emiit the money-lender 
to nwoveif ceftain clasnes of exfienditure from the borrower, these 
shoftld dlearly lx? sj>ecifie<i in the legislative enuitment. 

T!ie English Act als<) ^oen so far as to frohibit conifXHind in- 
terest. We are not pre|mred to rtHommend sudi [>rohil>ition m it 
w'lU only lead to freipient and unnecesHary renewals of loans OD 
"fresh bonds with interest added to pnruu|»ikl und may forc’c th© 
money-lender to have recourm* to ilu* eourts oftener tlmu at pre- 
sent, thereby increasing his exjxMises and the interest <‘h»lged to 
the Ixirrower. 

T23. Other im}K)rUm suggestions ma<le for irnfiroving tlie pre- 
sent jiosition are : — 

(1) Mt>iu v-lt*nderH may he induced to j(*in co«of>enitiv© 

fXK’ieties on the condition that they cease lending 
privately to the memherH of sucli wxieties, Wa 
approve of this projxisal which in in effect an attem[>t 
to bring the wealth and exfx*rieme of the money- 
lender inside the cO'Ojierative movement. He may 
fill any fiosiiion to whidi he may be elected by ih© 
vote of the members. His presewe may l>e invalu- 
able in the managing cornmittees of co-operative 
societies. 

(2) Experiments may be tried to form <XM>penitive sorrietiea 

of money-leiwter» which aliouid lend to the primary 
aocieiiea and not to individuals. We are not sure 



bow ffir mcit m sefaeme will 1>e popoiar among tbo 
mofiej*teitding claaa. Altbough we are tdbl UiH the 
«m0ney»leiKiar*a realized rale of internet is ccmsidaraUyj 
leas than his stipulated rate, we do not think thait 
the net return on his cajHtal is so k>w as H tempt 
him to coniine his loan operations to primary societies 
and be content with a rate of interest which cannot 
in the nature of things exceed the rate charged to 
societies by central banks. 

(d) In course of time, joint-stock banks^may entrust re- 
gistered money-lenders as they grow in strength and 
inspire more confidence, with such agency functions 
as accepting deposits, making remittances and pay- 
ments. This would remedy one of the obstacles to 
branch banking in India, namely, the oompleta. 
ignorance of the urban banker as to the conditionB 
prevailing in the mufasHil and the high cost of running 
a full-fledged branch in the interior with a respon- 
sible manager. We shall deal with this and the pro- 
posal in the succeeding clau^^e in the chapter oa indi- 
genous bankers. 

(4) If business develops, the registered money-lender fhay 

be transformed inio a full-fledged branch of the 
financing bank ; or if it is de.sired to limit tbe liabili- 
ties of the bank in a certain place, the bank may 
enter into a jmrtnership wiih the registered niouey- 
lender on what is known in (lennany as iblT 
' ‘Kornmandit” principle, under which, instead of 
opening a branch in a place, a hank l>ec'ome« the 
financing partner of a kx^al jirivate inoney-dender, 
whose advantages of unlimited liability and local 
knowledge are thus retainel wiiliout involving the 
bank in the ex[>ense and heavy liabilities of a new 
branch . 

(5) Tlie Bombay Committee recommend that district autho- 

rities should watch the conduct of the Patbana 
engaged in money-lending and take, wherever neces- 
sary, the initiative in prosecuting the Pathans if they 
are found to harass the people. WTiere eompiamts 
about Pathans are ccmmon and no {wooeedings can 
be taken against them under the ordinary law, they 
recommend that Government sboold take action 
under Section 3 of the Foreigners Act or under soma 
special legislation and dep^ such money-lending 
l^ibana as are found to be a menace to aociety. So 
far as Pathans and other itinerant money-tendm 
follow in common with other naoney-lenders some of 



AC HAL FINAKOI — ^MONW^UfiNDAHa* 


03 


the dislionesi .And IfAuduleat^ practices meiitioued in 
our Report, w© cotmider Halt the meHawrea thmt w© 
have rewmmended are auilicieut to deal with them^ 
But where these people take extra-legal ste|)s for the 
rtx*o\ery of iheir aioney as ImHiglit out proniifientljr 
HI Uu* report of the IJombav Coiiuiuttcc, we consider 
tiiat s|>ev'Uil action is neeessiiry Jor proUx^ting ilie 
l>orrt>wer from the inethixls employed by them, W© 
readily supjxjrt tha proposals of the Bombay Coni- 
miitee in this matter and we hoj>e tliat Provincial 
(lovernmonts will take early stej>s to dc^al vvicli any 
such iiiHuliouH meiuue to wM ieiy. \W strongly di«* 
fifiprove of the |>ractite brought to hglit by the l5engal 
Committee, under wliuh the horrovv<»r is made to sign 
a pmrniRsory note Htipulatuig that tlie loan shall b© 
repaid in any of the several districts mentioned there- 
in, fiio that in of default of tlie borrt>wer the 

money-lender t^Hild sue and obtain an unt'onlested 
decree in a distant district and thereafter execute it 
irR the district of residence. We, therefore, suggest 
that courts should he ernjKiwered to dismiss cases of 
tHIft kind bnnight l>efore them by money-lenders for 
recovery of Burns due from borrowers in distant 
districts. 

(6) Although there may be no justification for the grant of 
special facilities to money-lenders for the rewvery of 
their dues which are not available to other classes of 
lenders, various Provincial Committees have {xiinted 
out that the existing banish i|>H ex|x»ricnccd by an 
honest money-lender in recH>vering his dues are so 
great that in the interests of both the honest money- 
lender and the honest t>orrowcr it is necessary hi take 
steps to improve the position. The rocornmenda- 
tions made by the Provincial Committees in this coii- 
ntxtion will f>e found in Apfxmdix III wlicrc we havo 
indicated our own views in the matter. On the wdiolo 
we are satisfied that most of these re<v>rnrneiida- 
tionn will tend to reduce the expcuines of the l>etter 
class of money-lenders and result gerierully in a re- 
duction of ilie burden of interest charges now Ixjme 
by the honeat borrower* 



CSAPTSE ¥1IL, 

BURAL FINANCE— (con«#mi«rf). 

Indiobhous Baksbbs. 

124. We referred in the previons chapter to tiie absence of re* 
liable statistics regarding money-lenders. We are confronted with' 
a similar difficulty in the case of indigenous bankers. The follow- 
ing statement gives the information collected by the Provincial 
Committees : — 




Sumbtr. 

M«driUi 

a 

• No fiimra i« givan ; tha oommoaiiiat that 

do banking buninewi afa tha Kaltukicottal 
Chaitii, Multanhi. tha MarwarU, tha 

Kalla daikuiiahi Brahmint and the Ko* 
matiai (V'aiaya«)- 

Bombay • 

• 

, 20,000 (a»tiraaiod» knciuding monay* 

landem) . ^ 

• • • 


Kumbor not a^cortainad, but it it atatad 
that thara ara only a faw indiganoua 
bankara* Norobar U dlcreaung. 

VniU^d Pfovincoffi 

• 

* 250 (ofttimmtad numbar of indiganoua 

bankara wito ara willing to ra«aiva 
dapoiiitH ; tha number of n»o<larn indi- 
ganoun firnui im 7). 

Th« Punjab 


. 66 (according to information obtained 

from incomo'tax offlcar« ; di^itributad ovar 
1] dwtrictit ; in IHdi^tricta thara is not 
a stngla indiganons banker). 

Burma 

a 

, Total numbar of < hattiyar in Burma 

is oatimatad ot 1,050. 

Bihar and Oria^ 

• 

, 100,000 (a.^timatad numbar of parsona 

coiulut-ling tha monay 'landing f^art of 
liankifig buiuuass. Baaitiaa, thc^ ara about 
70t» shrt>ffs and urban iiionay*landers pay- 
ing incoma-lax and a large number not 
astiniatad, who do not pay incoma-tax. 

CanUat Proaincaa 

• 

. Thera is only ona indigenous firm which 

habitually rat'aivas dapoaits a« a matter 
of ordinary businaae. 

Auiam • 

• 

* No iaformatkm. 

Oaatral Araaa 


. 29 in Ajmar-Marwara. 43 in Delhi aad 19 

Hindu hankem in tha North- Waet 

Froniiar Proyiooe, baaidea a larger 
numbar of Muslima. Theaa figuraa ara« 
Howevar, not reliable, ae thay are not 
basad on tha dafiaiUon giwen in pern* 
graph 107. 

a For %ha diBMaxia 
UMiMph 197. 

bata 

^een ind%eaame banlmra aad money 4»ndeie mm 


( U ) 
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125. No relttbid estimt^ of ih« caihUI empioyod hftve boon 
given for all the provtnoes/ b^M it is leoognixed thsA amongst itM 
^ncies financing agricnlture and tbe internal trade and amail 
indnstries, the indigenotts bankers occupy a prominent poeitioa. 
The Burma Committee have ^tiiuated the total of Chettiyar capifal 
Mnployed in Burma at Be. 75 crores, of which Rs. 5d| crores ire 
anppli^ by the proprietors of the firms, about Rs. 10 crores are 
borrowed from non-Chettiyar sources including banks and about 
Rs. 11| crores obtained from deposits. Tbe Madras Committee 
estimates the capita] (owned and borrowed) emf^oyed in the Preai> 
dency by the Nattukkottai-Chetti 3 ^r agencies at Rs. 11 croree. 

126. As the acceptance of deposits is one of the features that 
distinguish a banker from a money-lender, we examine below the 
practice with regard to acceptance ^ deposits by the various classes 
of indigenous bankers in the provinces, indicating at the same 
time the other sources from which these bankers supplement tbeir 
capital. 

A$sam . — Indigenous bankers in Assam do not invito deposits 
and some of tliem do not accept them. DciKwits, if any, are 
mostly on current accounts and interest js paid generally from 4 
to 9 per cerit per annum. Fixed deiHJsits are also received by 
somesfirros at an interest of 6 to per cent pt*r annum. 

Bombay. — T'he Bombay shrolTs rweive call money, short-term 
deposits and fixed defw.sits, and keep «’utTenl dejxwit accounts as 
well as fixed dcjxtsit aewunU. During tbe busy season they have 
to repleni.sli their resources by liorrowing, whirb is generally 
betwei'n shrofl and shroff, except in Bombay and other big cities 
•where such a<*coiimuslation is obtained to a certain extent from the 
Imperial Bank of India and the joint-stock Vmnks on demand jiro- 
missory notes drawn by Iw'O approved shroffs, or hy diwounting 
hundis endorsi'd hy th**tn. The rate of interest which the shroffs 
allow their custotners for de|x>sitH varies from 4 to 6 per cent in 
the busy season and from .I to 4 per rent in the ahu'k season. Tlie 
official rate of interest of tlie Mar^sadi ('liaml)er of Conimcrce for 
current ai*counts is now 6J jier cent, fier annum. It is, however, 
open to shroffs to increase or decrease the rate by mutual agreement 
BO that the rate tisually varies from 3 to ftj per cent. Tlie borrow- 
ing shroff has also the option to return the money whenever ha 
desires. The call money rate in the Multcni bazar varies lietween 
3 to 6 per cent per annum according to tbe conditions of the 
money market. The Bombay and .\lime4abad $hrnff» lend money 
among themselves at a comparatively low rate td interest, 4j to 6 
per cent in Btxnbay and not more tlwn 6 per cent in Ahmedabad. 

Bengal . — ^The receipt of depouts was once one of the important 
foDctkms ol the* indigenoos bwlcerB, but this branch of their 
boaineea has bera dwindling owing to the competition of 
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the large joint-atock banks and of Government on the one hand, 
and of the co-operative banks and loah office on the other. The 
rates of interest paid vary fr<Mn 6 to VI |ier cent on fixed depoeita 
and 3 to 9 per c;ertt on current accounts. It is said that the 
depositors are attracted to other iuHtitutioiis on account of the 
sense of Becurity engendered by publicity of ot^erations and bufii- 
nesshke methods of such iustitutionH. 

Ihitma. — -The (’li<*ttiyarH take deposits from non-Clietiiyarfl, 
amounting at tunes to as much an 6 crores. The bulk of the 
de{K)Hit« are fixed de{>osit8^ for three, six or twelve months; either 
at a fixed rau? of intercBt or at a fluctuating monthly rate of an 
anna or two l>elow the ( hettiyar current rate. The customary 
fieriod of defmsit i« three rnonthH, and fixed rates of interest are 
tlie general practice, being generally 7 to 10 [>er cent per annum. 
Current account dejxisits taken mostly from traders and shop- 
keefiers carry interest ranging from 5 to 11 per cent, per annum. 
^'here is also inter-( hettiyur Ixirrowung tsith in tlie fonn of fixed 
defxisits and <^a!l money. Further, the Chettiyars borrow money 
from the Imperial Bank of India and joint-stock banks in the form' 
of loans and overdrafts. This is estimated at a maximum of 
Its. 3 crores in the busy season. The rate of interest is IJ to ‘2 
per cent. a1>ove the bank rate in the case of the Im^rial 
Bank and 2 to 3 per cent alxive the bank nUe in the case of other 
banks. 

Bihar and Ori^na. — Borne shroffs are able to attract deposits, 
hut generally s^ieaking this business has dec lined and is declining 
since the shroff, with his present methods of banking business and 
the combination of such business with trade and other activities 
cannot insjare tlie same confidence as attaches to Government,* 
Government -aided institutions, or joint-stexk hanks with their 
opexi methods of business and audited l>alan(e*8heets. Most of 
these deposits come from the shroffs* acquaintances or those with 
whom tliey have business dealings. Some slirnffa, are however 
aide to attract deposits from the general public. All deposits 
are on current account, and the interest rates vary from 4 to 6 i>er 
c^ent in the cam^ of first-class shroffs and from fi to 9 jvr cent in 
the cast? of second-class shroffs, depending upon the amount of the 
dofKisit, its probable duration, the personal relations existing 
l>etween the shroff and the depositewr and the state of the market. 
Shroffs also borrow money from banks and other sliroffs on cash 
credits and khata peta advances against hundis. 

Central Prorinees, — The firm of Bansilal Abircliand is ilie only 
indigenous firm in the province whk^ habitually recrivea depoaita 
os a matter of ordinary bufuneas. Deposits are more often taken 
"'by bankers who have extensive buatnewi of other aorta and are 

for financing their boainees other than banking. AH indigw- 
ona bankers state that deposiia oonsUtate a small fraetton ef 
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their working rii}>ital. Current dejioaits are ♦ very rare and the 
rate of interest on stadi dej>osits seldom exqeeds "A to 4 \^r cent 
per annnnj. Fixed de{H>s;its are genenilly for six inontha or for 
iwelve inontlis. d’he rate of interest is alxnii 5 to 0 (H^r eetU per 
annum on fixed dejxvsita for twelve months: and in regard to lixtMl 
defK>sits for six nueiths^ it is f» to p<^r cent in the e^cst^ 

of the •he'^t hurktrs in the busy season and to 

[)er cent m ilie slack s4>asoiK Ihinfeers uho have surplus eaali 
utilise At by iMiying muddati hundis from other hankers* the rate 
for such traiisiu tions being about 5 jxu* cent }k^r amnim. 

(Jejtfrai Arnu - u) .1 mo r- )/- r?/ ura >olv d oi flie iiMligen- 
ous hankers in Xjiner-Mtrwnra raise suiMtantial amouius by 
dejK>sits. 'hhe general tendtuu v ih l<i avoiJ receiving de))5Hit)D 
exeeja from fk‘r>oii;il friends and relatives who are not likely to 
emharrass the hankers hv demaiufing liack money at inconvenient 
limes. Some of the indigenous bankers are reluctant to give even 
h fHU cent on defosits hut thow^ who de|Kmd for their finance on 
^defkisilB ptiv interest varying helween 1 and oj jmt cent. The 
rate of interest on hmns among hankers is A |w^r (^ent in the dull 
season and goes up to G p*r cent in the busy season. 

tiiJ Delhi . — Indigenous hfinkers in I>elhi do not generally take 
defKisits ex< ept from fx^rwoiml friends and relativ»»s iiiul the more 
-substantial of them do not aci'ept any depixsits. Only about five or 
six accept deiiland defiosits. Tlie rate of interest on depcisjts varies 
l>#nween A and a |er (ent. The total deposits taken are estimated 
af/less than Rs. 5 lakhs. Funds are raised mainly by the wile 
oTimndis, and alsf) to some extent by \\x^ rediHi’oiinling <if UFanee 
and demand hill.s and on cash credits from hanks. Fasfi credits 
are also quite romnion as a fonn of inter-lending among the irxlo 
genoiis hankers tlieniselves. Tlie rale of inter- lend mg among 
hankers i.s u^ual^- under G cent nmuim. 

(iii) North-WrMt Frontier Po/rfficr.- The amount of deposits 
taken by indigenous hankers in the North-West Frontier 1‘rovinee 
apf>ears to Ih' suhstanlijil in tiie aggregate. The rate of interest 
varies In^tWi^en 3 and 8 |s‘r cent according^ to the standing of the 
shroff. Though wrne of the shrolTH do not vary the rate m differ- 
ent generally sjicaking there is a difference of alwnit *2 f.er 

cent in the rates In’tween the f)iisy Reasrm and the slask scamuK 
Big^ shroffs, however, avoid defiosits. Some of the shroffs borrow 
from the Impejnui! Hank of India and rediiwxujnt their lulls in Ui«> 
busy season . 

Madras . — The Cliettiyars take deposits, both nirreni and fixed* 
hut they do not now take much of the former as they do not keep 
fluid resources. The rates of interest allowed for deposits vary 
tind the average rate for nirrent deposits during 1928-tK) was 84)2 
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per cent per annum. The Chettiilfr banlvers boirow from the Im- 
perial Bank of In^a on joint aignaturea iiauaily at 1 per cent above 
the bank rate. ^ ^ 

The Muitanb rely for their funds mainly on their own |x?raonai 
re»ourteH. They also l^orrow at ctunjmrafively low rotes, naraeljv 
4 to 0 jht ( ent , from thtur eoruinuriity at Shikarpur. They do not 
rereixe luriL'e siuin^ in deposit, but tl'ev take current deposits locally 
at rates varying from ;3 to 6 [>er cent. They also borrow at the 
bank rate from the joint stock !>anks, * Iiiefly the Inif^en^i Bank, 
the Indian Bank and the foreign exchange banks. 

The Aiarwans do not obtain large funds by local defXiSktS, nor 
do they lH>rrow on a large neale from other hanks. They rely ou 
th^ fundh of the c*omiiiuiuly in Hajfaitana wlia h are uHually uvaih 
able at tlie nite of 4 to 7 per cent. 

The Kalladaikunelu HrahmmH take fixed de|JOHits at 6 to ^ 
[K*r cent and current d<‘{Kmits at 5 to 7 i>er cent. They also borrow 
and tiicir liorrowings roughly ecjual their owned capital. 

Punjab.— Ihmds arc raised by dejobit,^, hy drawing huinhs and 
redisi'ounting tliem, and by and cash credilh secured ou 

houw {)ro|M*r(y or (jovernment HPCuriUes, 'i'lie owned funds of 
the indigenous hunkers in most eases are less than their borrow- 
ings. All do not take dejKKsUs, hut tliosc who take them jmy 
anything uj> to G |H?r ceiu aeiordnig to market (ondiiions and the 
jrtkmI of d»‘[K)sits. On huiuhs and loans, llie rate/ xauj' with the 
bazar or the bank mte acrordmg as the dealings arc wiili the 
bazar or a hank. The bazar rate for fust ela^s huiulis is J to 1 
per l ent Ixdow^ the hank rale. 

Pnttrd pTifrinn's . — Allhougli indigenou.*^ bankers are reluctant 
to aee<*pt depmils and rely more on tlu ii own caf>ita!, on smli 
deposits us they reeeixc they fmy mtere.st at rates which vary with 
llic demand of tlie season. Tliev l>orrow front one another at 
rotes vnrv mg faun to {xt cent, fi {ht cent being the most 
t >minon rale. 


NATCtlK, RXTKNT AMi METHODS OF WI SINRSS. 

T27. .\s in file can* of monevdenders, tlie indigenous banker's 
CijM^rutionH are not attended with formalities and delays. His 
|etx>unts are kept in a simple and cHonornica! way but are accurate 
Ind effleient. lie is easily and always accessible. His UBtablish- 
ment is not emt\y and there is no elalmrote staff. Generally 
apCil^ini; lie receives do special banking education, except what is 
picked up in the course of business and from past expariences of 
his Arm. 
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128 . It 16 not cMrdinanly praSS^c;Bble for the indigenous banker to 
estaUiah direct business relations v^iHi the ryot. He finances agri* 
culture through kxal mihukltfs or money lenders. In Burma most 
of the Chelliyiir s Umns art* made to agriculture and a jieculiar 
feature of tiu* finance m that the Chetliyar sends out one of his 
clerks to the "tillages to deal with kxal lK>rro\vers. In Bihar and 
Orissa the imbgeiious Imnker lends lo grain mendmiU 4 and 
goladars, and advaiues directly to remindars and ryots who have 
an easj tuxess to towns. In all provinces, he also indirectiy 
finances agriculture by financing internal trade. In provinces 
where the Land AlifUiaiion Atts are m force, the indigenous 
hank^ has cea^^d to advarue against agru'ullural land, 

120 W hile fils r<‘lata»ns to agricuUiin are gtuierully, except in 
Burma, indireet, lie has always maintained a e}i>se |»ersonal Unuh 
with the trader and the small industrialist . W'e shall deal in a 
later (diapter mort' fully with iht* inifsvrtant jiari played by t)ie 
indigenous hanker in finaiuing trade and industry, nut it may be 

{ Hunted out lien^ that in <'oniu*etion w itli su< li fiimneing ojH^rations 
le d(H‘s a g<KKl deal of geuieral hanking husineFs wliieh is done f>y 
n>hit-Htoek hanks, siu h as buying and sidling remittanre, dis- 
counting hundis, reeeiving de|>osit«, and advanring loittiH against 
tbH'k in tradi*. Soint» of the indigenous hankers issiu^ eheipie t)Ooka, 
but the <he(jues liave only n limiled Unal ein ulalion. 

i:ui. 'I'iio irrajority of indigenous hankers (ombine banking with 
aotne form of trade, and tlie <afuUil employed in banking i« not 
distinguished from tliat eniploved in trade. The Punjab Coim 
mittee observe, and this is confirmed by other romimtteeH an w’ell» 
that pieir banking buHiness has ('onKiderably de<*liiUMl owing to the 
Cbrnfxdition of the joint-sto<*k and < o-o|H*raiive banks and that they 
have \H*en tempted to make up for their Iwt ground in tianking 
by developing trading aidivitie*^. Otlui' reasons given for the 
decline are ifie loss of ag<UH y in wandnt by tlie indigenous 

liankers, owing to the estaldishinent of hniiu lies of exfxiriing firtriB ; 
the heavy stamp duty on lulls whieh has Ua! to a n^striction of their 
bill business: and to some extent tfie templation to s[H*<nilate, which 
exists in tnide to a very rnueh larger extent than in hanking. 
There are at the presimt <lay threx* kinds of indigenous hankara : — 

(i) those who confine their businesfj to harilcing proper or 
w hose princijml business ir bankings, 

(U^ those who are principally tra<Jer« or marcHanta but 
employ their surplus funds in banking biisiof^, and 

(iii) those who are both bankers and tmder« and caiin<rt !>• 
e^aailv claaaified a« principally bankers or prindpally 
timdeani. 
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Rates of Biterest. 


131. The rates of interest charj»^A by indigenous bankera <» 
advances are summarized below ; — 


’"1 

Kame of I*rorin<«. 

Nat lire of Security. 

i 

Ratea > 

of ‘ 

interest. ! 

Ibpaarka, 



Per c«nt. ! 


Ammm 

(1) Villa^» monty- 

lenaer on condiii »n 
of i>reiving mope 

9-12 1 

i 


I 

for aale. 

(2) Other caatoroew 

IH ‘ 


1 

Bengal • 1 

( 1 ) Secured loan» 

7| — 15 ( 

> 

1 

j 

i 

(2) Ur^a(K.urcd loaf>« . 

18— 3T1 


! 

) 

j 

(3) KKtiUi Pftn 

fll— 9 


i 

i 

(4) Promiworv noten 

2- 9 


! 

or PurjtiM or humiis. 

j 


Bihar and Orimia . ^ 

(1) KKata (Money 

at call). 

(2) MuJtiat* hundis 

(3) 'to non trad€*r<i (do* 

peUtilA on the 
tion of the partieit). 

6i~-» 

4—12 

12» 


Bombay . • i 

For internal trade and 
otlier |>ur|K>Aot». 

6—12 


Burma • 

Above bn. O/M'K) in 

l()-5— 12 75 


i 

lianguOn. 

Klaeahore — 

j 

‘ i 



1 

(1) Again tg.dd. . ' 

^ 15—21 



; i 

(2) Against land, houi«« ^ 

12—24 : 

Varying %ri4l 

1 

|iropert \ or paddy j 
1 In ,‘odnwti. j 

f 

i 

b referet^ U 

amount of loan 

1 

5 (3) On |>ro notca wiih- 
1 out ffccurity. 

1 16-5— 30 

- 

Cantroii Aimui 

) 

A^mcc* Af <?rirtira , 

j 



^ (1) Ornamentii 

' (2) Produce and Kad* 

1 ^ay r«M'Oipte. 

6-7i 

7 

i 

1 


1 

(3) Landed f ropcrty . 

{ 

i ^ ^ 

* 

V Raiea dp not varj 
1 with the enaaona 


: (♦) Par<40fial aecuiity 

i 

1 


j (aei^rtiiag to 

alaadiog of par- 


1 

j 

ties.) 
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Nwnl'ofProvinrr. I Katurp of FActuitr. 

! 

j 

OMiftl Areas — conic?, j 

; Mhi. 

I ( I) Mort^ir» of pro* 

jnrty, 

Mif) Orno'iioiii# * 


lUt«4 I 

of j K^tmorkik 

iuUffmi, 1 


Tor root. 
9—12 


CvtitroJ Proviucot 




i(31 Vrrhol •‘ocuritv tm 

atAj 10 tloyo.' 

0 

1(4) Lo to ocfui^ 

1 cloth morrhont*. 

n 

1 

1 (5) To (rr«ifi <1r«)orM, 
j fniit ofui vog«t>Ab!«!) 

j merchant#. 

9-12 

\XorthWt4i Ffoniift 

1 I*rr*iHnee, 

i (1 ) Ornaments 

9 

j(2> Verbol security 

H-~9 

! (3) Pro -no let* ft»r tin 
, days. 

M4) \i\*ddaii hurnii* 

fi k| 

4i H 

. ( I } (odd Aod itdver 
i f ornament*** 

9 

1 (:?) C am a**d other 
prndm'c kepi m 

1 the g.«Klowii of the 

1 Iciuhr. 

1 (.3) Other c^kMOH . 

\ 

7 7t ^ 

1 (1) First fda%« mori' 
in towns. 

U* 12 

(2) First iT>ori 

III villages. 

9 15 

(3) (3i<%n loan* — 

(fi j low.l 

1 

U 1 2 

(ft) vtlla4^r^» 

9 1 H 

( 1 ) Small loans 

9-13 

(2) Weak Serurity 

IH- 24 

(1 ) If<>rt4;a;i4«<fi 

9—12 

(2) Produce 

12-15 

(3) Pio notoi 

J2— 18 J 

( 1 ) Hu9yU0 

9—12 U 

(t) Oihm loan* • 

tip to 15 {J 


y Clirttiyars, 


MultAnii. 


KiOMmikntk^M 

Brmhmim. 



lot 


ciuram vtiL 


# 1 

Kame of Proviuoo. 

K«tur«3 of Soctiniy. 

■ 

Rates 
of 1 

i'ntero»i« j 

4- 

Remarloi^' 

^ * 



Per cent. ^ 

i 

Paojab . 

For »hort*t«fm Ioon« 
from if to S nionthii 
for tfmd« and iridufitry 
^ or t« ih#^ of 

culture till the noxt* 
barvoMt. 

8—9 

' i 

1 i 

1 : 

I 5 

' 1 

! Advam^ are made 
. agaitiii ait the 

1 uauai ^ forma of 
aecuriiy, but prin- 
ci{)ai)y againat 

boUMe {>roporty sod 
ornamenta. A few 
give advanoee on 
(>eraoital credit. 

Uniiod Provinoo#! 

! 

1 

( 1 ) pro-note* and niori 
gage of landed 
arui houno pro- 

perty. 

7i— 12 

l*aual rate ia 9 f>er 

<.*ent. 


(2) Omamcitta . . ^ 


Ac<'ording to amount 
and mater >al< 


liHiariONS WITH ()U(i\.\T/KD liANKlNli iNSXniTlONS. 

13*2. In Iknnlniv, indi^tTioiis l>;inl:crs names are ou ths 

approved lists of j(>iiil-st<K'k hank> iiirindinfi the Iin}H*nal Bank of 
'"Indift get advaruT's from tl»esi> batiks up to certain limits assigned 
to emdi. In fixing tlu'si* limits, the lin|H*rial l>ank takes into 
aocount other fiKtorH besides a jHirty’s wdrth. l^anks also make 
advances against shroffs' hundis^ the {period of whit h is usually 60 
days. In Bihar and Orissa, the IchtiI joint-stcK k lianks do ver\’ little 
hundi busine.ss with indigenous bunkers, who are rivals rather 
{han customers of these banks. 'riie Imja^rial Bank, however, 
affords them fa<’ililies fo rediscount their hundis in the busy 
season. In Bengal, the indigenous hanking firms of repute 
avail themselves of the redistounting facilities ofTered by the Im** 
perial Bank, the joint>Hto<'k banks and in some cases by exchange 
banka. The indigenous hankers in Assam have pnw’?tically 
dealings with the joint-»to<'k banks, nor do they make mnch u»a 
of the Imperial Bank branches. Some of the Marwaris, howt- 
ever, have curn^nt accounts at these hranclies and can get chequei 
and hundis cashed there. The Imperial Bank and joint-stocic 
banka make advances to Chettiyars in Itangmin in the form of loans 
and over-drafts, on the S€k.mrity of Government pajicr and on 
promissort notes [xival^le on demand. The rate of interest is 
on the bank rate and varies according to the season. THe 
Imperial Bank is prepared to rediscount the hundts of indigenous 
bankem in the Ihinjab at alxmt | per cent. al>ove the bank rate 
but it is repmrted that the indigenons bankers do not resort mndtt 
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46 the bank. : Jn the United Provmw<;» the aeix>nm)<Klatia» which 
ihe indigenous blinkers receive from joini-HiiK k hanks is neitlief 
trw nor regular, but is sought ooeasionally and only in the last 
reftort when the bunkers' own funds are exhatisted and other 
bankers g»ve no furtluT eretiit. 'hhis is explaiited m due to their 
inability to fcirntsh adcnpuite s^^euiity and their refuMil ;o dis* 
their aeeounts or publish a balanee sheet, making d im- 
{Possible for the |>anks to asse^^i the true financial }>osition of the 
indigenous bankers In I>elbi, the iiidigenoua bankers redisiount 
al>out ‘ie jH^r <‘ent. of tutnitiaft hurnhs witf* the Indian joint ^link 
banks inehidiiig the Imf>erial Hank and keep defx>sits \^ith them 
wlien the market, mte of interest i>» low 0\\ the whole, in l>elhi, 
the indigenous hankers get in tiim's of neiMl more credit from the 
Indian )oint-st<H'k banks than fnun tlie ImjH'rial Hank, 

J.‘ik In all the jiroviievs, tlic indigerueH hunkt'rs gel remillan<*e 
fiuuiities fn)m the ImfH'nal Hank, on ilic same terms as tlie 
general pn}>li<‘ dt). 'Fhe s|Hvial run< cssions givrn to th»‘ joint stih k 
1>anks are not extended to the ouhgenous hankers, ns the indigen- 
ous hanker^ d»> not keep any lialanees with the ImjHTial Hank 
and do nuuh l<*ss business with that hank than tie* joint-stock 
t>anks do 


Ono.VNIZAIIoN. 

Idl. In a h*w eeuiies it\ the Uoinhay rresidftm y, imhgcnoili 
hanker^ ha\»' organi/ed tlu‘ms<d\eH into asHtM lathuis, c.//., the Horn- 
hay ShrotTs’ AsMK'ialion, the Ahrneduliad Shroffs* As.mx iatiori^ 
4ind the Maruadi Chamber of f'omineo e. Tiiere is also an asso- 
cijitiou of sftroffti at (hllcutta. Fan h latioti l onduets jt^ Inmi- 
ness on well-detined liiU's and is g(»verne<l by itx ou n regulations, 
MernlxTs of om* assixiation hav<* (healing; with thfw of anothet, 
hut there is no orgam/.ation for mtr*rehar.ge of mtelligemae 
Jndigenous hankers work iiidr*jH'ndent)y cd tnw anollier. ('oordi- 
^ualion is hn/king among (lie various elars^'s of hankers, though 
certain s^vuions of tliem, sueh as the Maruadi hankers and the 
Vaishya lainkers at Agra, are alwavs pre|>ared to ludji the mem- 
l>ers of their fraternity out of trouble. 

LiKKINO the lNI>ir,R\Oi:8 BaNKTULS WITU THE rrEKKIUt. HaNKINO 

Hy^tev. 

Various f>roj>o#«ils liave l>fvn made for linking the indi- 
genous bankers with the general hanking hystem. Thia ia mnsi- 
dered necessarv as it will be long before ii is fx>««ible to liav^ f>m* 
perly organised bramhes of aimmercial or t‘f>-of>er(ttive banKll 
scattered all over India. Moreover, the indigenona bankers have 
been traditkatially dealing with hutidts and it in thougdit that their 
training, incperience and rewurcen w ill be helpful U) ani ourage and 
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develop tlie bill habit. The Am^m Committee, however, observ# 
that the indigenotia banker will be a link in rural hiiiknce 

only \^fien ('onditiont« are brouglit about under wlimh the village 
money -ieiidtr will niiauee tuiljvatiou on reaM^nabie tenna agaimt 
reaHonably goo<l wM iuitieH. IVnm this |K»int o/ view it hi H b^a 
j^iiggented that if aijy in< reaM^d fiuihtien are to l>e made available, 
tiiey Hhouid prefenildy 1 m* gnven to ro of>erat!ve organ izationn. a** the 
lienefit woukl more direcfly de«<‘eiid to the (ultivatorH tliait if the 
faeilitieH were ;dvet», to indigenoir*^ hankers* It may be 
mentioned m thin eoimeetion that in the opinion of tfie Ihinjab 
Committee, the indigenouB hanker in )K)und to give way a> com- 
niereial banking exfmndH and tlmt if Hueii exjmnsion eontinne«, it 
ia ordy a matter of lime before the indigenous banker l>eeomea 
extinct. 

• The profiosals made l>y IVovijM iai Commitlees are briefly 

Hutnmarized below ; — 

(1) Tin* indigenous hanker sliould he linked with ti»e ( entral 
Banking Institution of the eotmtrv as tin agents iii least in plaees 
where no other tyiM* of hanking organisition is funelioning and 
should l»e suhjtH led to rcstrietions whieli will (dirninate risks 
arising from s|M*(‘ulati<jn and las (»\\n As regards the 

Inifsriai Bank of India, the Managing (oAfnioi staI♦^^ in hi^ evi- 
dence that at preH<*nt that Bank utili/e^ the M*r\U’es of UMdiu^; 
^n«*r< liants and sliroflV in the niofussil for the collection of hills 
and i luMjucs ; the Bank has found this arrangciiH*nt very convenient 
and has m*ver lost anything by using that agiuicv ; hut the Ifank 
has consistently op|X)sed the ir ttg4>nts undertaking any business on 
their own a<*count. He adds that if a shr^iff wa*re apjK^inte^l as 
agent of tfie Bank to do general hanking husiia^ss on l>ehalf of 
tlu* Bank, tin* shroff would not only ex|Hsi to carry on liis owir 
busmesH hut alK) to do business which would Im* in <'om|K*t ition 
with the Bank, f^'urther the B»:tnk could not v*rv well difiVren- 
Hate and, if its oth«*r agents vvislual to do moncv-huidnig husiness, 
it would almost he iinjossilde to stop them. Ataitluu asfnM't of 
the pro|M)sal as hrouglit out by him is tliat. if tlie shrt^ff guarinteed 
the business he put thnaigh for the Ikmk, tlu* Bank would liave 
t(^ allow him to take any ste{>s he desired in times of stress to pro- 
tect his own interests. Thest' steps might conflic t with the Bank’ll 
|>oIiey and rc*sult in undue pressure being put on constituents at a 
time when a more lenient c'ourae would he in tlie iniert'st of the- 
country as a whole. 

(2^ Indigenous hankers Batisfving certain conditions sliould be 
treated aa ‘member !>anks* on the approved list of the lleserve 
B^vnk when created. They ahoiild be re<]uired to keep a propor- 
tion of their defKmita with the Beaerve Bank and ahould get the 
name facilities for rediatounling t^ommercial jiaper m other joint- 
ftock banka who are mern^r^banka, .mibiect to certain obligation^,. 
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«ueli as ilie sufonussioii of their a<\'ouiit books to periodical iiiiwpec* 
Uou aud conforming to the standard prescribed by lle«^Jrve 
Bank. 

{3» ('ommorrial banks including the Tm[^ia! Bank might dis- 
count the l»il!^ <d indigenous hiiitkers inorc frendy. It haa* how* 
ever, heei, [wanted tnit hv tlie Managing Ctovermn' of the Imperial 
Bank that (he (jin^^tion of disctainlit^g ami rediscount ipg is largely a 
matter of sevurity, and (Itat go*>d set'urij v coiniimnds all the bank- 
ing facilities to whicli it is luititled. The following extract from 
the RefK>rt of the Berjgal ( 'otriinittee fells a differerit tale 

*‘In the inofussii tl 1ms been slated tliai Ute braiv hea of 
the Im|>enal Bank evince a lack of aytn|Hi(hv in their 
attitude towards the indigenous bankers. Evidence 
Ims been nxeived from two fu ins in Ikucti that tine 
IcKal branch of tlie lin|>t'rial Ihink refusers to oedia* 
eount hftfidu^ lujuing tlie endorseniiuits of even the 
hnns of highest repul c‘ in iHura town. A eoin plaint 
has also been made tlmt the Tin|>eriai Bank divs not 
afford any sfw'cial facility or conHid<‘nition even to 
the old. reliablt‘ ami sul>slaniial Indian firms*’. 

B In order to retain puldic- ronfulenee, indigenous htinkers 
should re-f)rgans/e theinscdves on incMlem lines and he<*oTm‘ whole- 
time liankors hy cumhination and other suitahl<^ deVH'es. if neec'fK 
sary, 'J’hrv miglit ffs’low their covn system cd ac’c'ount keepings 
ami ( lovfvnrnont shotrld entourage re-orgain/ation fui lliese linea 
hv af»js»iunng smh institutions, when forineil. to he ( government 
hankers leaving the (Joviunment Italanees witli thiun at tlumc^ 
plac*(‘s \v!u‘n‘ there is no liranch of th<‘ ImfUTial Bank 

W ill) a wt w to ( reatmg puhlu’ r-oididenee m thi^ indigenoua 
banker, a class of htcuiM'd Imnkers shou-d lie instituted (>n wbotti 
certain privilf‘g< s shoiild he hV*stou(*d in return for eertuin defiruiii 
obligations imjHised on them. Thc^ piivih^gf s are M> a s|)e<*ia) sum- 
mary pOKedni** for <]< (cu inination of tlaur suits ami for Ifa^ ex<*cu- 
(ion of iho de< r<*< s : (‘i> sjhs lal legal cuiac tment or direetioiiH laying 
down that no court shall l>c at Iihert y to vary the rates of intc'reHt 
stipulatcul m the transa<’tioiis to v. Iu< h theH<* la-enM d hanker h are 
parties so long as (hc.so rat<‘H are within a pre>s r ihed sc liediile ; 
a definite assuniiue that (lie? IinfH^rial Bank shall not ordinarily 
ojxm a brancli at any place where the lj< enwd indigenotm hanker 
is working ; (4i hicilities to remit fi<*e of c harge tfirough the {xist 
office, under certain conditionn ; facilities for remittance of 

funds through tlie Imperiai Ihink or the Ilesc^rve Bank at the aarrii^ 
rates #is are chargcxl to all joint -stoc'k banks: ffi) grant of tt sub- 
stantial rebate of duty on mtnUhfi huudu under certain conditions; 
(7) grant of rcdiaeouiit facilities by tl»e Imperial or the [Itsenr# 
Bank on the name terms aa tliose enjoyed by the joint stock bankji 
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Bubjad to certain maxitnum Hmitg fixed by the Imperial or tba 
Beai^e I^nk ; (8) grant of advarKcn agam»l gold and silver orna- 
ments by the Imperial or the Reserve Bank at a profitable mte 
under certain condifions prescritK^d by the bank ; and (9) provi- 
sion for the ftatiiifactory'exarnutaticm ai;d audit of aci-ount books of 
licensed indigenous bankers by a (‘orriruittoe el€K:ted by the local 
Shroffs’ AsiMX'iation in case's of applications for declaration of in- 
ftolvent^y by a licenac'd indigenoim Latiker. The obiigaiious to be 
ifnix>scd in view of the abovc-ineniioned privileges reiate to : 
ri) proper audit of tlicir nceotintH; (ii) projx^r condiu t of tlieir busi- 
ness in fU'cordance with the rules drawn uj by a ioc'al Indigenous 
Bankers’ Association : tiii) limitarion of the rnaxirnmn rates of in- 
terest to l>e cViarged for different kinds of business to be fixed from 
time to time by the lirensing authority on the re(‘ommendation of 
the lot’al Shroffs’ Association; and (iv) the nmintenance of a cash 
resane on a presrMnhed scale. 

Ocu pnorosM.s. 

137. We tiave carefully considered tl»e suggestions in the fore- 
going iianigraphs and we have come to tlie ('onelusion tliat for 
various reasons it is imf>ortant limt sc^me action should he taken 
to improve the jxisition of the indigenou.s hanker and to make him 
a useful member of the Indian banking system. In tlie first |)Iac^, 
itome of the imligenous hankers, at anv rate, desc^rve encourage- 
ment and hel[>. (lenerally sjieukiug^, tlie indigenous banker’s nites 
of interest do not eompare unfavourahK with tliose of ordinary 
joint-stock hanks and liis beneficent spla re of inllnenceTs wider 
than theirs, hut he lias fallen on evil da\s. At a time when 
margins l>ctw'een liorrowing and lending rates are diminishing and 
there is an urgent need for nion* funds for enahling lorn to liave a 
larger turnover of business, he fimls tlie souri cs dried up, due, no 
doulit, |xirtly to his own fault, hur fmrtly to eirt umstantes beyond 
his controL Seiamdly, action is neicssary in the interests of agri- 
culture, tradi* and industry of the country. We are impressed by 
the fact that out of 2.c<X) towns* in Tnrja. joint-stock hanks and 
their branches exist in less than 100 places, and for hanking facili- 
ties elsewhen'. agriculturists, traders, merchants and small indus- 
trialists have to dejxMid largely on indigenous hankers and money- 
lenders. Tn many provinces, even in lor^alities where a joint stock 
hank or its hninch exists, tlie indigenous hankers continue to render 
valiiahle servHv in ('onneetion with the financing of internal trade 
tind middle-sized and small industries and inland remittance work. 
A large seclion of the community is thus still dejvendent on the 

♦ An in iH<i Onei» Thii^y in ^Uicfe municipality, 

ni^il lints not inoUulcti withm m;inici|^l limit<», evfrrv cnnfciniiM^nt, mud mvorX 
tithw cofitinxmus •x>ll«wtion of houiM»< i»H*bii<Kl by not Wss tHnn pomwts 

whieb ib% erovinoinl a«tper»nt«^ft‘tnnt to tr^t ns a town Cor 

purnotf*. 
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indigenous bankers for the financial facihiiea it mjuiroa, Ihrom a 
ntudy of the history of the progresa of joint-aiock banka in india, 
"we are convinc ed that it will be a long time before India will have a 
widespread network of joint-stock hanks or Inlinches of such banka. 
Further, altlioiigh w-oj^eratiou has, as pcdnted out in a later 
cliapter, made rennirkahie progress in the country siiue tlie move- 
tnent first started in its extension on such a m^alc aa to replace 

the indigenous bankers cannot l^e envisaged within a menstirable 
distance ot time. The lm|>erial Bank of India which has ojmned 
100 hranrius during the last ten years m accordance with the 
agrtN'uient entered into with (toverninent under the Act governing 
their operations, in view of ilie fart that many bntnrhea have not 
yet reached tlie profit-earning stage is not likely to go in for fur- 
ther schemes of expulsion for some years to <‘oma. W'd think it 
therefore of tlie gr<‘atcst impirtance that in the interests of l>oth 
the genenil public and the indigenous Iwinkers themselves, atcfsi 
should be devised to strengthen the pv-silion of these Imnkers. 

Ti8. \Vc are not in favour of any rom|>ulHory measun*s with a 
view to reform or help the indigenous blinkers, nor <lo we think 
that any surh measures will l>e w'eleomeil by the indigenous 
hankers themselvt s. On tfie other hand from the cvidimec that 
we have nxeived we gather tliat any such conipulsion would 
only acccit'rate tlie pns ess of driving out these bankers from bank- 
ing pro[H'r to other sphert's of business. I'his would create a large 
gap in hanking system of the country which would he detri- 
mental to natnuial mterests. Our aim on the eonlrary should be 
to try.JiO t^^stor*' the^^* l>aiikers to the place whiHi they enjoyed in 
India until the middle of the last centurv, 

Idlf (Mir first prt)p)sal llicrefoie is that as s<H>n as iht' neHi*rvd 
Bank is esiahlished the indigenous hanker should along with joint- 
and co-cipwative hanks he brought into dirt^l relations with 
the Reserve Hank, and tlierehy provi<lod with n*diK<a)unt facilitie« 
from that institution. It must, liovvever, Iwr rememhered that tho 
Tb^sen'c Ikink <‘an only redis<‘ount hunk -endorsed pip'r, Wd 
therefore |»rop>H<* tliat only such imligenoiis }>ankerH as are engaged 
in tanking piop^r. or an* prefmred to shed their husinesH other 
than hanking, should he e(igil>le be pliieed on the a(»f>rovc(l liiii 
of the Tie84:*rve Bank in the siime manner as joint-HtfK k banks. In 
the ca-se of the latter, the Reserve Bank Hill of 1028 fixed f! cer- 
tain standard, that is, that the memirer bank Hhonid have a capital 
and reserve of Ra. 3 laklis and over. Similarly in the caue of iha 
indigenous hankers we admit that it is m?r‘essiirv to have a 
standard. As our object, however, is to bring into the scheme of the 
Reaerve Bank as many sound indigenous l»ankers as j'Kwsible. and 
a« w*c are not in a pMilton to arrive at any figure of owned capital 
which vrould acliieve thi» end, we jirefer to leave !t to the Rr*«erv6 
Bank to prescril>e a standard which an indigomeM^ hanker miiat 
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Kfitis(y^K»efore he can l>e given the conccj^feioii which we are reooni^ 
mencUtig in tliiH [laragrapli. At the ^^a^ne tiiae it must not be under- 
kfUfod lliat we contemplate tliat the standard of owned capital toc 
inchgeiiouH bankers would l>e as high as that for joiot-atock banks. 
Sucli an indigenous banker must also agree to have j>roper bocdcs 
of accx>uniH kept in the usual recognized manner and to have them 
uiuiited annually by re<’ogiHZ4»d auditors, that is, auditors lioldiDg 
a Goverinhent diploma who are jK*riuitted by Government to audit 
the aciXMuits of any public comjiany- These lKx>ks should also bo 
available to the Hewrve Hank for inspection and audit. 

HO. We are aware that in the Heserve Bank Hill referred to 
alnive there is a firovision requiring member banks to maintain 
a certain jierceniage of their time and demand liabilities as interests 
free liaianceH with the Itesi*rve Bank. We have carefully consi- 
dered the question whether we should insist on the indigenous^ 
bankers in our proposed w heme follow ing a sinular rule. On the 
one hand it is argued that if the indigenous hanker desired to havc- 
facilitn‘H from the lit^serve Hank in the same manner as a joint- 
stiM-k Imnk, he should he |irci»ured to fulfil the same oliligatians. 
On the otlH‘r hand it is suggested that the raisofi d\(rr at tliese 
( timpulsory dejKisits is to emihle the Ues< ivi* Hank to (^ordrol the 
credit judicy of its meniher batiks and that m> far as the majority 
of indigenous bankers are concerned, the dejnisiis tiiey receive and 
the o|M.‘rations they carry on, ihongh largt* in the aggregate, are 
individnally small and that, therefore, tlu‘ priuciph' of compiilaory 
ile|Kmits (’annot aj>[»ly vvith the same force as it applies to joint - 
stcK'k hanks. \\*e further re<xigni/.e that it is tliffieult for small 
indigenous hankers in rural areas with no elaborate sfuff fft rtiake 
the cal( Illations and to furnish the returns lu'cessarv for tlie ohser- 
varu'e of this rule. We see a great <lt*al of force in these* argu- 
ments and als<‘ feel that anv inca^^urc » om|)tdling all the 

indigenous hankers, big am! small, to leave <'ertain interest-free 
balances with the Heserve Hanlc will n>h onr pro|>osal of much of 
its atimet ivencss and insteatij of resulting in indigenous hankers 
dcomjng withing tlie sphere of the Kes<‘rvt» Hank system in 
Jarge numlams will only bring in r* few. We. tla^refon^ propose 
that such of the indigenous hankers wlew de|v>sits d<i not (Tceed 
five times their rajatal shoul^,, during fie- first five years of the 
working of the Itesorve Bank he exempt fniiu the rule relating to 
compul^ry <1ef¥>sits. At the end of that jienotl it would l>e teft 
oj^n to the Reserve Bank to take sucli action in the matter aa it 
mav consider nec'essiiry ir. order to make its credit jxrlicy efTectivc- 

141. We have given full details in a previous fiaragrajrfi of the 
leading and iKirrowing rates of indigenous Ijankers. These cosn- 
' pare favounihly with the rates of joint-stock Iwinks and it is aar 
finn lielief that when the redisrotmting facilities which we have 
proposed! are offered, lire indigenous bankers will be able to 
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reduce srill funfier their n\tm on advtviKVsi to the pnbUc* Wo 
-do not, tlierefore, teel any neco*s?^iiy to unjxm* auy eonditton Hi# 
to the uiaxiniuin rate of interest tc chaijjed hv these hankers 
us a quid pr>^ quo for the hwulities we offer, nor do we think it 
advisaide to un[x>se on the indigenous linkers any conditions 
xvhich would not efjnallv apply to the other member banks of the 
Re«<Tve Itank. W'oli a view to meet the rt}>j>rtd)eivsionH of tliose 
who want u> he as-^nnd that ihe facilities afforded to those mem- 
"her hanks will he passe<l t>n in a large nu^asure to the publie. we 
propw to leave it io the Keserve Hank to m'e that institMtiorm 
re<X‘iving rediscount fioniitie-; from it sliould not eharge to the 
puhliot* rates winch in its opinion are unduly liigh. 

14'i. I'he pn)|s»salH that we have tuaue ahove will go far to im- 
prove ami raise* the status of tlie class ol indigtuioUH haukers in 
India. With tiu* siiiuc pur|H).'s‘ ui view*, tlie Jmscive Hank and the 
eommereial hanks in India may use suc h indigenous hankers who 

memhers of the Heserve I^ank system as iigmits for coded ion 
of rluMjues and hills in the sJitne manner as tliey may nm* a piant- 
Btock hank or a t'o-ojierative Imnk. We do not recomnumd the 
grant of anv other privileges mentioned in (daus<» (u) of jwiragraph 
1.% alx)ve ex(‘epl lliat relating to facililiix for remittance of fiinda 
through the ImpTial Ihink of India or the IleJMTve Hank at the 
Barne rates as are cimrgeil to all joint-stock hanks. 'Diih latter 
privilege sliouhl aut^uuaticallv be ;u*eor(Ied to the indigenous bankers 
wdio are im luded iu (he schedule of memher hanks of the Uent'rve 
Bank. Furtker the Iwuiefits of (li^ Hankers* Hooks Kvhhmce A«’t 
should l)e extended such indigenous hankers as are phued oil ilia 
approved list of the Reserve Bank 

J4d. \Vc have alrcaily pointed out in paragrapli 107 that the 
dividing line hetvseen an uidig**noos h, inker and a mon<\v-lender 
is rather thin. 'Fhat lH*ing the j>ONitfon, we desu*' d to he < learly 
undarsUiod that tlie pro|M»sals made* hv us in paiagrajdiH Id? to 14*2 
Bhoidd apt>lv Cfpially to rm»neydenders who hvatisfy all thi^ <‘ondi* 
lions whicli we have p!eH<‘ii|>ed for indigtuious bankers, 

144. It IS quite coiu eiviible that a large nmuhr r of indigi noul4 
bankers whom* iiriiaupai husiness is not hanking, or who do not 
take to banking as tlieir priniupal buHinesH as soon as tiie IWHcrve 
Bank is established, will still remain tiuisnie the mojK* of our pro- 
|)OHals These will <‘oniinue to obliun their banking facilltien from 
the existing joini-sto< k banks, im hiding the Im|xrial Hank of 
India. We have already referred to tlie complaint that gmKl 
f*«ctirity d(Mw not always eoinmand all the Imnking facilities to 
which it i» entitled, and some of tlie Prfjvincial Banking Enquiry 
Comnutiet^B liave pleaded for the adoption of a more lil>eral fKilh’V 
by the Imperial Bank of India. We strongly MUjifKirt fids plea 
and commend it foR Ihe sympathetic consideration of the IrnperbI 
Bank and otlier joint-stoek banks in the wuntry. 
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145. We may in tlub connection lefor tc a recommendatioii w#* 
have made elaewbere, namely, that an Aaaoeialion of all banks 
and hankeni aliould l>e formed aa early aa {>o^ibie and that sucb 
indigenouB bankers whonc billB the Reserve Bank decides to accept 
liljould iMtcorne full members of the All-India Bankers’ Associa* 
tion and in addition l)e entitled to use the designation ‘ ’Member 
of tlie Central Bankers' .\HK<K*iaiion”. Such of tlte banka and 
indiger»oU8 bankers as are outsidt* the Kenerve Bank system might 
he made asRHuite rneml>f*rs. We are sure that this proposal, in 
addition to giving indigenous bankers a status, will also (end 

to raise the sfandard and improve their hanking methoils. This 
[fnrposjil will not stand in the way <iJ tlie fortnation of Ifjcal indi* 
genous hankers’ ass^K iatkmH sin h as thos<^ tliat now exist ill Bom- 
bay and other centres for faeilitaling co o|)eration and joint action 
by indigenous bankers of the IrK'ality. 

110. Other lines of advaru e suggested are ; — 

(rn Amalgamation of the business of lo<-a) indigeiioua 
Ininkers into j(jint-stock banks ; 

(b> blstabiishment of what are known in Oerinaiiy aa 
* * K<»inniandit' ' principle banks ; 

(c) Fonnati<vn of a co-ojHTativc ba»ik <»f indig(»noiis bankers, 
wbu b would disiaiunt tie* harn/is of tlie members 
ami rcdis< ount the same with tlic K<*s<u vc Bank ; and 
(J‘ Adoption of bill broking as an integral part of the indi- 
genous bankers’ business. 

We eonsidiT tliat it is for tlie indigenous bankers themselves 
to curry out reforms on the lines suggestrai above. We are ol the 
opini<m that if tliev bring their system of o|K*rHUonH more inta 
line with tlie customs ami pnw'tiies of e<uiiniereiai l»anks ir the 
matter of audit and aot'ounts, use* of hilb and c he<|ues, prompt 
payment and r»x’t‘i|>t of moneys ami conduct of business v4rict*y 
in accordance with legal requirements, they can take their proper 
place* in the banking system of the rouiitrv. We have tlWady 
l«‘ferred to the suggested introduction of the “Karnmandit*" prin- 
cifde ^ the prc)|H).sals of the pref'cding chapter relating to money- 
lenders. We iigree that the suggestion is one which slWMild receive 
the serious (consideration of existing hanks in India in order to 
extend the sphert' of their activities without the risk and expense 
of opening new hraiielies. We feel that if the better class of both 
money-lender and indigenous hanker would carrv out the reform 
we have stiggested, there are considerable possibilities of mtriuaT 
benefit for Imth joint-sUak hanks and their indigenous agencies, 
aSrWeil as l^enefit to the tradine community as a whole by the 
provision of improved banking facilities, 

147. Mr. Ramadan Pantulu has put in a .supplementary imnnle 
in which he apparently wants action to be tniren beyond wEat w 
haya recommended in our report . We see %o reason to modify 
the recommendations which we have already made. 
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H!STORy OF MOVEMENT. 

14^ ' C LHOjH'raHoir* wui* ufficiully set up in Imiiii with the 
passing uf tilt* Act of 11K>4. Cooperation was not detined m 
that Act, but it is geiietallj undemtc>od m a voluntary organisation 
ol persoius \sho jL^sixiatc on iH|Uul termg ha the aaiisfac4iun oC#tJtuir 
common ecoiiunnc needs. Jtefore tlie passnig of tlie Act of liMM. 
ex{>enmeyliS vure made by various otliciais including Bir Kdiji^aril 
Ma<*higan and t upium ( rostliuaite in the Punjab, Mr, l)ujH?tnex 
in the iat4Ml Pie\in<‘e> and Mr. L\on m Pcn^.vl. The m>cielies 
organized h\ tliem could at tliat nine 1 h‘ n*gistered only undoT 
the ordn«ir\ ( Oiufiany Taw. A feu soneth^s thtm orgiunzed slill 
survne in the Punjalc 'I'lie Act of uas restricted mainly 

to credit ct>-operatu>n. W'e are told that the general unpmsiuou 
that co-ojjerati\ e iunliV ulcjne uas the object kept in view at tho 
outKt*t 1)\ the lm|M‘nal h'gislators not coned and llial the resine* 
tive .^o|H“ of the \ct ol l‘KM uas ’a wbu h vuis stmght to be 

remedied its cjuukly as possible. In the eourse of 7 or 8 years 
ol workin-.^ of *lu‘ Act of 1904, it became evident that much progroHft 
could not be inudt* under il ui tb<* niuner of d(*veloping rural in^diT 
Tlie antire working capital of llie movement in the year 1912 wa#f 
less tlian Us. 7o lakhs. In that \oar, a K^eond Ad uas ptisiH‘<i if> 
sniH-rse. saai of ihi' Ad of P.Hil The new Act H of 1912 cxpreshly 
re<'ugiu/ed tle» t*xt< nsion of eo-oporativ<* activity ti more (tuiiplex 
forms Ma li as si'<‘ondiii\ Isidios hk<’ eenijal hanks and umons U> 
finanee and su|M‘rvise the pnmurv societies, lYo\iHion was also 
made for iht* n‘pi.*^tration of wndeius of varioiH tyfH‘H aiming^ 
at [Homotion of e< (Uioniie inter(*st of their members, sfxie- 
ties dealing mit ofilv with credit hut also with purchase and sale, 
inRunift<‘e aiui otIuT varioun i!ipe< iali/«Hi fuiu tions ( urried out hy tlio 
moat rc^ftt t>|K’‘s of soeidit's elwuvhere. 

149.^ \V')tli the passing of the A< t of 1912 the movement c^liteted 
on the s<*cftnd stage of its progress. It must, liowever^ he men- 
tioned that in spite of the removal of the lirnitatioim impoiwNl by 
the original Ac t, and the creation d for wweral forms of non- 

credit activities, the jireponderatirig element in Indian t»F*operation 
is still credit. TWs apfiears to be natural not only heveuse credit 
is the simplest example of io-ojx^rative endeavour that can be 
introdMceil among a ruml population wliich is largely illiterate, hut 
also b^'aiise credit continues to be the most inaiaient n^ed of the 
Indian cultivator, who is weighed down by the burden ^ uaory and 
cbritlic debt which crtiab ‘The Ufg and thought’* of rural Inditl. . 

( ui ) 
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150. 1 he rnovemenl entered on it« tfiird .Htage of developnaedt 

ufter the puliliciition ot the rei>ort of the Maclagan Com- 

luitlee on C'o-ojieratiun m 1915. Thnt ( oinriAtee exanuned the 
moveiiimt in all anfieetn ainl made many confitruetive profx^sab 
of a far-reaching (dianiiTer for the further development of co- 0 {>^- 
tion. lVo\Mieial < o-opexativt‘ hanks have since been CHlablisljealn 
all iIjc pro\inves except the rinied rrovince^, hir.^ely an a result 
of the retomncisiidatioDs of that toiumiUee. 

151. On tlie }>asHing of the (lovernnu nt of India Act of 1919, Co- 
ofvoration hccarne a provincial sul>j«>ct to the Tninsferred Depart- 
meats, and the loo^einent can be wiid to liave • tiiere*! or 4 he fourth 
stage of its development since it l>egan to l>e administered by the 
niinisters under the reformed constitution of the Prov incial tlovem- 
rnents. During the earlier years of the working of the reformed 
constitution, tlie devetopment ministers evinced mucit interest in 
the jexi>ansion of the movement, and sinec P>21 there has t)e<?n u 
large luldition to the iniinlier of srkneties all over India- Later 
•efforts are, however, Inniig directed more largely to the consf)lida- 
lion and rectification of existing wx'ieties than to further nipid 
^xjmnsion. The provinces of Dornbav and Burma have replaml the 
Act of 101*2 by local legislation in 1925 and P.KiT respectively. In 
Madras a Bill to replace the all-India Act has l>een intnxhiced into 
toe kH’sil h'cidature. Anotlier im|X)rtant step taken in connection 
with encouraging (O-oixTation. after if he<\ame a provincial s^ihjec't, 
has been the institution of committees of enquire hy various pro- 
vin< es. 1'he Oakden Committee of the United Pno inces of Agra 
and Dudh, the King Committee of the Centrul Provinces, the 
Townsend ( ommittee of Madras ami the Calvert "Cononitlee of 
Burma have alrt^ndv published their rejiorts. The ap[Huni?nent of 
ftirnilar comhiittecs in other provinces is under contemplation Rome 
of the Provincial Banking Kmpiirv Committees hatye ddihiiely. 
recommended tie anjxiiniment of such comnnf tec-. 

ThK PRK8RKT POSITION. 

152. Started in 1904 with no unttxedent re<'ord 4nd having 
made blit negligible progress dill 1912, the movement has today 
Hssumed larg^, projxjrtions piirticularly in regard to the %gregat« 
luimbers til sixNeties, their menil>ership and working capital. The 
number of societies in British India and th^l Indian States ia 
now nearly KKhlXK), of which aboRsi T5,(K)0 are in rdhe or ten 

Staler. 1’he credit mxnetiea alane hi British In ?ia ipimber 
wer 7S.000 on the 30th June 1930 and count n<ira rbaii three 
mlllkwa members with a workihg cafdhil of over Bs. 40* ci oral. 
TWr average jnimib^rship is gon^ewliere betw#>n 30 and 40U^rh« 
niimlier fit non-credit societies on same date is al>out Uf OOff 
with a membeimhip oi 650,0(% ani working capital of about Rs. 6 
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CTOtw. The centml financing inaliiiitl'bnt^ Jike the ceniml bankn 
aiul the hankini: ittvions are nearly fiiK) in miiiOier* of which about 
6(MJ aie in liriimh l»dm. The entire working capital ii: the move- 
iuent ch ahui»t Ks 5(i crort**i (exchuling loans ruti.U' h\ s^^nmirnlary 
txslu-i to pnncin MKicties and de|K>sits made hy tlic hiUeV will) 
th^formerK Of tins anuniiit, about Its. It crurcs eoti'^isl of sliare- 
capitiil and rcst‘r\e. a*id tfie rest of tlei^Us and Kams from mtunO'is 
and iion-mcmlH*rs On the familiar assumption (hat 41 rural famiK 
consj.-.ts <»f :» m<ul>cr'^ on tin* aNerage, the meoibership of three* 
miliK^n mcauN tiat la mdlum |HMiple m India ba\e been touchcHi 
h\ the (‘o-o}>prati\ e iredit moveiiumt. ibe i^n’Ctuitage of (b(» popula- 
( ou K('n(*f'ied b\ the nj»>\(‘njcnt in \auous |)ro\mcvs is as follows : — 
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153. We give belq^ji^^ reeent dUtifttics (m on fie 3*>th 

June IlKK)) relating to tlie co-operative uiovemeiit in India : — 

I.— Agricultural Cretht SocielieB (inckuJing' mortgage banks). 
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MkTH(U)S i»h lvAISlN(. CKMI^W. 

154, In <l<’srril)in^ tin* < r<Miit of the f:iraier iu (‘liapier 

VI, It VMiH |K>iiiU‘il oiU that ruml < redu lol! into two broad (utofjo 
rit^s : short term and intfaiiM diate ♦ nalit. in winch loans were 

HHurr^d mostly on j>t‘rsona} ^oiaranlcc ami torn|H)niry a^'ncii’tnral 
wealth . and lon^^-terni credit 'a hirh wa*' leased n}H)Ti the penna- 
nent a^ru ultiiral wealth in the shape of land or bmldin^s. Opinion 
on coofxn'at ive credit has now er\ st.dhzcil round the iiiea that fhese 
two vara'f tes of (u dit c annot he supplied h\ the S4iioe 1} pe of C<e 
f>fHnati\e (.rea inzat ion and that two differt*nt ty|M^< of them are indls- 
l><^neabhc Ahmwi all llie IVovimaa! roinmitie’ S, ami alnioM every 
(Oinf>etent authority on co-o}X'nitnT cretlii in India, are a^re<Mi 
that the exist primary srx ietjes. eenfral banks and provincial 
%anks\ lyv reason of tlie elniratder of llveir resources and other 
obvious limitations from a hankine point of view , can supply only 
the short and intermediate crtniit. They are also aL,ree<l that the 
Jty[>e of i'o-ofwrative orj^aniriition n»ost suited to provide long-term 
Sries : (1) short-tenn and intermediate credit, in which loans were 
IfcjTpe of inatitutiona raises credit mainly ky deposits and loans, and 
^e^sieoond type by debeii|iire issue, the share capital in both cases 
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only a siiKiil jx^rtion of the working »"upitaL We dm\ 
in thi« cliapier wufi the firnt ty})e of inj^titutions.— prunarv 
central banks and [>rovincial l>anks.-^~and leave llte other to the 
next chapter. 


THK riUMAUY HoCJKTIES. 

I’lse rnuiiu'ia! struc tore v)f eo-o)H‘t atn e is bastnl 

fjpon what an: kfuiwn as tlu‘ prunarv MK‘uiies. TheH*^ 

v^latdi ura'* a-MMiannn'x if In‘iM)Uta> and noit-lunnmera, 
(aifisi-t of tlit? lo^alentH ol ii kMalus who kuiAv one another and 
mav naturaiU be e\|xMarii to lake mteie>t in one rmotlier’s affnirfr*. 
TinV ai ran^enuMU l»nn;:s tt>;.:i’ther jx-i'^ais of difl^aanit slalun in li/t» 
mio a eotninon <s unointe oigain/. ition atel helps h»sti‘r a tnu‘ 
^{MJl of »»«|Mr,!Mve !>} o1 laa }a»oti ; and \s e a:0<'(*' watli thi' leeoin- 
luendwtion <*i iho foreign hankin;: expel t'; iliat nu^nihf i sinp of pri- 
mary so< letters should not In* ((udiiuai lo ji speenil efeed , Of 

eailmg or to a (aftatn nuini>er of pi'opk' resident Jn a ksaditw Tin' 
rtiral r redit ‘^oeteties are iin>stly ‘shajHai on what is known as tho 
KaifTeistoi model, after Ihiiflidstai , tlie famous (Jertnan l omperatiir, 
\vho><‘ rural credit system proved a gifuit factor in the e* laiomic 
nveener^Oion of tla* (lerman farmers. ddie stnietm'o of theso 
Boeieties is sim|d<‘. ivvery residmit of a village who, in the 
opinion of Ins fei!ov\ -mend)ers. is a ihtmui of gfvnj ehuriH^ter 
eligible for memlu'rship. The tangihk* aH^ds of ifie mu letv ton- 
sist of the {property possesskal l>y all llie memlM'rH tliei eof, tiie 
details of \vhn h are-* required to he enterta! in a list e;ilh‘ 1 ila* “l^ro- 
pertv Klaleuiei r thlaisiyaU of tlie society. Thn w [•eiaodicainy 
revised, usually orui^ a year, and brought up to date. dTie carefal 
prejmraiion and revision of this Htalement in of tlie utmost import - 
anee for the pro|K*r working of tie' '-o<aety. In some |(K'alitieR rnein- 
In^rs contribute a Hinall share capital and in others they do not. In 
the Punjab and tlie Tmted Pnivinees, the WHudv Isised on sliares 
has fnan the first )>revaiied ; to a great extent in Madras and iVurma 
al'^o. In oih'T [>1(0 Hu es, itie ^han* and non sliare si eMUies llourish 
Bide 4 jv side. We are of the opinif>n that the encou'-ar’^ejnerit of 
ftnbs<"riplion U) share eafiital hv meinhers as a rrudhod of eolaadion 
of savings is to he preferred to a KVHtern of ((UTipuis/irv de[H>f«its. 
TIh^sc socieli«*s are ex[>eeted to raise lotadlv ion tVie joint 
lialuhty of the rneinfv>rs) capital to limt out to the rnernlw rs an#, 
whenever necessary, the local caputal so raiMul mav Ive auiiple- 
mr'ntcd hv small loans from the State, defxisils made hy f^iend#i 
and Bympathisera of tlie movement who are non-meml)er«, and Ioann 
olitained from fvntnd and provincial banka. We do not rerxinl* 
mend under existing cttndiiiona that primary^ s/xietien Hfiotild 
make any Rpecial effort to attract deppaita from non-rnemlwa by 
offering high rate« of intcre«t, for thia would fnistrate tfie aims of 
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the rnoveinerit to bring down the general high level of in tercel 
rates and to provide the rural co-operatorg with che^ an3 control* 
l«*<i credit. Moreover without the aid of an efl*cient and well- 
organized Central Hanking Sysiern whu h can a<'t as a true 
balancing centre for primary gcxieticH. the latter cannot 
receive and utilize non-inernh*^ni’ de|X)sit« without risk and 
with [irofit. ThcR* HCK-ietieg should, however, serve aa 
savingH banks for their rnernberH and proniote tlirift. The liability 
in the agric ultural rural HTH-ietieg is generally unlimited. The url^^n 

( irirnary srs ieties winch are modelled on liuzzati's People’s Banks 
fl Italy and Hehul/x' Dtditzsc-h Frxieties in (lerinany adopt (jli© 
pritt^ipfe of limited liability; but otherwise, iliey follow' the 
essf^ntial ju iia if><er of eo-ofx'rative credit wdiidi cliaracterise the 
rttral so' ieties h*ised on tlie Haiffeis^ui model. Ctu iaii; very definite 
and riiiid jirineiplei are laid down in the matter of the grant, utiliza- 
tion and rciovery (»f loans, d’he most im|xjrtant td tliem are ; — 

fl) The maximum lK)rro\vmg power of ilie society is fixed on 
(«»me unders^audabie l>asis, surli as a definite fraetrai of the net 
ftssids of all the nIemtirrH coinpimmg it. It varies between Jth to 
Jth of the value (»f the net as.-cts in the several parts India. 

(‘J^ No loans sliould he advanced for an unproduetivi* or wrote- 
ful object, and tiu' scrutiny of tlie pur|iose of th»* loan is an imjKirt- 
aut function of tie* Pancliayaf or ttie Managing Coimnitfeo. 

In lixm;.; llu* individual luaxiinum lairrosvm;^ puvver of the 
irieudHrs fair latitude is allowed according to tluor ueiais. Such 
maximum hears a <lefinite [»ro|>ortion to tlic mdividn,»l of 

the inernher and does nut oralinarily exceed fifty per <\'n! of the 
value thereiaf. The purpost' of the loan and the rt' [laying ('apacity 
of the burrower eonslitute the imjw)riant factors, in determining 
tfie amount of tfie loan wiihm tlie prcM ubtal maximum limit of 
the borrowing jxiwer. 

(4) The rnetnberg should ke<»p mutual watch over Otie aimihcr 
irj regard to putting the loan to beneficial use and in the rnatti^ 
of the timely discharge of the dues to the Society. 

(5) The instalments of repayment of the loan should be Bxedt 
with due regard to the repaying capacity of the borrower ; when 
the borrower is unable to repay on account of any just cause, 
Ijlite failure of crop, a suitable extension of the period of repayment 
m made and no undue pressure is brought to bear on the-fcoirower, 

(6) The sharelK>ldiTig and the rate of dividend are restricted* 
The principle of 'one man, one vote' is obeerved almost aniverBaUy, 
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irres^tive of the holding of BhajnesB. Th«m are also rigid 
trictions on the right of the meiiil>e'f k) iraonfer or charge his share 
or interest in tl*e capital of a n'gistere<l society. Such sJurre or 
inlereat is alsc> not liable to attachment or wde by courts or in 
insolvency pnxwdings. The liability of a memlwr for the debtn 
id the KK’u ty <\mt!iuics until the exjurv of two years after b« 
to be a member. 

(7> Tlio, s<H i« ty liiis a prior t laim, to that of tlie Gov- 

cnuineni’s dues, <ner (itlier crediUtrs of the nienilwH in the matter 
of enforemg any ouistamling dematuU tine to the society from a 
memlkT or past memln'r for moneys advanced for agricultuwil 
reqm sites. There is, however, no s|M‘<*ttic charge nor does th# 
^ prior (daim extend to all a<ivaiu'es rclahng to crop finance. Jn 
Homhay, the prior claim under the .\lMndui Act is convertiid 
into a first }»y the Act. We do lot consider that the 

jiresmit legal provision m Section lU of (he Alhlndia A(i giving 
tjO tlic sot icty a prior ciaim is sat isfactorv. We rerommeiid that, 
as in lioml)a\ . the prior ( laun HhouUl converteti into a first 
(iiarge. 

(vKj ^I'hc .‘kKaetics are f)laf'e.d under statukiry obligation to build 
up reserve funds. Section of tlie Act deals with reserve 
funds. In nomshan* socictucs the entire surplus j>r()fit ia 
( arricd to tiia indivisihli* rc^cave. In fhan wmicIU's alsf) the idea 
(hat the reserve fiiml is one aiul indivisible is recognised, and no 
di>trihuta>n of [ rolits permitted v^ithout a s'll ' iaiiti il portion 
l»emg" (arric<l to the r<S''erv<‘ fmei. such portion hcing i,(*t less 
than {M r < ent < f the pr<jtils. In Ma<iras, m t! r ( of the till-* 
jimitcd hahihty Societies the rult* ih that not h*sH than onr'dialf of 
the profit. s shall h<* (iinual to a rcK€‘rvc fund until tliat ftmd i« 
equal t<j one-half of the total liahilities of tlie so<aet y otlicr itian 
reserve and share capita!. The value oi tlie reserve fund as ft 
fyifcguard against the unlimited liahility of (lie inemhers to 
make g<KHl anv prolaihle los^ is uppreciate<i an<] the desire 
to build up fCMTve futulK is in evidence. TIicm* reM*r\c funda 
are generally invented by [>nmarv soeif-tien in eentral co- 
operaAive banks. The United IVovinren Provim iai Bfudripg 
Bnquirv (‘ou^nittee ref>ort that in some aoedetieg it the finietici 
to lend mooty to their mernben^ out of the renr^rve funds and ag th« 
rMmlrt?rB theniPolvfH arc ownera of thow fiin.lH, it hnjt licfn JiO#- 
ftible for 40(h.Acx*ietie« wdiieh have ftdo|^ted thi^i procedure to redneo 
fheir rate of interef^t. The question whether fioeietiea should he 
permitted to urn a portion of the reserve fund aa their working 
capital han arisen from the fact that the Central Ihinkg pay a 
low rate of in tereat on the reaerve fund tc aoeietiea while the rate 
charged on loana ia mneh higher. Tlie Townaend rommittae 
recommended that Central Banka dioiild lend to ftf>ci>tie« at con* 
oeeaional rate auma up to the eatenl of the reaerve fund in depoait 
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with fcliein, and tha^ after the re^rve fund of x society aggrepitea 
to an ap[)reciable {)ereentape of llie stxiely'B total working "capital 
the excess nmy l>e f>enniited to used in the society's business. 
We rtM'onuneiul tfu: former |)ro)Ke>al for the conHiderutioi; of the 
^uthoritii^H concerned. In the prehent ftage of the development 
of the movement it is safer !o kee[> the resr*rve fund invested in 
central liaf.ks .ton not to |«*nnit the s(x:ieties to lend it to their 
nienile rs. 

Jot;, in a reeihlen d him itay, unlimii<al iialn'ity, whatever may 
l>c ilH iinpit<,tt lonH in stiK I legal tlieory, amonrits in co-ojH^rative 
prtu'tice mer- ly t<j tla* ( t)ntrll»utlon•^ which a liquidator ma) levy 
ill the* proe'<‘ss ol h(}Ui<liitie>n ; m ieilrcr v\or(]s ii is an ultimate con- 
iritaiteirv hahihtv ulmh uiimm wium a >«K K!ty wouial up. Iw 
diX*H itof mtvan that any or all the Me‘^l.t^»r^ may .sue any iiicmheT 
for llie debt due to tl»e‘m. As e*\pkuneal clearly hv Mr. Calvert, 
the loHs in a e'o*()pe*rat i\ e ^<H*iiay will fail iirsliij on lla* :i»e.nher. 
Jircondlij on Ins sureties, thirdly on the* n'serve*, fotirlfilij on the 
Aihare* capita!, HUhhj on unlmnieei hahdity of tlu^ inemherh and 
JhifiUy on the creditor^ of the ^oec'ty.* lApencnce* lias shown that 
the' |‘ioN*el}oTi to lh«^ creditors i.s ample*, iind ihw mainly Jti coiml ' for 
the resulmcss with wlmh the* public invent lluur nmneyF^ in co- 
OjMTalive l>anks. It is true that the* unlimited haluidv does not 
carry with it an t>hh»;ation against aheuiation and that if a member 
basing iicknow lcd:.:e‘d his nnlimiteai liahihly to lus sex iety }>rore( <i.s 
to encumlK*r or (lis[)o.*x^ of his material posse'ssions, tlie security 
to (le|M>Hiiors w ill fira /unto la* elimimslieal. In prae lice\ how ewer, 
there are many safegnartls against rta*ourse to such dlshf.resiy, 
which euitail promjit sle|>s l>eing taken to recover any outplanding 
loan and to eX|Hd the member. It is this lial>ihtv that subjects 
na inht'rs to mutual waicli oveu* eNu h membe r. Mr. Wolff very 
aptly iMUiits out that ' ‘ IbiilTeust'n aelopted unlimiteel lialulity in 
order that soe u‘ty sheauld stand on no etiepictte^ wb)» candidates, 
eonslde'r wedl whether sucfi were eligible and un^[>aringly HU}>er- 
vise^ them” A ( '<v(»|)e^ratr)rs find that w ifii the observance of tliese 
pree auiions, and tlie restrii tion of loans to members selexd»*d for 
their honesty, tiie unlimitt'd liability is of great practical value in 
raiming and dispensing lavojxTative rural credit, imtead cf being a 
danger or a snare. We have, }>ovveve^. no o!>jeetion to liinited 
Ikdnlilv ^vX ietie^ being encouraged un places where the cn opera- 
tive mo’ t n ent t ennot make a great headwav under the unlimited 
liability ^ystrm 

I'ftE Central Banks, 

# 157. Tlie (xxoperative primary anxieties in a sj)ecified 
area are fedenited into a central sotdety which h called ft 

• •• Tbtp iMW taxi of <N> op«rotioti ** by Catvort. 40 

t Co^pomtioo in lodia ” by WoUf, pogo 03, 



RUItVL FrKANCR — 0CH>P»RATIVK OROAKIEATION. . 


n\ 


'‘‘Gentfai Bank ’ or a 'Bankini? Union* . Hit*tori<^{illy apeakin|B[» 
the appellation ’(‘tntml bank'* ia imnl wlieii the <TnttJil aociety 
as its nu*rnU*rs not only prnnarv stK'ielies. hni also iiidi* 
vidnalS. Tlic plimsi' ' liankinii Union*’ h used when inf'inlM^r^hip 
is confined lo m>< leties on!v and individual ineinlHM's are excluded* 
In praetuv the ijilicTeiu iali<in is ^nulually dis^ippeu? iiu; and U)di* 
vidua Is art' (u he found as members in most t o-openitive banks 
everywhere. We sietll llierefore refer to both of tlies^' institutions 
as teurral haul;-, ‘I'hese eenfral l»:mkin^ .a !on t are geiN 

erally IixaOed .it lie.uhjuiu t»us of, or otlier im}>ort!int towns in^ 
tlie districts and Icua <*n thesr boards of tuana;^u»ituuit some 
individuals vi lutliuiue and hu-uufss <apae.ty. besides 
xupresenialiM' V uf {•nuiarv s«xiotics. They liave, therefore, 
\er\ won the ci>ulul«“iu aa of the puhls aud are lodav a factor 

to )>e r* ( kuia d with in the Indian nuuirs inaikel. W «* tlo not 
r<H*ofnmend th<‘ <'>a iu.-u»n of UHbxulual ioe!nh*‘rs Inan central ro- 
0 {’(*ratrac losk-; I u1 w <* aeree with lla' Ma' In.cin ( 'anouiltee (Ui 
C’o-opvrat i« at , fls.'t societies’ rcnrc^-cntai i\ <ss should icixa* a pn**' 
fKansleral uie x.na c in their ?uana;:ein<Mit . I'h ' . » hank^ fnanee 

the prinuirx ( rtald socu tu s and ah«> a<e as halaucm; eeiilrixs to 
them, afKi a> a rule do little commenaal l«ankini^ Their resources 
famsist of their owned i-apital hshare eapilal and r»^si‘r\a‘ fundsi ; 
dejvisits of \arious kinds, kik h as ftx<‘d, current, iccurriu;^, aiul 
prudent ; provident and savin^^^s d<'|K>sitH ; overdrafts and sluirt term 
loiiio from the Imja'rial Bank of lihlia and s<un»' jcunl hanks; 

and loans and ad\ances made by the provin< iai hank and sometimcH 
b\ otlier central <‘o c>pcran\c* hank*^ .\nollier M>ur< e of dei»oHit;. for 
central banks is tlie surplus fuiuU <»f prinmry siniclUM afiihated 
to them, more particularly tin* rout riiuiiions to tlic resrrxe fund 
wliiidi are rerpiired to {>e separately invcHUal m the t i nlral l)ank 
Their jiosiiion in certain provimass lias f»eeome so that 

rnuni<‘ipHlities. 1 <k*uI laxlies, universities and other (fiaifii puhfie 
Ixxbes are allowed to dejmsit tliejr surplus funds with ihrun. Tlie 
central hanks are ahle to attract eafutal uhi< l( at nre.rnt is arupie 
fer the icijuinma nlr of the moviunent . and in Home jtr»)viuces tliey 
obtain defsisits at as low a rate of interrst as 4 per cent. In makmp 
Toans, tliey ohsi^rve in the mam the priru spies f»f <‘om|K'rat ive < rrdu 
vvhieb were enumerated in deahnp with the f»riniar\ xm let v. Th<» 
divjdend [*iiid by ttieiu is rr»stnet**d by .statutorv rules, md does not 
generally exceed 0 {>r*r cent, tboupb in a few prtiviixe^^ it is as 
TJ per rent. Hv leci^latitin the maximum rate is fixed af 
If) per cent m I^embav As in the erisi* of tf»e liruih d Ijabihfy 
societies, Jo isent of the eenfral bank’s net profits arr* required 
To l e eai’ned to r. reserve fund. These lianks are required 
maintain adequate fluid resource*^ to meet tfie d^ poshors* rkn'mA* 
♦be stamlard of such ix'sourees f>einsr fixed by l! e lUxisirnr : an«l 
^enenifly sfieaikinfr they are exf>ected to follow' (lie rule« of >*rrident 
Irnnkiu!? like eoniniereial bankfi. In practice tb ^ sfarehrd in even 
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more rigid. The hauler are required to nmintain a fluid qeinouroe 
regt«tei Hhowing from day to day the amount of fluid resound 
quired and the ainount maintained. l1je fluid ref^Hiree^ ar^ main- 
ittined tn the nhape of ri) <a«h hahmeeft on hand, <iM |indrawf! eaa^ 
credit with the ImpKrial Hank of India and with the provincial cxk 
O fx^rative hank and t^t> (fovernment proiiujisory notcB. 

In orthT to pr«*leet the r|efK>sitorB, and to creau' eonfiden^je in 
ihe rrnmlH of the [Mihhc and of the commercial banks that have 
dt'aungh with Co*ofH*raUvt* hanks, it has l>een suggested -that the 
limited liability of shareholders in central banks should be coupled 
vvitli a res<*rve liafiility of about 5 to 10 times the sliare r apilal. 
Tluiugh we agree that the res<*rve iiahiliiy may be fH^rmissible in 
Hie cafHi; of shares lield hy wK ieties. we do not approve of the siig* 
gestion in so far as it aj[){>!ies to individnah wlio an^ members 
Kvi'ii in the cas«* of WK-ieties. w<‘ considtT that such resi^rve liability ‘ 
should be restricted to llie face value of the shares and init »o K)rn6 
jnultiplc of it. We would in this connection invite a releience to 
paragrapliH 1*21 and 122 of the Maclagan ('onnnitt<*^^’8 re|K)rt whicli 
Hup|M»rt our ('oncluHion. 

In order to pr<wid<‘ against |osk*s which mav ari^‘ from part 
of ’he fund-j inM'sttd in finnuirv scKictles jirtvmg tihirnateiy irre* 
c(n<*iahl«\ we rt'<<unmend that c*uiirul hanks should start a had 
(icbf fund. cari N ing a n^nsonahle amount of the profits to tluit fund, 
in addition to tin* s(atui<>rv allocation to rcs^rvt* funds. Wc are 
aw’irt' that the r<*^irvc lund itself i.s intended to met t irretoN eralile 
losses. Hui in oiir opmion arra!)gein»*nt is not a sutlu icnt pro- 
to creditftrs. In the tirst p)a<c. the kmovc fund in 
jfTiuticr is hftt drawn u[Ktn to rc<a>up lossos umd the bank is put 
init liquidation. In the next plata*. the tfm|»tation to pay divi- 
dends r>n shart's at the maximum rates aliowtal e\en m yearK when 
then' IS a (b»|»r»*(aation of assets hy the deterioration of debtor 
li<K if'ties ( MU ( idv Is' cheeked hy < arrving over an ade<fuate portion 
of the pndits to a had debt fund. The quesn on of dividend Jocn 
nc t ari-ie at the time when the statutory allocatiofi is made fo 
the refk^rve fund. 


Thr Provincial Baxkf. 

15H. The ceiitml co-operative hank.s in all the Governore* 
pnninces in India with the exception of the TTiited Provinces 
of Apra and Ouclh have in their turn federated ihertiielvea. 
into higher central societiefi called apex bank^ or provincial 
hankat The Unitt^l Provinces Committee have recommended the 
"^eatal)lishment of a provincial bank for the province, a recommenda- 
tion which we atrongly support. One Indian ^ State at leasli 
(Mjraore) has an crgani74ition approximating to a pfovi octal bank. 
Theae provincial banks are able to attract the capifiij r^uired for 
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fcl^e movemeni by men^ne^ of depo<^it«j at fairly cba^ap rata^? of 
inlareBt. The provincial banks a<"t as financing agencies and 
balancing cxMitres to the t'entral banka. They derive their funda 
much in the same way as the mitral banks do. Many ot tlicnt 
enjoy cash credit and over-draft arrangements with the ImjH'rial 
Bank of India and in certain provim^es with other joint-stot k banks. 
They also get idiort-terin money and tmll-inoney from many com- 
mercial i^anks. Some provincial Imnks are known to lend their 
surplus (gmin to otlier provincial banka. Tin* Indian Trovincial 
( x>-o[H^r?itive Hanks’ AsHcxiation ix>-ordi nates the activities of the 
various proviiu iai nanks and supphen them with information aliout 
the financial nNpnrements of the banks. In sbort. nuinev flows 
from the proviiu iai hank to the (‘entral l ank and from tlu' <vntral 
hank to the rural wx-ietien and from them to the indivulital hof* 
roweis. 1 he inuteriymg idea of this fumiuiil di^l^^hulorv syrtem 
is tliat tlie resoiirt es of the scx-iety should he mad*' available to 
thousands of small ctdtivators who need act'omnuxlation '‘thinning 
out the -neani c f the water collected. ” as Mr Wolli figuratively 
puts it “sending it in riits over a t>road surface, so that irrigation 
iua\ he [Hufeci mul reacliing every nxit to he watered 'I’he 
^niestion whether the stnu ture should not he (aunpleted by an All- 
India ( 'o*o|X‘rative Ikink at its a|H‘X lias oft^ui l>e('n ' oiisidered, but 
wt‘ titink tluit when the Heserve Bank is estahlisluMT the need for 
an a|>ex faink for lh«' provincial hanks will no longer Iv felt, as 
tlie provincial hanks will tlien he provided hv tiu' Hes^'rve Iknk 
wifli all the finarieial facilities reepiired hy thcnc At any rate Wo 
s^'e no need for an a[>ex liank for tlie po w nf, 

l*dh It has Hugges!<ui that as tie- fahuir of a provmrial 

hank might \a rv s« ru)U'^lv affect, if not destroy^ the wlmle ^o ojktu- 
tive tnovement in the fxovirue, it is desiralde to transform the exist- 
ing institutions into s^xs ial registered instiiulions with |mrf of ib® 
share capital suhw'nhed l>y tlie Provincial (iovernrnenls We ar<>^ 
not in fivonr of siwh tnuisforrnation. We recommend that provin- 
rta! banks should continue to Ik* luxlies incorjwub'd urnler the Co- 
operative Botieties' Act. Proviiu iai hanks are Ix^st miited for link- 
ing op the XM:.fverative credit organization witli tlie geuf nil fnoney 
market and commercial hanks, and should he managed on 
(Ordinary business princifdes with due regard to the r^fKxdal rnpnre- 
ments of co-operation. These banks should not deal dinctly with 
primafy credit societies and should consobdate and slrengthen 
their position as financing agencies and balancing centres for tb« 
centml banks. We consider it desirable that the executive b#nd of 
a protHucial hank should be a thoroughly trained banker with com- 
petent knowle^C of the principles and practice of co-ofiemtive 

^ Co optimtiM In Xiidin *’ by WoifI, tti. 
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IfW. This credit structure of ctM){)erativ© organization fur- 
ther buttreased by certain forms of statutory control vested in th© 
R^'giHtrar, the most ii])f)^>rtant of which is cnmpulsorv yutiit The 
Act lays down that tlie llegislrar sttall audit or cause u> he audited 
by some fMirson iuiihorized by him, by general or sjx^cial order in 
writing, in Uus htdialf, the arc4>unt^ of every registered society one© 
at If asl t ' erv aitfi that the aiulit shall nc lude an t xauuuat ion 

of oveffltic debts if anv, and a valuation of the assets and hafeilities 
of tb«‘ MKietx. '(*be audit is, therefore, not a mere exaiuTnatlon of 
}>fX)kH ami pn paration of l)aliiiu‘e shfsd*^, Tlu‘ full iinpRcji^tions of 
this statutory definition of co-op-fat ivf* audit liave been expiuiKUfcd 
at leu^fb i!ir Maelagaii ( *t)nui»ittee in j>armn*pbs ‘)I ’o of 
thfur report. Wr re|»roflu< a* f»aragrafdi . 

“DI. The (fTiiM f)f the A^-t expn‘ssly require tliat t!ie audit 
shall inclufle an exannnation of overdue flebu and 
a \<iluati(>n *)( a-^sets and habihlies. By tin-, iattef 'we 
undfU'stand tH)t iuerel\ thf‘ }>r(q>arat ion of the halaneo 
sla ets of sfHuetieH hut also a sufibufuit eherk. in accord, 
auce with sueh rules as the Ite^istrar nia\ la\ clown, 
of the lint of flie luaierml a«s4*rs of tla^ inein!>erp. 
'Fbe rudd should, in our opinion, evtfUid soinewliat 
hevoiid the l>nre requirements of tlie Art. and should 
emhrarr an rnquiry into all the nrnimsfnnce}t v hich 
(iefermtnr the genera] jumtuni of a st^ieiy, U 
would for instance he the duty of tlie auditor to 
noti<*e any instances in which tlie Act. Rul(^, or 
Uviav\-« havf' been infringed: to verify the t ash 
halaiH^e and certify the c orrectness of tlic* acTount^s ; 
to aR(‘ertain that loans are made fairly, ff»r proper 
periods and ohjeeds, and on adinpiate security; to 
examini' refYayrnents m order to hcK>k adjuat- 

nuuits or improp'r extenaions : and generally to 
(hat the society is working on Hoiind lines and that 
the roinmittee, (he offieers and the ordinary mem- 
hers, understand their duties and rei»pon«ihilitieH.** ^ 

AiX'T\nu ro-orFR\T!vp onc.ANrTZAnOKft. 

161. To coin|>lete the fiu ture we iniis^i ref©T to the Indian Pro- 
vineml Co~op^rative Banks’ AHSocuation and the Alhlndia Ca>- 
oj>erative Institutes’ Assoeiation. The former Assmaaiion, which 
comprises all provincial hanks in its memlYCrship, has for ob)6Cl;, 
among other things, the furtherance of coiiunon interests, espt^cially 
in matters of finance, legislation and administiration. The mAin 
object of tlie latter is to promote and extend oo-oj>eratioii through 
the meml>er institutes and to furniah adi^ice an^ aij^iatanoe 
tnember institutea on all co-operative qiiekions. We uilderstAiid 
that the present Co-operative Societiee Ac# does not provide for 
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tlie regiflration of fioeietm of an alKIndia rhar^ct<?r like (bos6 
mentioned af<>\e or !^>cietiea operating over more than one provincj^* 
We retxmimeiHl that ilk‘ Act khouid Ih' iuiicndixl tt> provide for mtch 
registration. If this is done and the workinjj of the two 
instittiUons strenLitliened so as to i lake them as c(vord»nating 

agencies m lie* matter of finam'i* and rt*s<»iio*n, v\e tluiik that U 
will not ika r ^'sary to m i tip another all-in Jia lH>dy, ro/.. an ali- 
India4. t' ( ouiicil with adtninistnUive or rontrolling fmic- 

tioi;.- a>* Mi-gi-tr ! h\ tle‘ foreign t»unking e\js‘rt c 

ltV2.* It whl ht* S4‘t*n from the preeeding paragraphs tliat the 
^undness and stahihty of the co-o|STalive structure det^ribed 
IliertMii dejx'ixis on the olisi’rvaiH'e of tht‘ princifih s and priw’tu’O 
of <o 4»|>»Tativ» t reiht lutxUioned above. \uth a ^‘ah*^alion tlmt co- 
of> ‘’'alit»n i- an e reani/aiiun or metliod of dtinv;* l»uhines«. t n the 
efficiency of tla^ statntorv audit, amt oti effixtive internal Mux^rvi- 
BiOQ. 


N \T( UK ANO ecni’OSKS OF AI>\ A\( KS. 

103. 'riie rural ( o-ojM iative wx ietjes which arc worked on the 
bas!\ of nmtual gimruntce and on uniiiriled liability are now 
generally crnploycxl as agencies for granting sliort and intmiiediale 
credit to agru ultunsts. "rhis form of credit is dinxmaod on jX'r- 
sonal guarantex* and on suretyship. Mortgage Ks urity is also 

taken awl iti some* pro\ inc iai an*as like the Houlhern districts of 
the Jl atlfas I /r'- cfMicv loans on mortgage’ of iinrnovalile pro- 
perly fonstiluo* a ( cui'^idc-rahlf’ pat ion :»f tlie total out standings. 
The Ibhar aaid flriswi ('omrnitte’e rep)rt tluit tlie central hanks 
and the rural credit HCM ietii’s in thc‘ prcA'ince ha^c generally 
adofded in tlie last fvw yc’ars the* plan of taking collatc-ral sc^mrity 
in the c ase of loans above Rs. gtWi u iffi the prineipil ohjes t f)f 
preventing a Ixirrrowcu' from rnortgoiging^ his proiautv fo a moni'yt 
lender. Many l^rovineial t ’omniittc'es ate of ojanion that rtiof't- 
gaefe IfSuis for long periods are nnsuifaldr hnsre*Ks for the* rural 
rredit scxieijes I'he evideiu’C of the* repr,**4uitiiti\eH of the 
f Indian IJrovint'^ial f\)-o|x*ratvie IhankH’ .XsscK’iat ion and of (h(» pro- 
vincial baaks wsr mueh to the same effect, The reawns for llurt 
view are r H) the overf^lm downing of p^rsonai credit l>y mortgage 
may entail a neglect of eo-opf^mtive principles, (g) the depwits of 
erM 4 >erative wx’ieties including central and proviinial IxitikH are 
for abort fieriods and it is miHOimd finance to them for long- 

tenn (3> the enquiry and the valuation preliminary to the 

grant of long-ter|i! loans haA'e to be entru«UxI to a trained agem y 
controlled % and res(K>nsible to sonie central orgafo/ation, (4) 
the niaintenaiice of valuable documents and title deeds cannot 
/be eniruHted to ordinary village i*orielie#i and (5) when defaults 
oceor in the repayment of Hjpr^ge loans, the asaais of the society 
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f>ac*ome frozen Imt the obtaining and execution of mortgag# 
<le(.rtN*« for the recovery of overdue loans beconsea an extremely 
difficult ofieratfon. 

FaCIUTIES OrVEK UV CO-OPERATIVK SOCIKTinS hOU dlscHaroino 

OLD mans, 

i64. By far the niont inifKirtajU tjiiestion (onneeted with the 
tiature of the advatiees relates to facjliticB given by <^o<oj>efative 
iocieties for tlh‘ discharge of prior debts. Tlie <*o-o{)erative credit 
fiiovernent in a way owes its origin to the Ixdief that the natural 
developnient of the progress of llie movement will Ik* the eradit:^* 
tion of the evil of usury and the lightening of th ^ Inir leii of inral 
indebtedneHS. Wliilo the evidence available to us lends (o show 
ifiat nites of interest have come dow’n wherever the co*ofH>rative 
credit movement has been successful, there is very little evidence 
about the rediK tion of total indebtedness through the agency of 
CO operatic e crc‘dit scu ieties. Indet‘<l the study of IVovinc iai 
leads to tlie irrccsistihle conclusion tliat the primary sorieties, 
centra! hanks and iirovnu ial hanks arc* not in a jxisition to finance 
the agric-ulturists adecpialely for the discharge of oh] debts. The 
follc'wing H a suimnarv of the position as or-ecju out in tlie 
rep4.>rls <»f ti e BioMncial (’oinmiltecs ; — 

(i; - Rural societies lovc loans for clearing off efebts but 

the jmictice of long-term loans from .sfcit-liiin dcpositi is not 
commended. 

(n) livnguL — ^lost of tlie centrui ei>-(^perat i V(‘ bunks in Btmgal 
grant loans to runil societies for re|)aymunt c»f oh] dt‘l)ts for tliree 
}ear« only. A few extend the {sTiod to five years and one bank 
cniy grants loans for as long a |sMuod as ten year<. Tbcre is in 
all no effective e bea k against the purfK)s<‘ of the loans. 

(iii> lUhnr and Orissa . — < 'o-<>}H‘rat ivt* s^xuoties give loansi for 
discdiarging debt, but tlie period of redemption in tBe ease 
( f lt»ng-term loans lias bet'n fixed under in'truetPMs fr^dm 

the negi>'trar of (hM)[>eralive Societies at a g ‘no3 from twe to -- 
ti'ti vears luoc^rcbng to circumstances. The limit for the grant of 
long-term Icmns has also been stalttal as tbc' total of the eentral 
bank's paid up ‘-nari caifiital. Us own rewne. rue primary sevueties’ 
reaerves excluding the ixxtican held as shares in the central Imnk 
ond ‘2a i>er cent of the centra! bank's de|X>sits. d'he Biluir and 
b>ri>sa Committee have recommended that the jvtiod of repay* 
inent cbould never be less than five year® in sucli^ cases aiid^iMght 
well be extembHl to 15 years, and that it w^ould b*> tlesirahk; 
arrange equated payments so aa to cover both {>rinci}>al and infi^reHt 
and to let tt>e Itjans run through the firat one or two years without^ 
any repayment whatever. Tlie Oomiuittee have great doubts 
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wheilier »}>*"! 4 U 01 , will ever supply a complete R)lutiou by it« 6 if 
<>ven after these rtsiommendatious are earned out. 

■;-n; ' '!*■ 

An exjxuinient to rtHleein debt made in tlie Kanehi district 
from llW) to confined to ilie substantial i'uitivatorH 

am:)*);? tht* 7;/;uipijc uin ahori^jinal tribeh It is n h ned to in para- 
gnrph 111 of lilt' Ihhar and Orim* Ke|wt, wherein it is stated that 
the e\|w ri;cciit eas ^vnenilly iieeepted to Ih' i l iilure d'he Com- 
nnitfee have, however, added tliat tlsev have had no definite ifjfor- 
Toaiion en the |.enod fixt'tl ft>r indiviiiunl eases of n'pay merit, ^nd 
that it is iinfHiKsihle to siiy whether the t'redii ^iv(*n was sutVuaentfy 
to enable a reaM^nahly tlmftv cuhivator to reply out of the 
profits of lus hiddiiij^v iru haling the land redeenuMl. The ex- 
}x:*n('nee ^alhert'd in the of the < ’(unnHHe(**s t‘n<pnr\ has 

iiemonst rated that most rullivutors havr to borrow to muiu^ icXtent 
for seasonal neeiis. and as lon^ as that hi>rrowin^ is i*\treniely 
expulsive tlie mur^vm for the re|vaynieni of dilu is gii'atly 
rest rit ted. 

(ivi /ho/d>u//. d’he villa;,"e co-operative H<y»'iet!rs in Ihimhay 
advance hciris ii|> to l\s. TM) to tl eir inenihers for redi‘m|ii)on of 
<]ebt» hut tie* lo‘;:istr,ir can ii\<TtMs<‘ tie' liniit. Some ro ojkuative 
*^< 5 ^‘ieties liav<‘ worio'd out scliene's for n’dem|>tion of thtm nu'no 
bers’ dt')»l an<l liave hc*cn advaiuunp' loans for tins pur|>o e from 
funds borrow ( mI from (('iitral hatiks. \ot much pro^^n's-i has. 
however, hern made as ilie furuls at f/jctr disposal are shoif-trTm 
funds, 

(s'i ihiruM. ' ( (COM rat i\e cretiu socaUics, oslcnnldy huulm^ 
oi\\\ up to fonr .uid ( iuellv Ua crop-loans, have oflt o m tluj 

lent wlierr* thett' v no pror-pcel of U’pa\ incut in foie- \(air-i 
or less, so that realiv tiaw wtue ;'i\mo |oo;ctcrm loans ; a con iihu - 
aide amount has hc( o h nt <»n ttusi* <'ondit)ons and is novN irri'- 
(‘overahle, and accorijiiedv such loans are no lonc'-r pi\en. 'ria* 
que.srion of restru non of loans by primary soeiiUicw to < ro])-lonnH 
was (‘onsidered by thc' ( aher- t'onimitlc >. ( Jovcrnnaait ( anie to 

the (aanelusjon that lo (aiauat ive < oalif n ed not |*e lestra led to 
rrop'loans. Idicy have, howawa-r, dire -tial that ero|i ioans shouhl 
he regarded as the priru if>al husme-H rif jaimarv aprieultural M)eje- 
ties and lliat. vvhile loans for two »)r tliree vearn should coiitinua 
to Ive }>ro\ idl'd, great raire should I e exercisial in tlu* grant of these 
icauB. 

(vj) Central PrermceAv— Attempts have been made to diwlmrge 
prior oebt» by advaiK*e« through tfie primary wcHieties, Inm 

rei^ited in the majority of caaen in accrumuiation of overilueH, 
The amortiftation of old debtH was in any cane tw^yond the mt^city 
of the financial macliinery of the co-operative credit movement. 
It baa now been generally recognized that the central banka cannot 
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devote more than a very j^mall percentage of their working capital 
to long-UTin biwineHft. The Committee have recommended that 
long term Ic*ans for rep;iyment of previous debts should l>e made 
by the land mortgage bank projK>>ic*d by them. 

— lioarjs can be had from societies at 

9| |x*r f:ent, to fx* rejtaid wiibin five years, 

V'iif' f — 7'lje only < redit agen< y with a dec lared 

objeet (»f granting kwii^ for tfie diM:diarge of old debts, is the <* 0 - 
o[>erative mortgage l»ank, whieb lias s/) tar advanced on!v ?l>out 
Its. lo lakhs for this pur|»ose. 'The i*fTorts of the ordinarv p»iniar\ 
HCK'ioties in this re^fceel liave hecm sfy)iadlc and nstiallv insnffi- 
eiently eontr<»l!«Ml. 'riiongh there iia^ been little conrorted 
effort, evto'v year large* sonis are loivaiKed in tlie ( rdinary course 
of business for tfie ref>aymer^t nf old debts. Tlie Cornniittee add 
tliaf last year Hs oft lakJis \vere |pnt m tins way and ffie experience 
of a large numhen cd primary scKueties of ten voars’ standing 
shovved tliat a vei v large number of their members vvc*re found to 
be free from debt, 'fhe rornniiftee remie.inend tliat the Kegistrar 
should c'onsider the [V)ssihiht\ of further exjeeriments on more 
aiutious lines than hitherto hdlowed. M'hev, tlierefore. suggest 
that (he operations sltould he restricted to A and li < lass* societies, 
that tin* iK'riod cd loan should not exc eed years, and that 
memts sliould not he* made uhere there cs a mortgage hank, as {he, 
rominittee fee*! that a mortgage hank i.s more fittel tlian a village 
soei(*tv to make advance's of this kind. 

1(i5. \\*e have earefully considered the (juc‘sti(>n wfu'iher the 
ordinary eredit senieties are a Huitahle }igt*ncy for supidving long- 
term c redit lo tiu* agric'ultunsts and we have to tlie eonelu- 

sien that in tfu* interests of both the inov«*inent ind the borrower s 
thc'se institutions sliould I'onfine them<^dves to ]i-[>ens»ng short 
intennedi if e eredit the nature of whieli we !ia\e alread'/ dc^^c riiH'd. 
fiong-t 4 U-m credit can he provided with any d(‘gree cd fsftfetv and 
stieeess onlv by land mortgage hanks, and these we deal with in 
the' next chapter. The absence of such a rational system of rural 
tinatu'c haft t^wiotisly interfered with the successful working of co- 
oj>c>rative credit scKneties in some cases. 

Kates of Tntkrest. 

tfitV We may now proceed to summarize the rates of interest 
charged ultimately to the cultivator by the primarj' societies and 
in order to judge whether these rates are reasonable, we have to 
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look alno into tlieir borrowing ratos. Th^ following tAble giwa 
the information in a ronR)Iidiitod form ; — 
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TmK SKRVICH to THK AoEK’nlTl IirKT. 

ICT. The working of the co-op^nitiva* inovenient anrl iIh j)re- 
hevA ea|mt'ity aiid future pottrituJitieH to meet the rredd needs 
of the agneulturistH have been tfie Kuhject of m*veral imjKjrtant 
eiKjuirie^. both of an all India and provincial character. Boon 
after the {msHing of the Co-o{K‘rative H<x‘ietie>i' Act M of 
1912, the Government of India up a ( 'omrnitUH? prcHided 
over by Sir Edward Mtudagan, and the re|K)rt of that 
Committee which wan pubhabeil in 1915 in ntill a claaf^ic on 
the subject of ro-of)eration in India. Recently the Royal Coni- 
miBsion on Agriculture rnaile a fairly cjornprehenaive survey 
of the movement and made iifw-ful mornmendationH. An 
already mentioned four provincea liave also appointed their owrt 
committees of enquiry to examine the progress made by the 
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movoineiit in tbo»e pri)vinces and to report on the existing con- 
ditions and future lines of development. These are the United 
IVuvinces of Agra and Oudii, the Central Trovinces, Madras and 
Burma. The several Provincial Banking Knquirv' Committees 
tiuvc brought under review the recommendations of most of tliese 
corninittees and as far as tfie information was available, also 
indicated the action taken In the official and non-oflicial agencies 
on those recofnmerulati<»iis. ’’rhe Koval (ommission on Agn- 
Ciilture have Hmurnanzed the results of tlie working of tlie 
movement in thew words : — “The main results achieved mav 
said to he the [>roviHion of a large amount of capiUil 
at reasonaldv* rales of interest and the organization of a 

system of rural credit which, (jirefully fostered, mav vet 
relune the <*ultivator of that hiiiden ot usury which he lias- 
Ixirne ho patiently throughout the ages. Kiiowlc<lge of tiie co- 
0|H*rative system is now widesfjread ; thrift is Ixung eiuouraged ; 
training in the handling of money ami in elenientarv banking 
principles is lieing given. Where tie* co-ojH‘rative movement is 
strongly CHtahlished, there has la'cn a gem ral lowering of the nite 
of interest cliurged hy monevdemiers ; tlie hold of tlie inonev- 
lender has been looR-ned, with the resuh that a marked change 
IxHUi lirought about in ihe outksik of the |a'op]e“. The 
Itoyal r ommission s faitli in the fMitentiahties of (he movement 
is expn*sK<x1 in tliese words ‘Tlu^ greatest hofx‘ of tlie salvation 
of the rural (’lasses from their (‘rushing luirden of defit rests in 
the grow’th and spread of a healthv and well-organised eo-o|>era- 
tive movement based on the eaieful education and svstematic 
training of the villagers theinstdves“. Tlu^v pnMetvi to my that 
if (TMijienition fails the hope of the agriculturist also fails. On a 
eonsidenttion of the g(K>d and the w’eak |>oin(s of the working 
of the eo-o|)er;Uive organization, the Koval ( *orunusKi(.u came to 
tlie conclusion that “The financial solvency of the movement is 
beyond dispute; it is the working of the ^(X’icties that 
defec tive*'. The rcfwts received from tlie Provincial Committex^R 
do not show that the financial tx>sition of the primarv sex ieties lias 
detenonited in anv waiv since the Koval Commission rejxirted. 
On the other hand in almost all provirues it is re}xirted that the 
nifiidity of expansion of the movement has been snsix^nded with a 
view to cxmsolidate and rectifv tlie progress a I reatlv made, to sfxx^d 
up recoveries, to reduce overdues and to otherwise strengthen the 
financial soundness and stability of the primarv and the central 
societies. 


168. In ord^r to populanz.e the eo-ojx^raiive movement in the 
country and to promote a sense of responsibilit v among the mern-^ 
hereof the society, n is important (hat tl*e official control that now' 
exists in certain provinces sliould l>e slackened. For exanipJe the^ 
fixing of the limits of the borrowing powers of the societies and of 
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tbeir memberB and the t»cdicy regarding the grant of the loans 
should be left to U\e lentml and provincml bank*?. We ^hould 
like to quote in tins lion ilje following extract frtun the 

resolution of the thiveriuiieiu of Ihiriaa on the retwi of the ('alvert 
Coinmiltee : - 

“It is clearly nt\vsB;iry that Cioveriuuent sliould take jare* 
au»tioiKs about the effectiveness of vvlueh there can l>e 
11 j tiouiii against any rt^currenee of such eniangle- 
inent on iheir j«irt lu the tinaneinl liiihiuties of co* 
ojHiative insututions. They desire to lay it down 
flearly tlieivfore that the |?rnnurv functions of the 
Co-ojHTative l)t‘{>arlinent are etliuulion Uhnoin* 
inendation 4^ sufHUx ision , i Uixonum'ndation lb) and 
eomrol of audit to the t xi<*nl suue*(l in UiH'one 
rnendatiou ib, d'lu y enlindy agret* w ith the 
[>nneiple statcil by the t'oinuntlee in paragraph b4 
M tla‘ hnaiicuig ageneies must l»e entirely resjion* 
t-il U ji ioaos, d«‘|H>sit‘^ and mrernnl working. A 
iiior, rontro\ er sial |Hunt is rais^'d wleui ilie ('one 
prtH < t*d t(» rts omin. nd that tlie ( 'o-o|M'niti\ e 
staff ^linuld attiMiipt to advise' the hnaia ing l>ody 
vvlietla*! tie* maximum formal cretlil limit of a 
soeu t . IS leasonabh* or not in view (d rural ( tuidilu;ns 
aiul that applications for loans other than crop loans 
h! ouid l>e snhmiltetl tlirongh (!u‘ Junior AHsislant 
lieg.strai . Flu’ suggestion of , om ‘ is tliat though 
i! e K'SfHinsihiht y for granting a loan must rest 
entirely witli the finaia'ing agenry. tia' advice (>f the 
( 'o (/pel utivf* .staff shonhi he at tlic di^powil ( J the 
ro..;nring agtuicy. As at pn^s»mt adsiscfl. however, 
tfiougli they have not yet arrived at a final conclusion, 
the f Government are disjKised to feel that even the 
giviie^ of official advic<» as to tlie grafiting of Ioann 
woiffd weaken the Hank's sens#* of re qsmsihilit V and 
might end in jdacing the IVpartmeie fn niucl! the 
Hamc relation to the fmancing agene> us that in which 
it "US involvtxl in tlie cas^' (»f ihe Pro%infdal Bank, 
and nrovisionally they nre of ojunion that Heeom- 
mendations oo and ob slionld not I (» lu rcptetl/’ 

169. In judging the extent and value of the services of iho 
movement to the agriculturist, the two obvious t^^sts that suggest 
themselves are: the juopirtion of tlie jx>puIation whose needs 

are attended to hy the ro-o}K*rative cnxlit agency, and (2) the pro- 
portion of the (limn e rcfpured for agriculture wlii *h the co opera • 
tiwi movement provides. With reference to the first, the f)er- 
centape of the pf>pulation touolK*d by the inovemcnt in each pn> 
vince baa alrea<ly \>eci\ s<it forth. Begarding the profxirtion of the 

t2 
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mrtl finance provided by the moveinent, the survey is not 
< uniplete, but some of the provinciiitl committeeB give a rougb idea 
of ilie [KJSition. For instance, the Ikirnbay Committee have esti- 
muted the financial requirenieiitg of the agriculturist in their 
province for the current noedb of agriculture at alxnit Rs. 3’2| 
cTores. Out of this, about Rs. *220 lakhs only are siiid to have 
been j»rovu!e<! in a \ear by co-oj»erative organisiitions. The co- 
0 {K*rative njoveuient tie’relore provides about 7 jier cent, of the 
finame for current agricultural needs in Itombay. The 

Madras ( ’oiniuittec^ have made no such general estimate for that 
province but have given certain data from whicli an esiiimte 
c Jin be arrived at. In estimating the total indebtedness of the 
province at Ks. I V) crores, tliev |)(unl >nt that ivf>out Fts. 70 crores 
of it repreHcnl (lt*bt vchieh c-ontimies from year to year, i.e., debt 
contracted for the agricultural needs ami domestic exfKMises of 
the cultivator whicli is repaid out of the annual harvest. The 
share of this sum of Rs. 70 crores which is provided by the co- 
Ofierative movement can be gauged from certain figures whicli they 
have given for one district, ru., Tanjore. The cost of cultivating 
one crop of j>Jiddy in the wet delta area of the district is 
estimated at Ks. 3^ crore.s. Out of this only Rs. 17^ 

lakhs are said to he advanced by the Co-operative Credit 

Hmueties. The Punjab Committw iiave made more inten- 
sive encjuiries into the matter. They estimate the current 
needs of the agriculturist to finance cuiltivation as w*ell 
as cultivators at 52 to G5 <'rores and fioint out that only a small 
frac'tion of it is supjdied hy (V»-ojH*rative Scaueties and that the 
i)ulk of it is still borrowed from monevderulers. These figures 

are enough to show that (he credit facilities now provided hy the 

('o-oj)er;i(iv(» movement to agriculturists cover hut a very small 
projx^riion of their nc^eds. 

Df:Fr(:Ts in existing svsTrxf. 

ITO. Ir is not. lunvevrr, <]t‘nied tlmt there are sc^vnai deb'cts 
in llu* working of the movement, some of them of a grave nature. 
The Managing (iovernor of the Tinf>t*rial Bank who offered llie 
severe.^! criticism said tfiat. in Ids opinion, the business of the co- 
o{H'rative movement as a wliole could not he considered to have l>een 
conduced in a sa) i^factorv manner .\ccording to him: '*T)ie 
fundamtmtal principle of true i cvop^^ra tic m is lacking. Overdues are 
Iv exct 2 .^tve Audit is defective. Control is inefficient'’. The 
RovaT Comodssion on AgricoTtnfe, whicTb a^-4»li;eadv stated took 
stock of the situation as recently as V>2*C also^Km^ted out that 
the ‘ nunnlH'rs of sotdeties delay payment even when able to 
repay ; understanding of the prineiplea of cooperation and know- 
leilge of the esi^^ntials of ninil credit are lacking ; office holdeH 
refrain from taking action against defaulters and the Bpirit of self- 
help ij' not as prominent as it should be, if the movement is to 
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be a live force in the \il!age. Even where l^efe<•t^^ are olivioun 
and admitted, tht re in reluctaiue, m «liingeruus it is re^i^rettalde, 
to liquidate societies whose eoiulilion is bevoiut itMiiedy’ . The 
PrcMiuiul < (imiuttec*. substantmlly emk>iM.‘ these ohstTvations, and 

these detects are niori* or less txanmon to tlie Witrkm^ of the s^H ieties 
in all provnues The feature of overdoes and its evd effects are 
s}>ecially einphasi/t <l by the Pn>vjn< uil < oioinitttvs aiui the 
for overdties are ^nen h\ almost all ( 4>tiuiiitle<^M, We strongly 
emphasi/e the lueti f(»r earefully serutiiusin^^ the ei'onomic ptir- 
I)ose of the loan and the rejc'n in^ capiu ity of the K^rrower, in 
<lisj)ensinR eo«o[>erative loans. Icxtensions for rejtavtnent shouid 
hi* ^hven only in liretinistaneeH of exceptional <iitVu'\dty and any 
tendernea*^ in df‘aUn}; with ilefaulting inend>ers should he avoided. 
At tlu* same time, we desire to emphasize that repavtuents of ](mns 
Bhould not Iw* rt'stricttal to the same jv<oi<Kl for all tiehtors, but 
sfiould J>e fixtsi according.; 1*) the special needs of individniil 
borrowers, 

171. It will he setui lrt»m these lahir- ’hut the thief e tivity 
of the co-o|Muat iv e movement has so tar hei n tie* estahhshment 
of ( rf'<li! stK’Hlies. iht‘M» iMin^ the siiupiesl tola* formed and to l>e 
managed and su|H‘rviMMi. The touo has fu»v\ < onu* to break new 
;:round m llie larcer (a onomie m(er<‘^(K of |ju‘ n ass oi agricul- 
turists. W’<* are of opituen that pnavincial Hejitr-itrar.s Hhtudd en- 
eounii^e (he devidopment td iionoretlit Mici«*iies and re^isler them 
wlien proptrlv or;ani/<Hi 'I'he Iloyal ( 'orninissioii on Aiirieulture 
liave |H)mU‘d out llu* iicfnl for the application «d the (‘o-oj»#?nitive 
principle in other directions and for educating* the people to aecej»t 
the ttMchine of the a<incultural and votiTiimry cxjMuts and pre- 
imrm;.' tlie i^oouml for tlie adoption of the exjwuts’ advji c ; h>r 
example, if societies for joint cultivation he startfvj undo i capalde 
;4ui<ianc(\ a ercat deal of the (ost of <ailt nation can he cut doxvn 
aiui there v\ill I e a greater [Kissihility of the smaller acrteelt misf en- 
joying ti e l»euef!ls of any improved markelin;.’ faeijitirs. Such xw m*. 
ties re<jujre tontiiuioiis efforts and m ordt^r to t Hhure tlien success 
and to propagate the idea it ih nert*s-^urv that the efforta should, at 
the outset, be concentrated m solociod, p}a<<*s and tlic imiirovr- 
ments effe< led patiently and continuously watch<sh \;,'am, rsHueties 
whii’h provide manure and or oilier a*rric>ijnira! requirenienla 

should in the a me way l»e enfoiiniced , esfje/ lallv as the staff of 
the ai::rirtdtural dcfiarlmeiits could not mike any suhstantial 
advance in thes^t directions by their own unuidcfl effort^ alone. 
Siroilarly the p»oMfion of implernents on liire or on a system of 
hire-purehase offera another n«eful line ^>f development. 'Flie threat 
Bir*ope for firofxsKmj. wx^ietieB in niral areaa abo re»juireh mention. 
Rice-hulling, eofton-ginnin^r , peeling of graina, pr qiarmg rulk pro- 
ducts and the like are varioiw metho<lp in whicli tlie agrienlturiat 
oin be helper! and hia outlook widened Co-opr^rative sorietiea in 
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Bombay and Mad tan have already taken to uroceasini! with ad- 
vantage and we recommend strongly that the non-ofiBcial leaders 
of the movement and tlie officialB of the Co-oj>erative Department 
should make Hjjecial efforts in promoting societies of such special 
types. We have dealt with co-operative .sale sf>cieties and artisans* 
socuHies in later chapters. 


Audit. 

172. ri*t:anls audit, in Hunna where the (Ailvert Comniittoa 
on Co-oj K-ration suhinitted their repat after the Koyal Coiniiiis- 
sion hud repjited, the iKjrtition is Hiiown to be very ungiiti^actory. 
There is evidence Iwdore us to the effect that audit in most places 
elsewhere than in Hunna is alsu defective and dfjes not conforrr. 
to the statutory re<|uirenients as explained and auiplihed ^by the 
Muclagan (’orninittee, 

17Ib It IS of llie gns'itest inijJortaiH’e to hav<' an eftici<‘nt and 
thorough audit in order to juevent bad inanageinem and enibez/de- 
ment and to inspirt* conlidence of tbt* investing [aiblic. The 
existing arrangefnents vary from province to fTtwinct* and are 
said to be unsatisfactory in most provinces. We draw attention 
to the fact that under the A<‘t audit slionid inc lndt* an examination 
of overdue debts and a valuatirm of tiu> ass<*ts and lial>ilities of 
the fWH’ieties, whi^di indicates that more than a mecdianiiail audit 
is refjuired. Audit, su|H'rvision ami inspection of societies wdiich 
are closely allied fund ions are now vested in two and s^'imelimes 
tliiw different rgencies. resulting in miieh oveilaf^ping of work 
nml waste of effort and money. After a full (nnsidrTut ion of tliese 
}X)ints, and of the eftieieuey of tlie auditing ^v^ieni in Kuro[>ean 
muntries like (icrmany and Austria, we reconum'nd that for the duo 
discharge of the statutory functions of audit s|)ecial district unions 
Should he formed to carry out audit, supervision and inB|>ec- 
tion of the soc ieties. The district nernl not necessarily he an admi- 
nistrative (revenue) tiistrict, !)ut it mav be an area with a con- 
venientlv manageable number of smueties wliich can be affiliated 
to the District l iiion. Tlies<' Unions must 1 h' registered under 
the Co-ojierative Hixieties' Act and formed of the (O-operative 
societies (primary, centnil, credit and non-tredit) in the area of 
the district union. The represen I at ion of s<X‘ieties would ensure 
UkuI touch and non-official initiative and enterprise. The regis- 
tration may 1 h^ withdrawn in rase the Union does not disc'harge its 
duties pro}>erlT, Tlie staff employed by the Union shall be 
recruited frt^in (>ersons wrtified or licensed by the Eegistrar and 
il»e lic*ence of any einplovt^ sliall be liable to he withdrawn by 
the l^gistnir for sufficient cause. There must, however, be no 
interference by the Registrar in the intenial manageinent of such 
a Union, There may he specially trained Govermnent officials on 
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4he lioard of thei^e lJnion», which Bhall conaist otlierwi^a of the re- 
presentatives of ihe affiliatetl and Goveruinent oflicials may 

also he de|»nie<l to aer%e on their staff* 'rhe staff of these Unions 
idiould however Ik* employed and paid for by the Unions, liemdea 
audit, sujs'rvision and inspection of tlie affiliated Htxdeiies, 
these UniouK should also provide }>ractical training to caiu 
didate^ for recruitment to tfie audit, Hupervinion and insfxM- 
lion staff of ihi' (o-ojicrative movement. The general work of 
c(M)peraT*ve <’jlniMtn»u and projniganda, organization of co*openi- 
tive s4M*}<^fi«*s aii»i exfvuiding tbt^ i.KJVtoiMUit shoidd he done hy tho 
Proviiu ial C UM»|s‘rativc Institutes. The staff of coH[)|verativo 
organizatH'n- <M>nsisi of men thorough’v trained from 

l^ottoni to top. It should he a rule tliat no auditor. stUK'rviaor, 
ins[x'(‘tor or a higlier ofTuer of a Unioti shall Ive employed witliont 
haMU;.: pasnrd ii.e preserihetl tests an«i ihrou n pres<‘rd>ed 
iipprenti(‘eship. 'rherc should lx* cIohi: coma*ction l>etvveen the 
auditiii;^' tmaai eiu; the <'eutrril hanks eoiu’erned, hv inlereljiiugo 
of imiMirtant re|>orts and statements on primary ws ieties, leaving 
the c*oitiid t to make siuh at ran^M'inents only for insjx'ction 

as may lx* necessary to safeguard tludr fmancdal intcrestH, such 
insjxxlion l)eiug not only (lit* resfxmHihility hut also the duty of 
the central 1 anlcs. 

Tlu* l>isrri(‘t Unions may lx* h*ii“rated into n s<‘p/»ra1e pro- 
vincial (Ap<‘\» Union or rnav lx* r ffihated to fh#* «*\isting Pro- 
vincial Uo*o|H‘rativc Institution as a s|V‘cial hraiK'h thereof accxird- 
ing to I<Ka! <i*n(hiious. In the Ihinjah and in Pdiar ai;d Orissa 
the Urovincial Institnt<' <‘mp|ovs all the audit stuff vvliich works 
under ( ioveminental (ontroU The staff of the A|X‘X I'nion or 
the audit hnuich of the Provincial Institute shall ))e non-riffuial 
ernpl(n<x*s of the Union or Institute. 'Plie liicnsing of the staff 
hv the Kegistrar shall lx* on the same lines as for the Itistrict 
Union. The District Unions and the Provincial ro-operative 
Bank shall l>e reprewnted on the management. 

The main tasks of tlie Provincial Union or tlu* Audit hraiuli 
of tlie Provincial Institute shall he (a) ttn{X'rvision of district 
Unions, (^} audit of central hanks and other C4*nfral aaH<K:;iationa 
and (c) audit of provincial hank, pn>vincial institute and other 
provincial co-ojxTit ive organizations such as tlie Provincial I^ind 
Mortgage Corporation. 

The exjKnises of audit of district Unionn and of ihe provincial 
Union or audit branch of the Provincial Institute shall be met 
from the contributionfl of the affiliated societies f primary and 
central) and suhsidits from ihe Government, which should be pooled 
to form the resources of the provincial Union or Vudit brunch o# 
the IVorincial Institute. 
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OrHEK Dkfecjs. 

174. One of the weakiieHMCK of < G-o|>erative finance is said 
to coiiM-(t in its inelanticity, tUlatorineH*^ and inadequacy. Almost 
all the rrovincial Cornriiitiees liave adverted to iIih weakness in 
the orjzanization and more or admit dn prevalence One 

resiilt iw that tl»e cultivator who in a incinbcr of a credit BiKiety lias 
to resort frequently to the nanu'ydeiuler as well for accommoda- 
tion. Another result is that a habit lias |.irovvn up among stxielies 
of taking u|» as much as thry can from the central hanks once a 
year and giving out the money to their memlHUs m a lump sum in 
tlje hof>e that it may last during the whole year, without putting 
the memlxr to the inc'oiivenieiuc of afiplying in iiiKtalmenlB as. 
need aristas, for compliaiHi^ with nuch appli( alions is not fortluoin- 
ing promptly in many areas. 'Fhe money re<eived in a lump 

Hinn is spent as Mxm as reeeived, and when otlier needs 

ari^t , money is again borrowed at exorbitant rates from any 
other credit ageiirv available. To a certain extr nt. it must 
he conceded that the (‘o-o|K*rative system eannut l»e maile as 
elasli<* us the mon<\v-lenders’ as certain formalitle> have necessarily 
to !k obKM'ved ; hut it ha.« als<^ been admitted I v IVoNineial 
(*ommin<‘es •ha; the system of working snoul 1 not he rigid 

and sliould i>e such as (‘an lu* nndersT(MMl and folk. wed without 
difficulty hy a |S)pulation not wry conversant with hiisiness 
pracla’C. d'lic rtunedy tliat is sugg(*sied h\ more than one 

( ommitlct', and \vith which we agree, is the introflnet ion of the 
normal credit system in tla* so< ituies. 'lids -yslmn liapnres 

a so('i(qy to fix tile credit limit of (‘aeh nuntd>ei in acUanec* of tlie 
M‘as(m and to make' arrangements for securing tie' laa (‘ssar\ PraiiH e 
in time. The amount so sanetioruHt will h(‘ at tlu' dis|Hwa{ of the 
society, and niemixus will he at lilxntv to draw and wdien 
neeessitv arises, int(‘r('st Ixdng ehargcahle on the loan otdv from 
th<^ film' th<^ monev is aetualU drawn. A [»plieat ions ^> 1 - < rop- 
finance tain made and sanetii.ruMl in advance. 'The supet\i^ing 
ami ins|Kxqing authorities sfiould see that tlx^^e (axaiits ar.‘ fixed 
hv llx' soiiiditvs at tlu' projXT time and sanetioiual Ivv thr^ hatiks 
^vitlu>u^ delay. This praeti<'c i.s gaining (unanev in ]x>mhav and 
Madras. (iranting <’redlts ot> ( uiTent accfainl and ( luH|ue trans- 
actions ^hould also he ititroduc'ed wlierev(*r j^ossdde. This would 
to s ane (^xtent ('l.viate the evils which arise fnan ngriindi urist^ 
ntd f>eing able to get prompilv the finance required by 
Ttie very limited extent to whirh the ixvoix'rative scK ietif s can 
afford finaneial facilities for discfmrge of prior debts, the inosi 
insistent of the |>nr|xws for wliiidi loans are required, has already 
been Tins ineapaeity of the existing organizations m 

inherent in their constitution and tlie nature of their resources. 
Longderm credit cannot be forthct>ming until land mortgage 
banks are greatly multiplied and it w’ilt take some considerable 
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time U^fore ihi^ van be doue. The premmt difficulties, it must be 
IKunted out, are siiui to be also due not infrt^]uentlY to the incffi- 
ci<‘*icv or Kc of many a nmna^jiing commiue.' .irel to a 

lack of understanding of eo-oj>erative [principles by the bidk <»f the 
members. 

l7o. tbti' of loo ujain !<H|uisitos of agricultural credit is that 
It sliouhl not be loo eo^tly. From the talmlar statement given 
in [Utrai^Mpli ltk> it will Ih^ seen that credit provided In tlio 
nMjperativc* vuganization is still miub tixp dear for the 
cultivator in siane j»nninces. 'Fins is to a (ertnm extent 
inevitable, for two or three inttamethuie agemaes. eiii It re(piiiing 
separate margins of working, have to be mter|X)s<‘d btUween the 
ultimate borrower st^ekmg <‘re<iit and tlu* original letidei or 
de[w>sitor st*eking iinest merit ; the primary sih'uUv, the ctuural 
bank ami the |>rovincia! bank have each to absorb a }K»ition of 
the difference between tlu* rate of interest at vvliirh money is 
attrai ted into the movement and tliat at which it is lent out to 
liie ultimate hetrrower. Fnder ieleal ecuidilions. the rural credit 
sfxi(Uif‘s are expeeled to attract l<H-ally all tlie (apital neealed for 
lhf‘ itSjMiremeioV'. of the tmunhers, preferably fnan members* 
dej>osits out of tlu*ir savings by the practice of thrift. Hut these 
idt al conditions :ir<‘ not to lie found anywhere. 1; mav he aduiitted 
tf.af r-iUidititMo ni India fall short of tlu' idfsil to a noe h greater 
degree tlian ela'wlare. Tf cnee the g^realcT mva'ssity for setatn- 
dary hodie> like the (cntral and provincial hanks to attract 
lompifraf i\ ely (Fra| mom‘y from iirFan area^ and tr» act as finniu'- 
ing .oieneu‘> and ? nianeing et'ntr<‘s to tlie primari«'s. d'lie secondary 
ageiH ic'. which are them^-elves constituted on (‘0-o|M‘rat Iv'* basis are 
now found indi-^pi'iisihle in i*verv province, for it would he im}K>^- 
sihle hu' the agricuh urist (o get k»ans (*^ <n at the* present rate of 
interest willunit the help eff tlicsr- internaaiiary organi/al inn»^. 
The jHiint is forcihlv lUustrateil hv the* tetuleneies noticia! in the 
Fnited Provinc/'^ and in Pomhav. In tlie I’nilgd Provinces 
witere there n<* provinc ial hank at prcscTit, therchv rccliaing the 
intermediaries, hv at least one agenev. the need for tlu* estaldish- 
ment of a pe(,\oa ial l>ank has lu en emplt Pv t)je pro- 

vincial rVatnnit f»‘e. f>n tlu* other hand, in Tbunhav where* the 
id«?a that the intermediate agemy of tfie cimtral l>ank mav he 
partially dispms^ul with and the cost <jf running the cTedii cirgani- 
zation reducefi v n fried, the later tendency has been to leinstate 
and Htrengtlum tlu* central hank. Tlu* Pomhav (’ommittee 
reeoraineiul tVu* conversion of bninehew of the nrovinci,i| bank info 
independent luinkoig unions, provided that the banking i iuV>n w ith 
the fissistarice of the provincial Iiank should be in a |Kwition to give 
the name faeilitieg to the conatitoent HCKuetieg aa are obtained bv 
them at present and tfiat two-thirdg of the gocietie« in the area 
ahoidd agree to the conversion. ITie Bengal Cofnr uttct* disapprerte^ 
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M the idea of the central banka being branchea of the provincial 
bank. 

176. VariovH auggeationf* which have been made tor a further 
reduction in the present rates of interest are : 

(li Puncti:al repayment of loans by the members of tlie 
society and effective reduction of overdoes, thereby 
making the central and apex banks financially w^iinder 
and consequently able to get money at cheajH^r rates. 

<2) iteduction of the working exf)ense8 of central banks in 
some provinces where they are now unduly high. 
While for instance in the Punjab tlieir working ex- 
penst s in 11)28-29 were less than \ a per cent of their 
\u.rking capital, in Bihar and Orissa on the otlier 
hand, the [Percentage was as high as 2-37. 

f3) Borrowing by <'entml hanks at cheaper rates for sliort 
terms and utilization of urban slack money, 

<4^ T'stahlul merit of more intimate relations I etween the 
provirrcial hanks and the central banks so that the 
latter may follow the lead of the provincial l»anks in 
the matter of the regulation of their dcfposit rates. 
The provincial banks must l>e vested witli certain 
powers of control and suix^rvision over tlie central 
hanks, of conrse iih tlie willing consent of the latter 
and with due safeguards for ensuring a predominant 
to the central hanks in the m inagement of the 
affairs of the provincial bank 

^5) A di’^ect tapping of savings l>y rural hm*uuIcs wherever 
it is [Kiasibie. 

We {‘omoiend thes<^ suggestions to the Provirn ial Go\erninent* 
ivnd (he non offi( i t! co-o{H*nitors for careful consideration. \Va 
consider that if a rural scx'iety charges its members a rate higher 
than 12 ixr tent [vei annum, it should form the subject of careful 
enquiry by the 1‘tovineial Govermnent and llie provincial bank 
concerned and stejfS should be taken to rediu*e die mte of interest. 

177. It has aheady been [lointed out that tlie a«k>ets of the 
majority of agriculturists are not siudi as w*ould he ac('t^pted as 
Koitable st'curity for financial accommodation by ]oint-sto<*k banks. 
The co-ofierative organization aims at overroining this difficulty 
by <y)nverting the honesty and thrift of the agriculturist into an 
eligible asmH on wliich he can raise credit. In order that the 
syatein should work properly, it is essential that a co-o{)erative 
society should eliminate all differences in the status of the mem- 
bers and avoid the danger of tlie i*ontrol Ipeconxing conrentrated 
XU the hands of some powerful interests, a tendency which is 
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oaiiced in some plaoeB and coiiuuented on by »ome of the pro- 
vincial committees. The emergence of phenomena in the 

working of the ('cntnil banks ne<'t»sMrny leads to undeairabld 
results such as the over-financing of societies to keep up dividends^ 
the maintenance of liigh interest on de|)osits and the receipt of 
superfluous ilciHJsits with a view to providing remunerative and 
safe investments to tlie contmlling interests, ami interference in 
the working of the primary s<K"icties in the matter of sanctioning 
loans, Tlie same phenomena in the primary sot'ieties Umd to the 
interests of tlie small prtHlucer Inung negltH ted in favour of hi» 
more powerful coilea^nies. The eo-ojx'rative organization pro\"ido« 
a most convenient aiul c heap metlual of raising flnanOe for 
agricultim^ c iily long as the members of the organization 
appreciate the* principles and ineiiung of <'o-o|>i*ration and realize 
the value of their practical application to the daily needs of their 
life, 

178. Residccs the defects mentioned al>ove as being more of 
le5w <x)minon features of the movement, the various I'rovincial 
Committees s|xM'ify w'vcunl defects as Ixnng more pronounced in 
their province's. 

(i) 

(1) lnadt'<jnac‘v and want of trained staff and honorary 
workers and want of hanking knowledge among 
direc’tors, 

<2) Fre^juenev of Is nami loans and defalcations in societies. 

(3) TiKidcMjimte provision for fluid resources. 

(i) (’o'OfH'rative store's allowing purchase on credit largely 
instead of insisting oi» cash payments. 

(5) Indisc^rect extensions of loans. 

<ii) lierujai-^ 

(1) Lac k of training of tin* official staff. 

(2) Pauc ity of the insjxNUing and auditing officers. 

(3) Tendency to make central hanks too small. 

(iii) Bihar and Orw^a — 

(1) PrefMindcninre of rniddle-rlass urban element in the 

dir^Htion of policy. 

(2) Mixing up of short and long mnn finance in the central 

hanks. 

(3) High rates of interest charged to nltiinate fxim>wers. 

<iv) Bombay-- 

(1) Careful seletdion of members not universal. 
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(2j Short, int<?niiediate aud long nn loans not clearly 
distinguished - 

(v) Burma — " 

(1) Excessive tenderness in dealing with members aad 

s<K'ieties that did not repay loans. 

(2) Failure to observe fundamental hanking principle^. 

(3' F'iiihire to train the staff. 

(4) tieneral delay in litpiidation of had societies. 

(3) Insutlicient eunne<tion with tlie (omniercial hanking 

system of tlu^ country. 

(vi) Cf fitfal Arms — 

^ fj) Fetding of irrcK{>onsibility among Us oflicials and 
managing bodies of central c‘o*ojK*rat ive hanks for 
any tiling that gex^s %vrong. 

<2» SeleH'tion of dislionest and highly indehted inemben:. 

(3) Belection (if selfish, [mrtial and irres}>onsible inemf)ers 

of the managing committees. 

(4) Tiavish borrowing hv committee nieml>ers. 

(a) Inade<jnaev of ( o-of>erntive stalf and absence of hono- 
rary workers. 

(vii* Ctntral Pr<frinrrs — 

Hecklessness in advancing money. 

(viii) Madras — 

(1) The knowledge of banking in the staff and the directors 

generally inadecpiate. 

Tendeney to mix up j>hilunlhruiw , buMiies'^ and jxiiities. 
(ix) The Puuffih — 

< l' 'The inetlirieney and si Itishno^s many nuinaging 
roiniiiitlef/s and tie' tt»n>rnuent dtday^ in making 
loan^'. 

cJ) Borrowing more than ticees.sary. 

(x'k I ttitiil Proriuers — 

(F Ai'counts not a('cnrate’y maintained. 

(2) M’he iindnsion of zemindars and money-lenders in the 

soideties, disturbing the feeling of equality of status. 
Absence of i proviiadal bank. 

179. We agre> that the (o-ojs^ra live movement is now suffering 
from lack of training on the fiart of lK)t!i the offieiiil and tlie non- 
official eo-ojierative staff and we recommend that special steps 
should l>e taken for their efficient and adequate training. We 
fiirther suggest that endeavours should l>€ made to get trained 
secretaries for the societies. The experience of other eoiinirim 
emplovinp in that capacity scluxil masters and retired officials 
residing in villages has been very satisfactory. 
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Wiih a view to avoid the evih of bad matia^einonl in tl*e rural 
societies, it luis been suggeMed to us that u s{)e<‘ial »u[wvising 
board slumld be ereated in thest^ soeuuies in addition to tlie 
manaj^ing tuur.uilieeor ixinchayat , and that [>er H>iud res[H)UsibiIity 
fdioilld l>e fixed on the ineinlx'rH of the inanaging eoiniiutUv in 
regard to the ; 4 rant and recovery of Kkius. We have (arefully 
considered tins sugj^estion and we tU> not apptxne of tt. Wc* are» 
however, jirejwired to agrtv that if the iHiurhoyaf of a HO(oety should 
adA'anre kmns m exe«*ss of tfie iirnits preNTihed hv the |)y laws 
of ti e srxuety or otlier\M>e, they should he held |M*rsonally hahle 
as guarantors <*f the loan and th - rules uiuler the Act shotild» if 

lUMfssary, l)*i sue luied aeeordincl> 

We furtiiei re(onuMeud tliat },!»‘neraliy s|ieaking (eutral hunks 
fihonld ojMTate over fairly large areas VNitli a gtxKi nundii‘r of 
sfKueties atTiliated to them, and shoni<i not he to*) small. The 
inanai’tuneiit of a <entral hank should he in areordurua* uitli hust- 
ncsslike and c*4VOfHTative priiu'ifdes. I'ulhlirne siaretarit's or 
inanagers of tla l>esi ehane tei well trained in hanking and eo* 
operation are essential. 


HkLATIONS HKTWKHN CO-oPIOiATIV): BANKS AND hteKIUAL ItAS'K OP 

India and othku joint-stock banks. 

'I'lh‘ \arious iirovineial hank.s and eenlral hanks have raw'll 
credit and overdrati arrang«uuents uiih the Iin|H’nul Hank of India 
as shown Isdow : — 

(i» lUhar and Orissa - [I'ln* Pro\incial Hank has two eash 
(redo uceountH at Ihiik rat»,* (one for Hs. 4 lakhs 
against pro notes of the pro\mrial hank guaranteed hy 
the guarantee shar( holdras ami another for Hs, A lakhs 
against pro-not«'*H of the <entral hankst and an 
arrangement for ovau^inif! lor lis g lakln alsii 
at hank rate S4^rijp*d l)y (M>v<*rnmenl paper. 

ni) Ihjmhuy 1'he |>rov»n(‘u»l bank had a cash eredil of 
Hs. H laklis vvhieh was nirtailtal J years agi> and has 
now hr*iMi eornpletelv sfop|HM|. 

(ill) Hurmn . — Some cr'iitral hanks hafl arrafieenumts for 
advanees against tioviTiiment pa|x'r a^^ well as so< ie- 
ties* [>rO'notes, Tla' total of advarees is only His. 2 
lakhs artnaHv given fdus Hs. I lakh for vvhielj arrange- 
ments an* fVractually complete. 

(iv) Cit’fral /Vorirnv*. -The provincial \muk had (asl? credft 
ip to Rs. 4 lakhs against socdeties* pro fr»tes hut iliis 
has nY’cnliy I)een withdrawn. ( entnil banks at 
^ fiCA'cral |>la^'es get advanee^s on tlie srv'ofity of fiov- 
crnment paper. 
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(v) Madras , — The Madras Ceixtral Urban Bank and the 

central bank» are granted c*a»h credits on the seen- 
rity of rural credit societies' pro-notes both for th# 
purjioses of grunting short- term agricultural loans 
and for being utilized as fluid resources. The credit 
no made available was at a flat rate of 6^ per cent* 
The Im|)erial Bank of India has recently notihed lU 
intention to diHcontinue the accommodation for fluid 
resources on t!ie security of agricultural Hocieties’ pro- 
notcH and it has ref|uired the substitution in 5 yeara 
at the rate of [Mir eac li year, of Government paper 
in place of societies* pro-notes. The rate of interest 
is no longer a fixed one l)ut is the fluctuating bank 
rate. During the last two years two-fifths of the 
accomniCKlation for fluid resources on co-operative 
pafHr has actually been withdrawn. 

(vi) 7'he Punjab . — All central institutions have overdraft 

fiudlities against Government pa|>er, used almost 
entirely for the pur|K)se of re[mying dejxisits and 
hardly at all for lending to primary sex’icties. 

The following statement gives the total amoiiiu of advances to 
co-o[ierative hanks by the lm|>erial Bank of India as on the Slst 
December 1928. 


Limit of cTtniit, 


Provicc^. 

1 

A^ain^t 
! (lovf^r^mfnt 
ood ot her 
•ultioririHi 
neruritie*. etc 

! Ajcatnut » he 

1 tiorrtiwrr'fi 
: II. P. Notc^ 
j »nd I). P. 
j Sou B of 

1 Kurttl C’nxlit 

Total. 

. . . • 

33.34,525 

! 

i 2,10.000 

i 

35,44,525 

Bombay . . . . . 

8,31,750 

j 

j 4,m\ooo 

; 12,31.750 

Blhiu anU Oom% . . . . 

j 2,S5.0<K> 

1 

; C.iO.rnxi 

S.M.Ono 

Burm* 

j 29,72.410 

1 

■ 50,72,410 

C«ntr«l ProviiK«« .... 

j 6,00.4 #09 

1 2 ,oo,t>eo 

! S.OO.OOO 

mm 

i 7.S9.612 

1 

! 7,80,612 

Umdrm 

! 21,7|,9tM) 

i 54,16.ono 

1 

i 7«,87.0OO 

Punjab , , . . , 

83,41.781 

3.68.262 

1 

I 87,08.043 

Unii«d PfOTinotw .... 

20,600 

' 1 

j 20.600 

Tot#! 

l.aS.4T,#78 j 

72.92.262 

2.M40340 
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181. The iKilky of the Imperial Bank of India in re|rard to the 
grant of finanvial assisnuice to some of the provincial and central 
co-operative banksS seems of late to have uudergtme a definite 
change ; and u stated that it shows to-day a inueh smailer 
measure of read’nesj^ to help them than it used to do in the past. 
From tlie evidence nveived it app-t^urs that the lm}H'iial Bank of 
India is pre|>;irtd to tx»ntinue the iicxanninod itioa hitherto given 
agijtnsi s*) long as stuai i < ctanmodalJon 

is rtM|uired for sliort-ieriu agricultural Itmrrs. An ap[vlication 
hukIc hy ti»e Madras ( cnlral rrhan Hank this year for such 
a<*coni modal ion anil suj»|K*!icd l»y tlic liegistrar was. however^ 
rej#\-ted hy the lm|H’riai Hank. In so far as the ac<‘(»mfntKlat ion is 
utili'c'i fiikr lht‘ purjK>M* of thud resounes, the linfHTial liunk 
insists ofi the replac«Mnent of the pro-nott s of stn ieties hy (Jovern- 
ment pn>nusM>rV notes. rho object of the liank in taking tlun 
step IS wild to l»e to induce the cie<j|>erat ive l»anks to build up 
fluii! resources wiflun tlu* movement it^^elf and not d(*pend on 
outside M>urce> of help for it mav not aiv\:iyH ht» jK)Ssihl<^ 
to defRuai on the Im|K riaI Hank in a tune of (lisis as that 
nutv hapfa n to he a tune when tlu^ Imperial Ikink ilst'If may 
find it neta <^ar\ to ijuard its own fluid resouna's. 'Flie 
IrtijHmal Hank ha> ai<o indicat<*d two otiur objections to 
tlie f)rt*st'nt sysitun, ru.. (1» tliat the value of the mH urily defRUidi* 
on the sound working of the priinarv s<K*ieties, and the cornplainta 
received of <’noniions overdues and inetVn iiuil audit and control 
sliovv that ai! is not vstdl with the primary societies everywhere ; 
and hi> tliat the s^aunlv afforded hy sixieties' pro notes is not m 
the long run a first class and desirable s«*euntv as m llie last resort 
any Mtk's l>y the Imperial Hank of land of the* cnllivators whith 
IS the ultimat(‘ backing to the societies' paper will not U' a pnicticaf 
[»ro|K>sili(ai anti may b<‘ jnditically iimiesirable. 'The view of the 
conjHnator.s on the otlun hand is that there is nothing more secure 
than rural wk ietit s' paper. ha<*ke<i as it is hy the joint atid unlimit- 
ed Iia!)ilily of tlie iiHonhers. uhicli is a nail and a |K>vverful factor 
in co-o|>enitne crc*dit ; that in practif'e tlu* central and prO“ 
vincial hanks aeeept as (ollateral s«^ciirily and transfer to 
tfic ImjKOial Hank only the prt>-not<*s of good siK'u^ties and 
sliort maturity; tliat tlie conditions* which regulate tlie overdraffft 

nrr - - 

(i) Ae a amomtt Itif- ri»^h m, not allowiNi to 

r t hi* OH ni"*!! of the* r#''nJ ral tuink <or»t (Jt ij» 

mut h in pmci irf unrtcr th<* «i rHoj/r-m* rH fr) 

on f*he ttituii! valor of ihr follatrrat ffHonliax ftirni*hr<i »*h<nild iti 

r terras# of ihr ra*!* « rr<lit fram tioo«?U Uy »l 55^ r^r ffnt 

Oil} h rrntral f a:»k fhootrl to ihr Imjwiril Bank ftvrrv 

a h»t rf mam an rothOrral 

EhewinsE ihr amount outaUndinsr on rarh promipouvry not#* 
with a rrrtifn-atf* to th^ rff<s t that I hr promiiiisirv noir« hsigni 

feruTiii^ in oHrr Thr \M ftrol the fwrtlfirntr an. 

every tmlf yrar hy thi> Deputy eonrrmrd, rnd 

©urtificatr of e»*h voriHcaCioo i« forwardfa to the Impuriml 
Bank through th# KfgittOif. ^ 
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stringent ; and that ultirriate recoiiise to land sales to liqui- 
date such [Ja[>er will generally not arist* and that tlie ri?<k is tliere- 
fore iriiagiiiary. Co-ojrt^rators further urge that the niaintenaiice of 
fluid res^jurces raeuns cost and that if sueii <x>st to come from 
tlie income of tlie c(>operati\e hanks, the margin of their profits 
will be consideruldy reduced and tlie alteinj>t.s at further reduction 
of rates of iniereal to ugnculluriHts will fail. The vtltunale result 
therefore of the aciion of the Inqienal Bank will probably be to 
make money dean*r to the agrieulf unsts. h is also jKiinted out 
timt tlie enure hmu of credit hitherto allow’ed to all the co- 
(;peiative hankn in India on tfic co\er of s^x ietit^s’ jvrouoles is no 
more than Bb. 7d lakhs, part of which was used for short term 
loans and the rest was mostly left undrawn to serve as fluid resc^nir- 
ces. This was a comparatively small sum for the ImjxTiaf Bniik 
with its larg(* resourees. Moreover, as the Hank enjoys the lauiefit 
of tlie large free balance's of (iovernme'nt there is a moral obhr/ition 
on the part of the Bank to finance the agrieiiltnral co-o[>erative 
wieietieft and if any change in the existing arrangements is at all 
culled for, it is in the direction of turning that moral obligation 
into a contra(‘tual gimrantec or a statutory liability We have 
ths<‘uss<n| this matter ftiilv with Sir Osborne Smith. Senior Manag* 
ing OoNtTnor id the ]m|>erial Bank of India iihi ve (inphasi/ed 
in our diseussion the im[»orlance of these facilities IwMiig g(>nerously 
given on proper co-ofiemtive jwper satisfying the standards j>re- 
Hc'fitHxl by (he Ihink. We are gfad to note that Sir Osborne 
Srnitli has assured the C ommittee that if the ro o|H'rativt» lianks 
offered as securitv onlv the pafHT of A and B c!ass six leties,* the 
ImfH'nal Think of India would he prepared to give the ma!t(*r 
serious and sMupatlietic consideration. We desire again to 
emphasize the nnf>ortanee of the.se facilities to the en-ojX'rai ive 
movement. We feel that the change of fxilicy to which we have 
rcferreil is m fortunate, es}>eeially at a time \« hen the eo operative 
movement is gro viug in vitality and is extcfiding tlie scojx? of its 
usefnh>e.''S lov’ ard- the «oeial and economic mdift ( f the rural 
|H>fMilat?on and when its financial need^ are therefore likelv to 
increase nif>idiy. 

('omplaints have also been received about (he difficulties 
rnt'.ed hv the Tmjx^rial Bank of Imlia in regard to the free remit* 
lance of lunds by co-operative hanks. The Oovemmerit of India 
have held the view that buying and selling of nmvittanee for other 
tlein o ive f>urfMvses, is not consistent w ith the prim iples of 

co-ofH'rntive l)anking and have ordi*red that remittance tranflfer 
reeeifits for bmni fidr co-otx'rative purposes may be issued if the 
eo-<)|>erHtive l>anka certify ihat the transfer is for co-operative 


• Fof clu^ifkxition of into A, B, C And D» wHt Appendix IT 

Town^nd Roport, 1 
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j)urjK)se* li lm 5 Iktu tituted timl e\*'H ihv cvtliiicate^ <#i i.%> 
openitive haiikn to thW effei t are not aivt ptod by rei taui brancliea 
ot the liujKTiai i^ftnk, and it la urged tlml tins aiutude i8 ntuulled 
for and unjustifKible. The Hclioii taken by tlie lnijK‘rial lUtnk in 
tlie matter ha^ lui n juMihed l»y lU Managing (iovt rnor u) hia 
evideme hetore us as MiiiTanted in the interests not only ol the 
ImfHUKil liank hui also of the Indian jouit-sltK-k luinks wliitli do 
nut enjoy iht* faeih(\ of fr<‘e transfers, lie tiiinks if is irreginar 
for (a^-o|*eial ivf' hanks suhsulizod hv tlu* liix*[Ktyer t4> the extent 
of the t ost of tl»e (\»-ojH'!ative IVejMirtiiu nt anti exemption from 
^ inemue tax , to rom|H‘ie m t»rdmury luinkin^ business 'vith cwn- 
itieivial hanks u hirh luive iu> siu h a<lvaiitage. W’t' t tinsnler that 
free remittaiue of funds for (‘OHiperative purpoM's is of the utmost 
iinjKiriame to the (‘o-o|HTative moveimuit and that no attempt 
should he ma<h‘ to ( urtail tlu^ privilegi's uiuter tlu* rules of tlu* (lov- 
l^rnment of India in this matter. As re'^aids n‘mi<tan<(* fatililies 
for'cHlier than < <»-o[H‘ralive pnrjHises \vi' leeommend that eoojH'rii- 
tive hanks ^h onk! I»e entitled U> the samo privileges as jtdid stork 
hanks. We may in this eonneetion invite attention to tlu' follow, 
ing t*\tnut fioui the nuunorandum of the foreign hanking exjx*rtB 
on (’tunmereial Hanking with whieli we wholodu'arhslly agree — 

“Tlie ( O'Operativ*' moNement in s[)ite of imjMTfiH’tions and 
of una\ oidalde setha^ks (h'serves evtTV jKJsHihle uHsist- 
anee fn»m ail (juarters, heianise there is no la tter 
instrument fur raising the ItAel of the agritaih m isl of 
tins eountry than the <-oo»perat ive < effort , and a strong 
appeal to the l)ankmg interests of the <oun(ry to 
assist tins movement seiuns not at all out of pliwi'. 
d’he Im[H‘rial Bank jiart i<'ulari\ ouglit to eonlimie and 
to II u Tease its en(K*a\ours to suj>pU‘fnent the jaesent 
organization of vO-ofx rative eredit v\itli ('X|M*rt advieo 
in a husinesB and with financial assistanci* 

IHd. It has Im ell hrouglit our notii r that tin* Im|H*niil Hank 
has Withdrawn the eash eredit in the ease of the ]ioml»ay Hr<iMM- 
cial Bank even against (Jovernrmmt [»aper becaus*' mikIit tht^ Pro* 
Tincial Bank’s delKoiture trust deed, tlu* truHtee.s iiavf^ a floating 
charge on all the general aBsets of tlie bank. Tlie lioyal Com- 
mission on Agrieultnre held the view that in the al>Hene<‘ of special 
oorulitiona a simple floating charge dts's not prevent tlie assets 
from l>eing pledged as crner for loans from, or overdrafts with, the 
Imperial Bank. The Managuig Governor of (he lmf>crial 
has. however, pointed out that the debenture trust deed is not 
free from S|)eciai conditions, vide the prohibitory cluuso agairif<ft 
subseq^ient charges contained in fiaragraph 6 of the deed. Ho 
has re|x>rte<i that the imperial Bank's decrision was <xuno to after 
obtaining legal advice on the point and that the proj>er course for 
the Bombay Provincial Co-operative Bank is to amend their deben* 


X 
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tiire tniat deed in nuch a way an to rAu.s*\,tJie i|pcunty offered l^> 
U;e Imperial Bank to rank prior to that created t^der the deed. 
While we agrt^^i that the trust deed might reqtiire to be amended^ 
HO a« to remove the hpeeial eonditionB referred to al)Ove, we do not* 
think that in this ease the authontieft of the fmf>eiia,t Bank are 
justihed in *!t »nandiMg that the stKMiriiy offered to the|^ bhouid 
rank pri(>r to that ereated under the deed. 

1S4. Our eolieague, Mr. (h K. Devadhar, d(i<*s not whofly agree 
with the coneluHion in the preceding paragraph. He holdn that the 
ImtH rial r»ank of India is putting too technical and narrow an 
iiiierpretation on the debenture truftt deed of the Bombay 
vincial ro-ofx^rative Bank, which is not home out by the authori- 
tative legal oj»inioii and current banking practice He kqlda tl^at 
(Ij toe debenture deed i« of the essence of a floating charge on 
the ge neral asM is, for the time being, of a going concern, which 
reruaiUH (lort!iai:l until the undertaking charged ceaM's to be a 
going concern or until tht* {KTson in whose' favour the charge is 
created int(‘rvenc.^ , (2) until sindi intervention, the body (v^ncerned 
has a fric hand to dispose' of assets, such as tlrne repn^'Cnttai m 
the pri'scf t instance hj 'agricullural pafHT' or iJowinnumt M*cun- 
lies. in tl»e or(l:nar\ < ourse of its businens and tiie •n-tituliou is 
at liliert v to < osite s[hh !li<‘ mortgages ranking in priont s to the 
floating charge- (4) uilli ihe (i(‘\<*lopnu nt of thanking at d the 
profxu apprtsoaiion of the legal sigmficaiHO' o[ a flouting charge, it 
is not llu' (iraciue now to insist, as used to be riot uneoinmon 
prevK'usjv, on provision being made in debenture Irngt deeds 
s[>ecificall y ern|>o\venng coTn|Kinies to deal freely with their ass<.‘ts 
in the <irdmarv <‘ourH4' of their l)usiness : and t4) a<*<*ordinglv the 
1in|H‘ri.il Ibink of India may well he re(|nestel and again af>pn)- 
at'hed to leeohMder its delusion m tlie matter of allow Uig sueii 
iredits to the Jsunhay JVovmeial Co-ofn^nitive Bank In mcw of 
the fact that tlie trust deed of the IVovineial ro-oj»erativ*^ Bank 
coni nns a spt'cial (ouulition that the hank cannot create any subse- 
quent mortgage which will rank pun or prii^r to tlie charge « 

(Teated in favour of the debenture-holder, the rest of the Com- 
mittee fet , unable to go beyond the recommendatio i Ihoy have 
made in the preceding paragraph, until the legal position arising 
tuit < f the ftK'eiul eondition referred to is cleared up by a eonipetent 
legal authority acceptable hr both parties to the dispute. 

185. A» regards the relations of co-operative banks with other 
joint-stock banks, no serious complaints have been made by joint- 
stock banks of unfair comjVtition. In fact, their resp^ive 
apberea of activity are so widely apart that thm does not exist 
, at present scope for a cloee ^competition between them. *There is, 
nowever, a feeling that in the matter of Hepostto the co-operative 
banks with the help of Government assistance and prestige mre 
tiompetinp unfairly. But figures fnmisired by various Pr^neial 
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leiuJ to «liovv that the allegation of unfair c'ompetition 
it» not well For example, the ilejn^it raten of eo-oj>ertttivo 

b«S»ku in Ihiiur aiul where ruten are higher limn many other 

provnucj^, cotopiMre aa follown wuh the joini-stin k hunks* rates 
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Moreover, at present the uuionnt of (h'|)osils vvln:h the central hanks 
aece[)t are Inniteii. aiul ihe ruk's of interest offeretl for tlieiii are 
not hkt‘l\ to le higher than the leiullng rate of the provineial 
hunks w liieli IS inostiy <) jwr eeiit, feu nu piirjHJst^ will ht^ mm veil 
by altraeting dearer l»Hal inoia'v when t hcNJpt r money (‘Un hmi 
frc'in l«H* pio'Meial hanks, (lenerally sp<*iiking. j: is, (hen*fore, 
(iouhtful it tla’i*' eouki ht‘ ar.v set ions eompidit ion lH‘l\ve<*n tliem 
and tlu^ joint sfiv k Imnks. ddu' Sts !'<*tarv and IVeusuifr of iho 
Imperial 1‘ank <*1 India at (‘jilenlta has himself admitted tliii J)»doro 
the I nited. rroNiiues ( ommittee. 

rie' Mridras ( ommilteu* Imvar j>onUed out that there me dir<M% 
tion in whieh iln re m .some et>mpeii!ion whu h is hound to grow in 
future, ll IS in the nmtt(*r of pnxliK'e loans. It has not reaelied 
an acute stage \ei ; hut the eo-o|Mvrative hanks ('urmot in the <‘rHl 
fail t-o affeet tlie lemhng hnsiness of other mslilutioriH ho far as it 
reliite.s to loans againsl f}r<Mhe-e. Fut Mie Committee add lhaif the 
extension <»f the eo-o|w’nitivf> ju tivity in this sjihere is in tlai ulto 
mate interests of the enltivator to wiiom it would marine with rnore 
eertainlv and in a tnueh larger measure the profits of agricniture. 
We eonnider that loans against procliiee to the rnernherB of e#>- 
<ij>er»tive Mwieties are of great economic henefit to the cultivaiorH 
and we reeornmend that siich loans ahould he encouraged aubjeet 
to atorage a<'commo<lation bidng available and subject also to thie 
provisions of the by laws of these societies. 

186. The Managing fk>vemor of the Imperial Bank of India ip 

evidence suggested that co-operative hanks should confine their 
activitiea to co-operative banking and ahould not he allowed to ci^i- 
pete in other forma of banking with commercial hanks Md 
indigenous bankers. They do not compete at present to any gimi 

k2 
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extent, but he referred to the con/iderable body of opinion among 
ihof^r inlerented in the movement uhicll u anted co-operative ti^nli^ 
to undertake ali form» of banking, lie expreased the opinion that 
l^)-operativc* bankn have nut tfie necesHary knowledge or organiza^ 
ttOn Hiifely to undertake the IniHuiess. Du foriiiH of bankii'g h© 
lUid ill mind wt*re ujM'nmg of curi‘*!it a(‘{()unts, pnrcbasi* of <lra{ts 
and Wile of remittance. ( <>-o^>eniU»r.s, hjavialiy thoH<* from liom- 
bay, di.Mjujtcd his statement about the want of knowledge and 
business eajwn jty of eo-ojH?rative Irnnks to do these items of busi- 
ness. We have already nxomnicnded tlmt granting credits on 
< iirrent act ouiit and che(|ue tran.sactions should be introduced in 
ro-o[k*rative institutions wherever possilile. As regards remitiance 
busine.ss we do not desire to |)la< e any restrictions on tlie a(divities 
of c<>-ofs*rativc wK-ieties, but we have recommended tluit tiie sj>ecial 
fa(ilili(‘s for lire remittances granted !»y the Oovernt.ient sliould 
be restricted to remittafa*<\s for co-o(H‘rativi jairfioses onlv and that 
In regard to other remittances the co-ofH*rative banks should be 
given the rates enjoyed by the joint-stis k hanks. % 

1S7. In connectiofi with the relations between the oo- 0 [KMative 
banks an<l the other Imnking institutions, a (juestion is often raisk'd 
as to tlie ullimnte relations of the < iov<*riunent with tlie c/>-oj>era!ive 
movement. The Managing ( iovernor of the Iinyvrial Ikink of India 
ban Hlaled in his evidence that the credit wiii^ti the tx>-()jH*nitive 
movement enjoys in the mone\ markt*t is <duenv based on the 
connection of (loverninent with the iiio\einenl and th<‘ im])ii- 
cations (»f that connection have not, so far as he knows^ 
Ikhui clearly tltdiiaxl. As jKiinted out by the ('entral An*as Com- 
tnittee, in tlas>r\ the co-operative dejiurtment of (iovernment is 
rt^jKaisihU* for tiothing except proj>agandii and audit, but in 
pnwdice the rvs|>onHibility actually gms much further. it is 
suggested that the undefined res|K)nsihility of Government is 
jKThaps the tx'ason for co-oja^nitive hanks in Madras Ixung required 
hy (he Hegistrar to have dealings only with tlie Imperial Bank for 
puq>oses of tasli (-nHhts and overdrafts. When the (’entral lYo- 
vint‘es proviiuial liank sus|)ende<l payment in , ‘21 out of 

H4 t'ontrai banks were compelled to seek financial assistance from 
Government which armnged to provide sums to be utilized in giving 
loans to memU^rs of sotdeties on the gimnintee of the goeieties m 
corporate Ixidies on behalf of their inemliers. The gesture was 
interjirettHl by the public as an implied Govamment guarantee of 
(lie solvency of the hanks and it did more than anything else to 
restore the (rmfidenik' of the depositors. The finanekJ solvency of 
the [irovini lid bunk was restored in Tn Bunna: w here tbe 

^moveinent has practically collapsed, the Government has takeir 
ther resfKinsibility to attempt the salvage. The coUapae of Uie 
provff^ial l^nk had to he averted by an overdraft which the^ 
Itnp^lHal allowed it on the j^araniee of Government, Gov- " 

emtpenl has in fac^ undertaken to contribute i of Ke. 35 " 



RURAL riNANCB — CO-Ol*BfUTl Vfi OlUiANriATlON. IW 

Jikhs k> repay all lU de{X>sitors in full, and this ih esiiinated to bu 
HiUtieieni lor the purjx>stL Oa the whoU\ the |H>sUK>n m that 
prihnartiy Uie t iovej innent does not at prtwiU asMuitt* itny financiiU 
re*[w>nsii>iiit y in oaM^' of faihire t)f any co-ojituai !ve 
We re.'uHOuehd when the laoverneni rtnpurt's Stale aiil in :ut|F^ 
exeef»tu>nal < ire lai^iaiu es as ill the east* of ( entral IVovnuax^ and 
JSurma in tiie |Ki>t , it hhouhl continue to render siieh tiHSistaiu e ii’S 
nuyv in i{> opinuai in* ne< esKirw Ihil in the ini nt ts of tlie f^ieneial 
taxpau*r and lo eiuonra^e self-help and sidf-r^ han -e in rhe eo- 
ofA*ralor> m** n;-e»\ . wa* would su^j^esl tlial the Slate aid should 
iK‘ of a teinpnra!\ nature, sutVieient to enable the stHuetiew lo 
tide totu the cnsis. 

So fi’r as the indi^eni>ns l>ankers and inoinw-leiulers arc 
t'oiK/erned, ( i»-(»{M*rat i ve soeu*Ues have siM iously t'oin|wUed willi tluun, 
‘I he Pimjah rononiltee have hn>adly suiuinan/.ed thr [‘osilion of 
the in(itpui(»us hanlou m the following words ‘'rhe indi^enotifl 
hunker lias found it nojtossihle ti» loinprte with tin* lnn>«*Mal Hank 
in reinUtaiaa', with the eo*oj>erativ<* banks in deposits, and tlio 
joint-stfx k ha?d<s in a(han<avs. W ith «i<*|)osits it k less a r ;at<er 
of tsites than of eonhdt*nee. His ratt‘S, to h |M*r eent.. are not 
very dilTtTent from thoM' of leailinj,' eo-o}>erative hanks, hni he 
does not. and eannot insfare as iniah eonfiiienre ah Ininks whiidi 
are nrahu* tin* ;r^Ms tthoU‘.di not under the inanaeement > of (lovern” 
!«♦ nt He lias felt their eompfU ition tlie more kaauily masmtirh 
as like tiu in lie draws most of Ins depo^utors from tlie fiflndal and 
jindissionai classes. ” Ilus has not, liowever, cmhitten'd ih»ur 
ndatioMs. Main indipuions l)ankers are directors of r<v-o|>erative 
hank*'. Some of tlie hn^t.*er hankers have also plmaal moitey on 
fiTiiod dej^osit with (’o-nperat ive hanks, A few at t as trea.^nnu's and 
keep eu«h Jnilapt os of the l>ank in cnnfuii aia'ount w ith thenis<dve«. 
In luanv eases. (a>-operaf ive hanks depend for their very ( xistenee 
on the helf» and support rereivfal fnan the iruh|»enons hankers and 
are even s^unetimes run h^ tliem. W'e lts»k forw ard to the con- 
tinuance of tliese relations in tlie future 

PnKSKVT AOHorACY OF Ft^NDH ANti KCTt HK NKKDS 

IdO. fn recent years the co-operative movement in most pro- 
MLces has laid more money than it fa>uld ulili/e ui advancea (o 
l>orro\vers. We i^nve Ixdow c’crtain fij^ures relating to j>rovineial 
banks whieb bf ar out this statement * 

Amount 

Bmnk. in D*tc. 

Hertirifien, 

(Hn. in 

. , * • • r>»*^nomh«ir 19211 . 

r , . , , 49 ai*t 1929, 

0itiar ... 15 I5*h Kovwtnfj^r 192A. 

. Provifief* . . 72 -I^Hh Juri« 1929. 

Mmtitm* ..... 59 30th Jaii« 1929. 
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But dtjnng t]»e lant mx montliB or m, owing to the fall in price# 
of agrieulfurs^t fircKluce, the re^io^lrce^^ of f<ome of the provincial 
bankB have proved inade^^juate to nicet the re<juireinentg of the 
H<M‘ieties4 and advanccB liave been given *>} or a»ked for fmrn l^o- 
vin<*ial (lOvemriientH. We r€*coinuieiid that when a ProvirR-ial Gov- 
ernment in Hati.«fied tliat for meeting the needs of the movement 
III except iofiai ciicnifiHtances , or for the develojiment of the agri- 
eultural iiuluHtry, il ne<esKary to make IcKtnahle (^ipital available 
Ic* the • o oj»er.it!v>* hanks, the Proviru ial tfo.erninent vitfi t!ie 
corn lirrciirr ol iis legislature should idace at the disfKesd of the 
inovt‘ineht li 1 »iins as may he neetfssarj^ th in<^et the re<(Uire- 

rnents. Such l shall he [)laee<l at the disi^Hul of ttie provim lal 
hanks to he kmned out to (oniral hanks an<i primary soc ieties. 

\\'e furtiter recunimend that < ontnhnlions from ( loveriunent 
funds to ihe eXfieriMes of the co-openitiv<^ movement in hat kward 
tnictrt ami among the backward (dashes Kjiotild he (ontinu^-d and 
ncreuM <h 

O.HTAIN mnUNOS OF Crs-OFEUV f I VK B\NKS. 

llMC 'I'h(‘ ( 'o-<»{M'raltve Ikitiks ha\i* pul forward a claim f<»r tho 
following coma'ssions : 

(1) J Macing on a ftKjtiiig of Hlalut< r} or » cuitiacl uai guaraniee 
the* tinaiu ia( futalitncs at prehcnl enjoytal i)y tlic (O- 
ofH'ralive hanks at if:* hand- of tiic Imjrna) Uanlv 
of India and tie provision of fiiiaiae *>0 nua<* favour- 
ahl*' tonus, and for ioiigor [)*riovis. il,an a: present. 
li 04 M> lor [wriod.s of ovoi twcKe mouihs, lull not 
cxoctHiiiig t\venty4»>ur namths, should U* graiUiMi. on 
pro u«)tc‘s or on bonds of proMnci.il l»anks, at hank 
rrvte with fix<‘d instalments for rrpa\na-u' ; and sl.rart 
to.iu Kan,-* for jw-nods of I’J momhK and ur’dei .vhovdd 
h»* giant* vl <ui j>n> not* s at 1 [>*‘r se*g la lou tho hank 
rate. 

hJ‘ d’lc' grant t** * *sc>piaat ivc ioiUks t‘at ii < r< do> for agn- 
cuiiural op*aata>ns and th** di‘-<<Hmlmg of ili*ar IuILh 
of ext'hunge. 

i‘h Thr recognition of co-o|X‘rat;ve centnil l>ank« 

m areas where the Imyierml Bank of India iuis no 
hninclies, fi8 agencies for the management of Govern- 
ment fuih-trefisuneB. 

(If The reca^gnition of inland exchange business as a legi- 
timate part of the ofiemtirms of the co-operative 
bankn : and the grant of further facilities for transmit* 
sion of funds through the treasuries, jftlcrtigulftrly in 
lahka townn, with a view to encoiirage 
of url>an bankit and bramdies' of provincial crntiSl ^ 
lianki| at these centres. 
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(o) I'roviaion of cheap aipiuil for the actiuiaiiion or con- 
struction of godowiifi in nin*l arena in order to en- 
rnuragc the market ing of agricuilund cmjw finaiU't^d 
oil co-i>j>t‘raiive taiKis. 

Kxi^m|Ch»n to nxijHTative jaxictiis frxnn payment of 
uu>»n»c-tux on earmngH fnan invesimenls m put>lic 
sccunties or hind mortgage delnmlures 

191, In rtgani to items {^^ and (‘J) in }>anigra|vli lIKh \ve have 
made in a previous j^iragraph eertain rt'x omiiiendations regal ding 
tlie facilities lu gnuittHi to the lfn|x^nal Hank of India to c<>- 
Q{x‘nii»ve iianks. Thuso re< ormiu*n<lations art' intende<l to (over 
the }K^nod before the estahlishinent of tlr* Uescrve Bank of India. 
Win*?! ihj'- Inter not Out ion is esiahiisheil, nitt'nu that provi- 
sion shtudd hr* made in tin Ue^rve ikuik \et itstdf for linking up 
tlie to operati\<‘ hanks vvitli the (‘entral Hank td tlie country and 
h^r making the pto\i>ion of agncultuiHl finance tuu* <»f the func- 
tion«^ of the lu^ervc Iknik Idos matter will he dealt vvdli more 
fully laier tin m chapter XXII. HrxeadU sfnakio*^. the Ihscrve 
lutnk Act shcedd make the following provisions. — 

d’he I 1 me lal co'0|>erative,* hanks shoiiki along widi joint- 
stoi k hanks h<* included in the hs: (d nieinhiu hanks 
and c iititkal to rediseount fa< i!ili<‘s fi'Min tlie Ih'wi'rve 

Hani< . 

d'he lh-rr\f Isujk should he authon'asi to rrdocMUmt 
;u;Mcu!iujaf h.iis drawn or if-suc*d for lie* purj»or^* of 
tmaiK me agncuitiiral operations or llie 

ni. jI ctMi;' ‘'f «iop-, and. in cuder lo itocU ti e lal 

c.nd)t;(>fs- of agneultms' in Indaa lie* <> hilh might }>e 
r. h ;t mature w itldiiU months ftom the d iti* <•[ their 
ridsciimt hy ifa* Io-mtxi* Ihank, 

(in* Although in th» tmeiestf. nf the iujUidltv <d the Hes^uve* 
Iktnk s ;tsH#*ts it Would H- nee«*ssar\ to pr<*s< rit»e a 
maximum liriii! for tlie amount of agMcultura! hills 
r^c’oet tinted hv the Heserve Ikitik. I hf‘ fixation of 
tlie limit should take into maount the re<|mretneMtH 
of agn ulture and avoid (he danger of making the 
provision nugatory . 

(i\? ^ne Reserve Hank J^hould alw) I/e autlionzed to make 
loans and advances ref*ayfthle on demand or on the 
exptrv of fixed {wTiod not c'xeeeding fki days on the 
security of agricultunil endom^d hv the f»fo- 

vineial bank 

Jvl Tlte Hx^rve Bank sltould he given rKcaer to make Icxiiifi 
and advaru-ef? on the i¥f*niritv cd rnovaldc.' gcnods, ware* 
and merchandim?, iMfrdde^x ware!«nisr* warrants or 
warehouse receipts repre«<*riting the sxurie. These 
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power?? would enable the Re>*erve Bank to ensure the 
Huppiy of cheap and adequate credit to agncultune. 

Ah rc^^ards Hern i;jj an paragniph 11^1 we agn^e that it 
rnii;la |K)^>ihiy e ihance lUdr Klain-^ if a>-o[K*n.tive banks were 
enUuHed wilti ihe inanageinent of *^nl>-lrtM Mines. Bel we do 
not think it advinuble to entuHt iln^ \u>rk to eoM){vraU\e banks 
in tlie jjres^^^nt m er o( the working of llie inoonnent. We think 
that for roin(‘ lent' to < one* < o-o|i“f ator^ will oe vt^il mi\i‘'ed to 
turn all tianr i iw 4 i« « to strengthen their pi e'^ ni |H>sition |f\ gmng 
to the \aiioiH rneasuie^ that W(* hu\i* reroninieiided. and that 
tfn \ -liotjld not a”tanpt to take up additional Hoik whi<h Jie.s out* 
Male t!ie sphere of (oojMaalion We are, ne»reo\er. doublfui if 
ilie e\i^^lng Stair in the (>ankH is tapa[>!e of uiuiei taking the sug- 
gfHHlrd inanagenienl of (lo\(*nnnent ‘'Ul» treasune^ 

Ibd. As legards uein in paiagraph IHO ue luiNe already 
indieatcd the extent to which tlie Stale sliould assist the eo-ofn^ra* 
live mo\eint‘iit foi the suppl\ of /ree rt'nuttane<‘ fa<*ililies. At 
present the InijK’iml Hank of India |>ro\ide*. leiinttanee fa( dities 
to joint st»x k l»anks between plaeeH wh4'M‘ thcM* banks ha\e 
braiudies at special eoneession riies vbuli are half of the rates 
(‘liargtal bv th«' Hank to the laddi - ( liu r«‘eonunend.H lous in a 

ptawiouH paragraph that tle*se etne ession lat^'s shou!*] abo he ex- 
tended to ( o-o|M‘nii ) V t‘ hanks will onK <o\er the i^'iiod f>efore the 
eHt,ii h-^hiueiH 4i| tn** Ih’stuwe fktnk ddiereafter Jie p(o\ ue t \1 bank , 
in \iev\ t)f Its poMhon as a ineinher haidv in llie H4*.ser\t‘ Ihink 
H\ stern, will automat aalK h«» eni Hied an\ s}H*eial <‘oiu:esMon 
Vtdiieh the lves<'r\(' Hank might offer to Us meinher hanks We 
d(4 not re<a)inmend any further loneession lu'vond tho-<‘ suggesUal 
uh(A'e 

1U1 W'e are in full sympathv witli demand No (Vi for the 
provision of cheap eapital ffU' the aequiHition nr ((aiHiriHf ion of 
go<lo\\ ns m rural areas. W'e shall deal wuli this {sunt a little 
more fnllv in ronneetu^n with the 4'o-o]>4*rative sah* ^xieties 

d’liere Kuiains onl\ the (juestion of <‘xt‘m|)tu>n (rum in- 
<oinr‘Hax 7die profits of the lo-ofw'rahve s(k'uHi«*s are already 
exempt from ineomeHax luit the\ an» not t^xempt from super-tax. 
The Botnbav ^o-o[H^rati^e Stxaeties \et pro\nIes for exemption from 
payment of supuHav by the issue of a notification liy the 
(Government of India, and the ltomha> ('ouHiHitee i>hs<Tve that they 
find no \alid grounds for n'co\erv of siifH^r-tax fr4)m co-ojH^nUive 
mxHelies. We agrree that the profits of eo ojH'^rative s^x ieties fhou’d 
be exempt from IkHIi income-tax and sutx^r-tax. The jx>sition in 
regard to income from fJovenunenf securities stands on a diFerent 
footing. Tmome from (tovernment seeriiities is not now treated 
aa part of the profits of tlie business of co of)erative hanks. 7’here 
i«"5iome dispute as to the exact intent and meaning of the existing 
<Jo\ernment Noiiluation on the subjec^t. The cc-o{>erafiye banks 
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conteful that Notification covers the inaitne from Government 
securities alsi>. This is a iiiaiier oi pun' legal inler}>n'tatio!> and 
if the Not ifieut Kill covers such hh'ouk^ tliere ia notiong further 
to Lh' Hitid, ()n the assumjvt ion that it diX*s not cover the 
income from sik untucs. representatives of the co-operative orgH- 
nizations have put forward a strong elaun for tlic e\eiu|>Uou of 
such income from the levy of in**oine-t:ix. Their main ctmten- 
tk)n is that lie y are recpnred to invi‘st tlieir res^uve funds m 
appro\ cd >ct arihc- and :i1n) to maintain a certain proportion of their 
funds in (lOvcrnnuMit s'cuntic's for th«' purfioHe of (hnd resourees^ 
that It IS not |K>s^ihlc‘ at any jiarticiilHr tune to state' what exact 
amount is ns|nir«'d for tiie purpose from day to day nfid that it is 
thereh^re Unfair that such investments shcadd U' (axed nt the 
sourc'C' and treated as if the inten'st eat ned was in<*omc derived 
from hu.siness iliat lav oiilsiile th*' Ic'gituuate c^peratioim of eo- 
0{x*rative lianks. 

IVMc Sc\a*ral JVcAuu iai ( omnuitees have* 8U(j|H)rted Uiu claim 
for excMnption. W lu*n il was |Huntt‘d mu to tiic^ rcprc‘s*uCat ives 
of tlie co-o|H‘ra!ive l»unks that theur claim c’ould not rcasonaldv 
extendv'd iH'Vond llie investments al)soluicdy nesassiov for fiind 
resources and for the inve’simctit of rt'Muvt' funds, tluyv admitted 
tlic force* of this contc'iition. We i<Ma>mmc*nd the exemption of 
co-o|K ratiNc' soc ieties frotu |>avrnc'nt of m<-omt* tax and su(>c'rdax 
on c'amings from invc*-itmcnts in puhlu' sea unlK‘s or land mortgage 
dehunlurcs to the e xte nt such JiiveslmeMits aie* tieaa'Ksjiry for the* 
of the'tr thud reseturee's and (or the* inve sime'iu of 
funds, HS [»re'st‘rd>e‘el l»v the* rule's Our its oninu'mlat kui is. how- 
ever, hash'd on the unde r^tiln({lnc that the eo-ojauat ive* hunks will 
[xiss on the hene tit of thir' couee'SMoo to\vat<)?n the improvemeutt <jf 
the oosition of the* agriemltunsi. 
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197. W«* hfivo n*ft*rr**d in Chajiter VI to the nature of long- 
term credit rivjuired l»y the a^^ric ullurist , the i^uhHtanlial j>eriods 
foi which HU<fi < red it- are re<nnred, and the almost uiilimited de- 
iiiatid for It. (Ordinary coriimen lal hunks and moneylenders cRUnot 
afford to tie tip their ca[iital for hikIi long [)t‘riodH nor to rt-eover 
the loaiis in small dnhiels out of the earmri;is or savinps of tlie 
borrow er. Hen< <* ansen I lie need for Hjiix ial tyfx^s of credit institu- 
tioiiH j^^enerally called li-nd mori;.:a‘.:e l»ank^. 

ImOKltKNT IVIES OF f.\M> MoilK.^CF P.^N’KS.* 

19H. Land morleape hanks are of v.%rions tyfM’s and differ 
widely in their features in different lountrirs. W hen we deal with 
eo-o|K*rat 1 ve or^nini/.ai ions or laml iTedil assoi lations, it is well to 
rfinernher that thf‘ orjjini/at ions in other countries whos*' featurc^s 
we have eojued ni some measure ha\(' sprun^^ uf» more as 
pruetieal solutions of peculiar I<m nl dihu idties and vcere not 
coricened a? tfieir inception as emlKidnnents of any definite 
ei'oriomie thf^ories. So. in delemnninj that suits us 

most. We must not pr<H**ed tui mere (I ^ rounds or the nilienMit 

merits of any partuailar type, witluan !e;.:ard to the [*eculiar needs 
of Indian rural eeonomv and RKual and pulitual conditions. Eand 
rnnrtETaE'‘* hanks ma\ \h^ (lassifK-d in diOereiu ways (»n «hnferent 
priru'i ph^s. .\(’<*o! din^' t<> cue jja-^is of cias-dHat i(>n they nia\ he 
eo-o/icru/J re . reo?-#a»-o/icr(jf irr . or /»prref f rr . ’ria' eo- 

operativ<‘ type ropresentisl l>\ tin* lhaissian l‘'arm MortE^aee 
M utual (d«*dit Association^ whu h an* asso< laticuis of l>orrow<*r8. 
^Phev ha\<* no c'apital f law en4lea\our to kof j» tlu* rate of interest 
low and do not ami at profit I'ach nuunhtT |>.'iys a small entrance 
fee to meet the neies.sarv e\j>ens<‘s. initial cost of land valuations 
und other imadenlal chaises, f’redit is created hy tlie issue of rnort- 
bonds hearin^^ intr rest and made pavahle to l>earer. and these 
Ix^nds are regarded as ]><‘rfect types of sernre investment and are 
quoted on tlie E.\( han^res throu^rhont riennany. Thes^' Ennd- 
mdiuften are now combined into a ‘('enlral J^nds<’haft’ which 
exercises tlie function of a central <x>~or>erative or^ranisation. The 
FfMleral Farm T/oan Banks of tlie United States of America are 
niao illustrative of the m-nj>erative t\ 7 >e. The non -co-operative 

- ♦ We urt' inct^^bt^d to Ff^rrick on “ Rural rrrdft* Ufortn^n *^n “ Fr’r cipt«» 

of HnrAl rmlit* Slrk'klu.nd'n Rfnrlw^# in Knrrij^'*n Orwopwiktirr. <h« 
Report of the Baixnla I^nd B^nk Committee. niid the Report# 

of the variou* Provint^inl CommitU^eH for * great iteal of tt e n\at1er in thia 
oJ>a|r*ar. 
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type is represented by ttie nuineit>u8 coumiercial and joini-atock 
land niortgiige thanks working all over the Continent of Eurape, 
They work for profit and dec'lare dividends. l»ut tlie State exerciaes 
some measure of eontnd ov€*r their operations in order to eniaira 
tliat tlH*y do not eausi* Inmfship to borrowers and that they fulfil 
therr oldi^^at ions to tiuur inve*8tors or delxmttire ladders. They 
are based mostly on the Freiicli model of Crcdti Foncier cfe Franeff. 
The Aj[rri<’tilt ural Hank of Kj^vfU i**' als4» illn‘^(rHlive of the mui -<x>- 
o|>erative ty{H\ In Indween thes<^ tuo types, there are iustitutionB 
which <fimhinc (‘ox>f>»‘rative and c-ommert ial ideals in varyinj^ pro- 
[lortionsand arc ilius of a quasi-io oj*<»rati' e character. AsHCKuationB 
wuli memhcrship of borrow «'rs and o<uj [>orrower> . o[H»rat!n^ ovt'f 
fairly iar;.ir areas and forimal with shar<‘ t iipttal uiul a lunited 
liability basis, but m vslndi ea< b rncinbf'r 1ms a sinj^le vt*te irres- 
|M*ctive of lus share tajutal anti the dixidcntl on shart' capital in 
fixed at a low nia\ Ik' taken us ilbistratums of tlie <juasi-<’0- 

(qxrative tvjs-. t>f wbah tht‘ Mun^^anan Land Mortpa^x* Institute 
for lar^x* land owiuTsaiui the Nali(»naf Small Ihddnu’s laind Mort- 
Institutt's f<»r small ow n«Ts are exampU‘s. 


'bUF 7‘Yrr: inAT srns 1 m>ia 

L.id. W bat ibf r<jrm of land niort^M;,;!' l>ank that -mt- liidiri 

licsl ' Tfic aiC'Wt I to this (jnesiion dej»cntls partly u[Mm liie 

of prr^tui u l<»n;„ li'rm credir n»“ods arc to ho st r\<a{ d'lie 

(ommeia ial land nMUt;„a^e bank max |n*iha|*s be la-iter suited to 
tmance bi;! landk^rds <ar itmudurs So far ii> ndief lo small a;:M* 
c'ilt firn-t • and MWitcis ot small fnddinais 'is ccMaaniit d. the <’o- 
o|aU’;tl!\c t\|»c Is ifu most sin'abl* . ‘{be poor f \ ot s Uilb small 

lioldm;js. ( annttl ^eeuo ( redit t'xeept ibioueb oream/atiMij^ Itascd 
on mutual a^s^K iah'Ui aial euarantee. and the* ( (so|verat ivc laiul 
nic»rf bank js a lc;.itnnatf' appiieatron f>f that print ipb . IIm* 
funds sthdi a baidv can L’<! be raot ai onU on the tolb'ctive 

pmaranfta' td pirojaTtics morfjLUapcd by tlsc nM tnbcis . It folltjWB 

tfiat the mtmd^ers ula» thus create* the eredit should ba\o a voitx^ 
in the ina!ia;jemr’nt of tlnur bank on wad) retoenised pnneiple^ of 
dcriuK rat ica!l\ ^ontrolbal co-o[»er.ttixr‘ inst but ions, AL'neulture 
will numon for a long time to cnuu\ in Tndin, an individual effort 
or a farniiv effort at best : l>iit for s^xa iffe purf»oses. asMM lated 
effort of agrjcuhuriHts can he and uugfit to l>e organized- ’The 
wheinrss adopted ami worked in the Ihinjah, Madras and Ihimbay 
m well ns in Assam and Ih rigml are in a Hcmae of tfie eo-operaf ive 
Ivjie. In other provinces, there if* a« yet no action in the field of 
land mortgage banking, 

S"ric:!y spanking, however, tlie tyf>e wddeh is in v< ; uc in 
India is of the qimsixxxiperative variety. fxx^auBe nowhere in India 
ha« it approached tlie fully co-operative ty[>e, altfiough there are 
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ttul^tantiul eleijjdnts of the ccM^perative theory and practice in -all 
of the^e huiika. Thi» will be evident from the detailed deseription 
of the liiiui inort|;a^^e hankie in difTerent parln of Iruiiii in the I^ru- 
viiieial re(>orts. I’hey are contreived a.^ limited liabihly 
tu iiH of horrovver.*i wiih a few non-borrowm^ indivi<lualrt thrown in 
for attrueting initial capital as welj an the hnsim^Ks talent and 
oitPinming eapiu iiv in t-ded to make the management efficient. 

The niiinhrr tif sliares ouiird f>y the int nil>erj 4 in litniNHl ; 
tlie rule of 'one man, one* vote’ irresf^ertive of the sliare 

capital ribed f»\ them, is generally adopted ; dividends 

are restiieted to a low figure .oid the goal of gradual elmunation 
ol non-boMow ei'i IS kept in view to impart a eo-o[»erative 
apirit into rheim 'l‘le‘ fact however remains that the \vork 
of a mortgage hank ‘is re(‘ogni>e«l on all hands to \re extremely 
itn[>erHoiial as devoid of ihe human element as jwisr^ilde ‘ and 
that the human and |wrsonal elemiuils \vhi( li are the rhief charinv- 
leriKti(‘H of the UadTeus^ui type of so<*ieties ramiot \h‘ infust»<i into 
them in any appreeial>le measure. W'liile mutual knowledge of, 
und {'ontrol over, oiu' anotlur among ineiulxTs is the insistent 

feature in the laise of tlie uidimited iiability en dii sixnelv, the in- 
nistenee in the (msi* of a land mortgage en*dit mm ietv with limited 
liability is on the (‘apa< ity and husiness haldts of the dinatorate, 
in order to ensure sound valuation of s<M'uritv. careful invostigaHon 
of titles, ('orrect assessment of Inirrovvcrs’ credit and rer>aving 
cu|>acity and t'lTicifUit management of affairs 

201. constant ion that is to he prescrlbiai for land mortgage 

bnnkK in India has Ikhui a subjta t of prolongial disi ussions among 
offhual and iHUiojiTicial ('o-<»p<uators. is unne<essarv lo go back 
to tlie discus.sioim wlmh [U'e(‘e4led those at tlie lv*‘gistrars' t'oio 
ference of llhif. where a <h‘rniite M*heme wa^ ado[>ted by the 
Kegifttrars with the coiKuirnuK^e of tie* non-ofiirial (‘o-o|>t‘rators. 
The material |M»rtion of tlie resolution pnss<>d |»v that roufcreie e 
i« reprodiK'cd below : - 

“( 1 ) Mortgagt^ hanks based on < <vojM*rative pnnci[>lt*s are desir- 
able in many {Kirts of India. No transaeiion should l>e undertaken 
wliich 18 not econumic*ally profitable to the iMirrower. 

(21 Objfi ts . — The principal objects should Ih' : — 

the HMlempiion of the land and houses of agri(‘ulturi 8 t«, 

{h) the iinprovtmient of lands and methmls of ( uUivation and 
the lunlding of houses of agriculturists. 

(Cl the Uijuidation of old debts, and 

(i/^ the [Hin hase of land in S|>eciiil cas«\s only to he pne- 
s^Tibed in the by-laws. fThe precaution is evidently 
,, to pnnent land speculation and indifk'nrninate brvrrow. 

ing to buy land.t 

*n*fVKia Laad MoftgA^ Commili«« 96. 
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Cl) .-Irfa ami Mamtftmrnt . — The area of ojK'raiionw sho^ be 
lilt" «iimllesi unit oonsisU*n* willi n!inj)eU‘iit iimiia|>t.'uu'al / The 
iuijKwUtori ol iialiilily on viHtij/e omlit Kooiotu‘» or ilu* rtonfine- 
luen! of Kkuii^ to of 8iuii art^ iu»t JTC- 

ci'rnuieiultHl . l«u{ tlio Uiitk f^hould oonsuli tho vUlaiiv sovit‘iu^H in 
the cast* of all lo;^n^ H» innnfH'r^i t»f ^'Urh a s<Haetv. Ihuietuulity 
in n.pa\rm‘ni shonltl I^e fiihataai in niori^a^^e Ijunks 

f l i Fifuvh ( . — A reaMiniihle total of ^hare money shoiilcl he h^Id 
l>\ eaefi hank in or«lei to roa^^nre the investing piihlie. ?ii pw* 
Mraes in wiiieh the proper! v can he si>K! tm fortn'losure . no low 
Bhonitl (*xeet*<l half the value fif ilie nH>ri^ag<'(l j»ropertien 

Xo exeess lial»ilny is requireil hevond the amount uetuufly 
horroued hy a meml>er plus Inw simre money. If no exia'ss lialdlity 
is imj*i)sed. the share money of a hornmaT should not U* hvs than 
on<*-tNV^‘nt null of his loan. 

The nunmium loan should he sut h as tc repay the eosls of the 
transaotion to liie hank. I'jieh hank slxudd prescrila* in its by- 
laws a maximum loan from iiun* to time aeeording to its financial 
position. 

^ l)elK‘ii‘ ur(*.s should In* issiaal hy a ca ntral financing IkhIv in eaeti 
province rather than hy se|uirate nutrtgugt^ hanks/’ 

‘Jtri. I’he h'oVi I t/umrnisHjon on Agriculturi* in thiur <'haj>fer on 
r<M)fM‘ratson oart fulh' < onsi(i(Te<l the .sdieriM* tunhodied in the reso- 
lution of thr lJeCi>'trar.H’ ( ’onfetauiee Th(*y found fhetn- 

sidves in >uh‘'tan1ial agreement with it and they .^siid : 'Sueli ex- 

jMTieiue (d the pnu te al working of land mortgage hanks as has 
iietui gained sinee this r»*-^oiutiun was passo<l has not shown tlie 
ra/ed for an\ alteration in it. nor has rjui own exiirmnation cd Iho 
ease suggested any alteration’/ 'Flie ks ommendatimis of the 
iCoyal ( 'ominii-sion are as follow’s : — 

fie The renolution passed hy the (/onfereiK'e of Hegistrars of 
19*20 in favour of tin* eHtaldishnitUit of land mortgage hanks in 
endorsed . ( Pa ra . 1 J 

(2‘ I/and mortgage hanks should he est ihlished under tho 
provisions of the ( V>-o{Muative ActB. (Para. 

(TP Tfie guarantee f»f interest c>n tite delMUitures of land morigago 
banks is the mo«t Huitahle form in whir l) assistam'e to theiiK* hanks 
can l>e given by Goyernnient. (Para. *183.) 

<4» (h)vernmerit a«sist?inr*e to lanri mortgage hanks in the form 
of Htil>seri|>iion to their delM*nlures is not recommended. fPara. 

miJ 

(5f The debeHtureB of land mortgage banks, the intereiit on 
which is guaranteed by Goveniment* aljonld be rukled to the list 
of trustee securities under ibe Trustees' Act. (Para. 383.) 
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(Gj i lie issue of ilie debentures of land mortgage banks should 
be controlle<l by a central organisation, (i’ara. 3Hi3.) 

(7) Land mortgage banks should only be organisr^d after the 
most (rareful prelnninary eiejuiry and tfieir constitution and work- 
ing should \>e as simple ns possible. ^Lara. 

(H) Far some \**ar.s to come, there should U? an official member 
on the (ommotee of maiuigenient of each bank. (Para. ;i84.) 

'MKi, riie Conferenee of diM usst-d in great fletaii 

the several rerommendationH of the Koval ( ommission; and the 
suggestions of llie (’onferenee, important as they are on some 
mutUTH, do not rnabirially alter the P>2G M herne of the Kegistrars’ 
Conference as amplified and amend«*d by the Royal CommiHsion. 
The resolution of the Registrars* (onferenee of runs as 

follows : — 

(I) *‘Tlie (’onfereme entirely endorseh the resolution passed 
by the (’onferenee of Registrars in P>2r> m favour of the establish- 

' tnent of land mortgage banks’*, 

(2i “I'lie Confermcr ih of ofuinon that l-ind mortgage banks 
4ShouUl U* t*“itabhhhe(| under the provisions ot the ( 'o-operative -'Arts 
now in f{)rce m Pnimh India ’, 

(d) 'W norniiK'e of (loverniiu'nl i^ ius'(^s-.ar\ on tlu* managing 
<onirnit(ee of a pnmarv ian<l mortgage haidv, oxcopt wie re the 
inten'His of (lovernmeiu and dehentun* holdtUs aie suffieietuly 
si^feguarded !>y tlie appointment of a trustet: acrr|)tal>l<‘ to (iovern- 
ment”. 

(1) ”( lOvernmeiit usMstam e to land mort«jagt‘ hank*. ni the 
form of sut>S(Tij>t ions to their detsmtun-s is n‘comnuuuleti while 
thes<' i>anks nrt‘ in their earlv stages, ami assistance is also reioni- 
mended in the fiarm of loans”. 

(a) “The guarantet* of interest on tla* debentures of land 
mortgage luinks js the most suitable fiain in winch assi>tanee ean 
be given hy ( Hyvenunenl”. 

(fit “The debentures of land mortgage Ivanks, the itvterest on 
W'hi<*h is guaranteed by (un’ernrneni, should U* added to the lint 
of Irusti'e securities under the Indian Trusts Act, l’s8‘2”. 

(?> ”Ttie ("’onferenee is of opinion that land mortgage banks 
sliould t>e organised only after the most careful prelimimirv enquiry 
and that their constitution and working should be as simple as 
is consistent witli tuloquate safeguards”. 

PUKSBNT TOSmON, 

304. There are some land mortgage banks, under the Co-of)era- 
live 8k>cieties* Aet, now working in the provinces of Punjab, Madras 
and Bombay and to a small extent in Assam and Bengal. The 
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prt^ess of working of tfie«e banks, and ih« pro|>oHalH ina<lo by the 
several Bunking Knquirv CoiuiniUeei; for the further developinant 
of tijese bank> m the iight of the exi^tTienee already gamed, Jire 
sumniarized i>e}t>\\ . There are no land mortgage bankn m existence 
in Bihar am] Onssa, Bunua, Central l*a)vmct^ ami Berar, the 
United rruviiuos and llie Central Areas. In Burma, the attempt to 
a siq^nate Art for land mortgage banks, a[»irl from the Burma 
Co-ojK'nitivt* So<'lelies* A<'t, did not matenali/e and there is now 
pn>|x>siil Indort* ilie Burma (ioverniuent Ui inake an exj>eriiiKmt 
with two UHlt*pemlent bankn iui a very amatl seale. Ht> Umt their 
liabilities may not exte* d Bh. lakhs, d'he Burma (lovermnent 
have pnoided Ks. 1 lakh for the working capital of ihest^ two 
hanks. Further progresn evidently depends upon the results of 
this small ex|><*nruenl. The Banking Knqmry ConmutteeH of thoa<i 
provim'es in whicli there are no land mortgage hanks^ or n^ady 
schemes for iheir estalilsh lumuit in future, have also suggesUHl some 
forms of ronstiiution for their future banks. 

The land mortgage hanks actually in o|vrution do not*" 
liow’ever, anwvhere fully ('urry out the siheme evolved by the 
Kepistnirs and tiu‘ Ivoval < 'ommission (»n Agneulture jn India, ddus 
is to be jw'eounted for partly by the faet that in some |>rovinceS, 
in \v!ii<h land mortgage* imnks are now working, they were sturhal 
liefore the Ivegistrars* stlieiiie of wan formulated and e\en 

w*her»' the\ wen' aetnallv regfist<‘red snh>eijnent I v , t l»e plans for 
t?ieir estal)lishn»ent w»'re matured before the IdJI) Krhrnie n*eeived 
its final IoucIh’.s. 

The Punjab, 

'ri-ete are 12 (Hvojsrative mortgage hanks in liio 
provime. Wiili the ex<‘i‘ption of tlie banks at Mianwali 
and Jhang ubieh operate over the who}*’ di^tnrt, the rent eonfine 
their of^^rat’ons to a single d'he dhang er>a»{S'rative land 

mortgage hank was tlu* earlie-nt. ]t was started in ]*.d2(i. Af>art 
from the agrieidt lira! (Tetht so4 ieties. only owners of agrieidtural 
land may iK'come memlxus. Loani^ are made for the re<iemj)tion 
of land, for the lifjuidation of unsecured debts and for the improve- 
ment of land. No one may l>e advaneed moiv' ttian dF timen tlie 
land revenue payable on the land rnorlgaged. Rime llu* starting 
of these lianks, nearly Kh. 32 Inkfis have h<en advanced as fol- 
lows : — 

Piirpotifs. in tmkttM ) 

li«payro»rit of oW d0bU . . . . . , . I ft 

L*nd * . * « • . lA 

li»provelnef)i S 


'rot#i 
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On the l»r March lyJM) there were 4M defaulters out of atoot 
l,r>(X) borrowerti and the large nuialier of defaults is ascribed to 
had fittr\eHts and imprudent loans. 

It is the policy of the department now to limit loans lo K«. 5,0v)0. 
Only four bankH have agreed to <lo this and seven have a limif 
of its. and one Hs. 

In hiHtu: l>ank> din/ctois are rejKiried to he Uk) indulgent in flie 
matter of Iouum, to thems<dves and to their relatives. The resilK 
js considerable laxity and Bometirnes fraud. Five banks forbid 
them altogetlier and only one allown tliem without rentriction. la 
HUk, they are only granted if, firstly, two-thirds of the directors are 
presruit and all agree to the loan, and secondly, the official metn- 
her signifies his a|>f»rovaI in writing. 

Of the working capital of Hs. 2d lakhs, Ks. 14| laklis have heeu 
advanced hy (iov<*rniiH*iit mostly Uirough tlie Provineial Co-ojxtu- 
tive Hunk. 'I'he latter has alt>o raised Ks. f> lakhs of dehenture.s 
at G jier rent, interest, the re[)aynK‘nt of which hag Ix'cn guaranteed 
hy Oovernmenl for 2o years. These arrungeinems have iH*en made 
to suit the cxpeninental coiuhtionB umler which the Morigiige 
Jhinks have laen started. The ITmjah Committee think a timd^ 
will <'oine wiuui it will Is* jKis.'^ihle for the mortgage banks to 
raim* delK*ntur<‘s on their rolleitivr assets through the JVuvincial 
(keofKT'ative liank or a (’tuitral ^^ullgage liaiik 

Madras. 

2(t7 It) a wlxuiH' for s}»ecial land mortgage banks 

was saiutiomal and two were regislere<l in that year. Ten sudi 
l>ariks w tu e consul tiled hy li)t‘ end of Juiu llhiT. ujx*rating over 
restricted areas of eonqairt gruups t>f villages within a radius of 
five miles, d'he reastui for this limitation of ari‘a was lo ensure 
that all laiul should Ih‘ ;M‘et*Hsihle to tlie investigators of the bank 
to make eiMpiiries, and to enable the honorary directors to go to 
tin* Villages coneerned readily and check the reports. Thef?e banks 
Wert' fornuMi on a liiuit(‘d Imhilitv basis, with share capital, the 
borrowing |Kn\er Uung limited to a multiple of the paid-up cmpital, 
ordinarily b to 1(^ times. The hanks were ex{>ected to raise credit 
1 V issuing deUnitures on the secnrity of agricultural land? whicin^ 
the U)rrowing memlx'rs mortgage^l to them. I^bentureg carried 
inirrcHt at 7 [X'r cent when sold lo the public. Tlie Govermiient 
agnvd to purchase at 6| per cent deVientures equal in value to 
tljose whiih the hanks were able to mdl in the market, subject to 
a limit cvf Hs. 50.(X)0 to any one l>ank ami Its. lakh.*^ fur the 
whole IVesitliuicv. Tin; hanks lent at 9 per cent, and the iiiaximum 
lunount of the Itmn did not excee<l E«. 2,000 for an individual. 
The loans which carried interest at 9 per cent were generally 
for 1(4 years so that equated animal payments at 12 per cent, of 
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the toi^f kiun would extinguish tl»e debt in UlJ yeiins. All 
imnks did not adopt this mode of re|>aymeiu, for some of them 
favoured the uUernalive system of payment by e<jual instalmenta 
of a 8|>ecified (K^riioii of the prineijml wiiJi interest on the out* 
atandmg axnoum anmnilly or stoni-aunuaHy. 

Ati regards the ju\H*<Hhire for granting loans, the mainbi'r 
prjeseuteti a loaii a}>|>iuanon to the bunk iind the loan was grunted 
after the \altie c»f the land and iiscertnining the inemlHUr'a 

idle to it. his n^dil to alienate it, the neeesstiy for the loan and 
bis repu’^niig eapaeity. ( »n the inorlguge of the land so obtained 
(bdahltires wcrv soUl to the puhln an<l the (oivenunent, the 
deU*nture holder having a tloalmg t harge (»n the mortgagee. 
I lie l>anks w liu h laid gisnl ha al munagetnent f»mnd a fair amonni 
of re-^jons^- f<a invest int nt in <!elHMitnres. lh*|»a\nH‘nt by ineinlH*ra 
w*as on tile whole -at '.sfaf tory . Hut there have iieen a ft‘W defaults 
in aiiMS \\ h<*re t!u* failure of < mps was fi(MHU*nt 

1 he* later IrUHleneN ol lhes<‘ banks ba*^ In en to extetal their Iih’uI 
area of o|H‘r;;t a ais aixl to luereaH* tlu‘ indoadiial inaxmiuni borrow- 
ing fx>wer ih b\s. :bO(Ki aiui now to Rs. Many of the banks, 

boweviT, ha\e faile*! to sell <{ebentun‘s and it has In'en found that 
tile existeru’<‘ of a nuinbi r of ind< pendiuit banks floating a large 
number <>f diflerem mths of debtoitures militated not onlv against 
the siK*e<‘ss of debenture issues, but also against the whole scheme. 

A ( entral Land Af«utgage Jkink Ins, tiarefnre, Inaui started 
Terentiy in order to finanee ksal mortgage lianks bv e<Titrah/cd 
{Itd.i uture issut‘s, 1 b.e eoiisiitutioii of tlu* eentral bank foUow'ed 
in tlie main, tlie !<•( Miuinemlations of the 'I'ownsfuid ('ommjt(«*e* on 
( N>-o|s'ration m Madras. If has ( oUeeted Rs. TtM(K) as sban^ ( apital 
up to the .'Uttli dune 193(1 aiul deUmturc money to tlie value of 
lis. Ifl.tMKk d'his ilebentuo- money was reieiviv) in advanee 
wlule the Hank aelualiy issued delMUituriH onlv on the ir>tli Sep- 
t<*mlK*r 1930. 3'lie Rrovineial C\i-operat i\a‘ Ibink purehascal deben- 
tures of the ( cntral Land Mortgage Rank to the value of Rh. 1 lakh. 
Th<‘ Government als<» are guving some faiuhtus to thf‘ latter hank. 
'Flayv have lent U*'. without interest for initial working eapital 

to be repaid in t!i<‘ <"Ourse <d a few vear^. "riM-v have also gtjarant»H*d 
iiileref*t up to fl r cent on all debiuitures flr>ate<l by tin* bank in 
the first five years up to the limit of Rs, 50 lakhs, but for the full 
t^tn of the is**ues. ddew luive huit (be S4T\uces of twaj T>eputv 
Ih^gistrars to insjiec t ksad mortgage barikH and of ien sufeDeptify 
Tiegifttrurs to juisisi in tdl erK|nirieH on Indialf of the local land mort- 
gage banks. It pro^saa'd that all mortgage* ohtained l>y the 
nrimarx' land mortgage Vjanks shoiihi he iransfei red to the central 
i>ank and that the latter should if^mie delwudurr*« with a floating 
charge on all »tjch rnorfurnges. The liegiwtrar w to hr* tlic Truafee. 


*To«iwead Commit! ee, page 6A. 
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tor the present, to see that the bank fulfils its obligations to deben- 
ture liolders. He and another nonunee }um have places on the 
directorate of the hank. the starting of the Ontnil Mold- 

^age Jiarik, loans uh^^cI to he advanced to the prunary hanks at 
7 per cent, hut the rate ban fjeen raised to 7| cent re^nily 
owing to inoiietart Htnngencv. Tiie prunary hanks, in their turHf 
are advaticing Ioann lo their borrow ini^ meiiibers at B per cent. 
One dirtK^t resint of the eHtablf^iunent of the Cenlnil Land Mort- 
gage Lank has thtis hci ii the redvK Uon of the rale of interest on 
longdc»rni loan- from jht cent to jx^r cent in tlu* caiie of the 
ultimate liorrow t*r. 

Idiere arc now Pi [irumiry land morimit’e banks established in 
the j>rovinec on a co-ojierative l>as]H, of which only 8 isBUtHl deben- 
turoH U^fore th<* (Vntral Land Mortgage Ikink was startf*d. *' Of 
the primary hanks PJ an members of the (’entral Land Mortgage 
Bank. 


Bombay. 

There are tnref^ land mortgage SiH'it'ties iin the districts 
of Oharw'ar, Hnso h and Ma t Khandt'-h' working m the |)rovine4/. 
Thesi* ha\e rmly retamilv staroal tlndr o|x^ratinns. 'Fhe soc’iety 
in one district only a /a/ii/oi wink* tin* othi'r two serve the 

whole distru’t. Thev have sam ticmed Inan.s Si) far to an amount 
of R«. Lla,7r»ri. *rijc memlMUslup of the^^e soeietncs consists of 
agriculturi.sts. Loans may he grantial for th«‘ following purposi's : — 

(1) the imimiveinent of land aiul metliods of cultivation, 
the installation or purehas«' of eostiy agricultural plant 
and machinery, 

CA) the redemption of mortgaged lands and housen and liqui- 
<lntion of old debts, and, 

the pundiase of land for pur|)oses of land improvement 
or for making Luter eiiliivation possible in the general 
interests of the eommunity or bringing under culti- 
vation cultivable waste <ir falhnv laml. 

The mendHTH contribute as share cajiital 5 |H^r rent, of their 
horn^wings and this (upital is mvesieti ct^irately. Tlie s<xuelie^» 
have |x>wer to advance loans to a maximum of 50 |x*r ('cnt. of the 
value of the encumbt'red iaiah or in s{>ecial cireumsbuu'eR of house 
property. The of loans is from 10 to *30 years. There are 

representatives of the Registrar of Co-openitive Societies and of the 
Bombay Provincial (\>-o}>emtive Bank on the i^inmittee of manage- 
ment of these smueties The eommitfee's recommendation#* 

regarding loans are subject to the apj^rova! of the Provincial 
Bank and Uie Registrar. Each of the societies has attached 



rtlRAt ItfihSQB — LAND IIOHTliA.OR BANKS, 


163 

to it an officer of the Itevenue Depanincnt m I>Hiid Offit^er, 
whoee semecj. have l>eeu lent free of chai'gc by Goveruihent for 
|lie initial i>criod of working. Tlie IVovmcial Co-ojH?rative liank haa 
undertaken; a>^ a pniviKituial arrangement , to raiat* iidililional debt??!- 
turee to finatu i* iij-ojK'ratne land iiu>rt|!age t^)cietU‘H. (iovernment 
l)ave agrtxnJ to jntrehaH^ to the extent of Ka. o lakba <lelHMilvm?a 
of the IVovuH uil Hank to be earnmrked for land inortguge work, 
of vvhu'h i lakhs Inive alreaily inren t^ulKCriUHi, Tlh' tUreix 
BoiuetieH are expeeietl to niet i tlieir ex|>ens4‘8 out of the iiiti'rt'St 
on the inv<-stineni of their tnvn shaie <a}atal Hupplemeiitetl by 
Kmail gran Is from lie’ i*rovtnrial (. Hank 


Bengal 

llie!"t‘ art‘ two land mortgage hanks n\ Hengal, one at 
Naogaon ni the <liHtnet of Hajslialu aiul tlu' othet at Hhola m 
the iiistrict < f Hakarganj. The Nii4»gaon Hank was regmtertal in 
and the lUiuia Ikmk in !*J27. Jtoth are hifnltai halnhty 
instittiUons regislerecl nmler llie GooijKTative So< lelies* Act. rive 
Nu(*gii^>n Ikink has an area of ojH’nition of f)!) Hpian^ niileH. Its 
inendH*rHhip is e<nitined to perm»ns owning agniailliiial iandH or 
landed j»ro|H*rties in the area, d’he authorised share ('apilal ih 
H s i> lakhs divnled into sh.are.s of Hs, 10 eaili. No niern- 

her is all'>we<i n* hoid .sliares exe^aalmg Ks, 7,000 in value, (hi 
the 'list (kl«»UT 10 * 20 . tlu* Hank luul a pauhup share (iiptlal of 
Hs, 0 * 2 , IHO and total d«*)M>so.s of Ks. ^d’O.H.M , of whi* !) 40 |vr 
<'ent. was for 7 years, 41 jwr rent for ‘2 vearn aiul the rest for I 
yt‘ar. Loan.s ean he griiuled against mortgage for li<|uidation of 
old del>ls, for tlu' improvernenl of laiul aiui nuOiuals of euhivaiion, 
f<ir installHlion and purehas** of agneultural nun lunery, for |njr- 
eliaM* of laud and also f<ir Khort-t<*rni re<jmrenu*nts in the form of 
('uhIi ereiiit /ulvanees. "Phe easli eredits art" now ronfiried to thos<* 
rnemherH w lio are not nH*ml)ers of niral eredit wx ieties. Loans to 
rnemherH (k» not exceed t4»n iimeg the value of their pui<hup 
ghare eaj>it il and lH*ar interegl at a flat rate of 10 to lf> [>i*r emit. 
jM^r annum. The hydawn [»rovide h»r loams Ixung granted n[> to a 
certain j’rojHirtion <5f the value of tlu* larul mortgaged, hut in 
aetiml prartire they are granted at a fixed rate of lU. 7o |x‘r hiffha 
of land. The (K*riod of loans varies from 1 to 20 years. Out of 
the loan of Kb. d.dflAOh outatanding on itie dint Ortoher 11420, 
onlv Rs. l,2’2.21h was pavahle within 5 yearB. Thus tlie lailk of 
the loans are for longer f>r'rio<ls than (lie de|xmiis from wfiieh tfiey 
are financed. This has been nH’ogiii7a*d to Iw* unsound and the 
Bank haa rerentlv hwi eTn|x)wered to iasue long-term del>eniurefi. 
none of which, however, baa yet been floated. Idii* Hank haB 
got the Btrong financial aiipport of the Gaoja Cultivniors* f’o- 
operative Soeiety, which haB a big working capital arul a strong 
reserve fund. 


1.2 
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The Bhola Bank is much narrower in scope than the NaogiOD 
Bank. Its j>aid uj) share capital is ver\" small and it not be^ 
able to attract any deposits. For its working capital, itjs 
dependent on a loan of Ks, from the Barisal ©eniral Bank 

at 9 per cent repayable in U) years, Tlie by-laws provide for 
loans for redemption of old debts, the purchase and improve- 
ment of land and alK> for cash credit advances for jurrent 
All loans are m*cured by inortgiiges and no loan can 
exceed oiK-tenth <d the value of the land. No member can 
borrow more than fi imieH his fmi<l uj) share capital. The maxi- 
mom for w hi( h loans are now givtui is 7 years. Interest 

IS (har^^Ml at a flat rate of 111 {H‘r cent. ]H*r annum. Not only 
jH tual < nftivators, hut (alukdars and h<»irlndars, are now members 
of the Itaiik 


Aasam. 

21<>. 'rherr aif‘ ‘ land mortgage hanks registered under the Oo- 
of)erative Sfw leties \<’t en the basis of hunted }ial>iiity. The 
Kurinn X’alley Muslim Hank wljieh was only rruM^tered 143 
has not started ojK-rat fons. 'V\u> J<irhat and the \owg«»ng Itahks 
which Wert' registered in HCis and \Wd ies(>e( fiveK ar>* r<‘fKjrted by 
the Assam (’ommitlee (<» have dont* practi' allv no w(»rk. ddie other 
twf) hanks, ri;; , the Kamrup Hank whe h wa^ registered in 102G 
and (he Sylhe! Hank wlurli was regist<*re<| m 1027 ar»* working with 
«a paid up capital <*f Ks, ;uid Hs r<"-|s*rtively and 

arc Haul t<» hav<’ rnadt' s<»mc {uogress. 

Tlic <d>j4'( (s for udiirh loans may he grante<| l»\ all tht“ banks^ 
arc practically identical, rcr 

(h the reflempttou <tf land and hou.si s preVKaisly mort- 
gaged. 

the mij rovemciu of iiind and mcilusls of rultivalion, 
ut* tile Iitpndiition of oKl ilel»ts, 

( H the |>nr('haM^ of lands in Hpe< ial castes, 
pV the construction of dwadling houses, 
itV* the sinking an<l re[»air of wells atid t'Xcavatirai of tankH,. 
(7> |>un'hnM' (»f agricultural and manufacturing implements 
and inachinerw an<l 

iUher meastirc.s desigiaa! u> enct>urage in the members 
llie spirit and practice of thrift, mutual help and 
self-help. 

T|k* Kamrup Bank also provides for loiins for par|KKS*>s of trade^ 
commerce, or the promotion of any industry. 

In (he case of the Kamrup and Sylhet banks no can be 

given exmHlmg times the {mid-up share money of the borrows 
or 50 {)er cent of the market value of the land. The maximuia 
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period of i» A) yesr^ And tJtm individual maximum loAW 

is Umiled to ll«. Tbeae two banks work on dopoeita ami 

do not issue deUmiures. The raU^s jiaid on deposits range from 
6J to S} \wr <eiu. The Astwun (nivemmeut have granlotl loans 
lo the.Kamrup Hank. It is re|M>rtetl that overdoes of IkUIi prin- 
cipal and iiUerest are heavy in ls>lli these* bank.s. 

.V 

llErV)MMKNI»ATU»Ns OF THK ruOVlNi'tAl. ('OMMITrRRS- 

21L The Punjab rommittee reexunmend that the existing 
lihuts in the of banks, wbu h nn* higher than Ks. 5,<X)0, 

sliould lie n‘duced without delay. Th<*y are alst> im|»ressed with 
tJie iinjxirtanee of rest net uig kians to directors. Tliey think it 
too early to give a definite opiinoii on the *|uestu>n of Hjs^eial^ 
facilities for rtsovery. Hut they tonsider that dirticultieH in re- 
covery provide a useful reriraint on lareli'SH <ir re<'klesH lending 
and depnn at»* ns to t ries iuung inadt* too I'Usy, In llu* i*Xjx>ri'- 
niental stage the\ vt-eoininend that tin* jH'nml of loans Hhcnild not 
-exceed 1<^ years hut after that stage is |iaHs<Hl, ii might la* extcmUHl 
to 15 y<\irs suhj»*el to spa iai prec'aut ions being takfui to ensure 
regular payiiHUits. d’ht'y agn'e w ith the Koval < ’oiuiuission on 
Agrieulture licit debentures of (‘<vui|x*niti\ e land inortgagi* hanks 
sJiouhl he ineluded in the list of trustee siM urilies. They ('onnider 
that most of the defei ts in tlie exisTmg <^ystem are dm- to lack of 
exp-nence and <Mn he reriu'died, goen a giMsl directorate, (^o- 
op*n4t(irs, in their opinion, stiould relv as little as |a)ss]hl#* on iho • 
Fafeguard of a (M>\ernm«*nt nominee on tin* managiMiMUit of tfie 
hanks, and education and ehMraet«T shouM he suffieientiv devidopal 
to ensure \vjs<^ Icuiding and punetual repayment 

21 'i. The ^Jadra^ f*<»mmiftee eonsi<k*r il advisuhl** to restrict 
ihe new pnmary Ininks at the oul<4<^t to the more fertile areas 
wliere (lie c‘rr>ps are more secure. Tfiey recommend that the eentraj 
land mortgage hanks should ^vork in conjunction wjifi the rural 
cre<iit ?wsaeti»*« and that if tle*re i« a failure of eropx, the latter 
Fhould give an extension of time for (lie repayment of loans and 
that the fornuT should recxdve tlie instalm<mls annually with the 
utmost regulantv. Tlie rommittee uIfo ronsider that the* central 
land idortgage bank Fhonid not ordinarily receive sliort-term de- 
positF and tliat the de1>enturea should he fruslee s^Nuirities. 

21.3, Tlie IVimhay ('orniniitee recommend that Oovernmenl 
ahovdd cormider the fonnation of more co*op»ra(ive land morigago 
banki^ in different jiartii of the Provinee without awaiting the re- 
milta of the work of the three existing iastittiiioiiF. The creation 
of m central land mortgage bank in the firf»vin<e is alim recom- 
mended by them, as the f>rovjncml bank wliich had agreed prol^- 
lionally to finanfc co-ofM*raiive land mortgage acK ieties in unwilling 
to shoulder furtlier res|>on«ibi!ity for the work. They suggest that 
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loemberBliip of the central land mortgage bank should be opcB to 
the Indian joint*stock banks, the lnif)eriai Bank of India, the 
jjiovirunal arid other co-oix*rative banks apd to land-holding 
rbfiseH. If any {K3rtion of the sliare rapitai is not subscribed 
by iKKlies, Ihi y ra oinrnf nd iliat (iovernment should 

take np the nnHul>H<‘rilHni j>ortjon and gradually dispose of it and 
tlmt the outside sliurchoIderH and ( iov(‘rninent sliould gradually 
withdraw as llie shareholding of the local Bo< ieiit‘8 inereas^ s, Tliey 
t suggent that the o'pr.'Hrntatives of the local fux ieties should have 
' « .large and inereasing share in the inanagernent of the bank and 
that the Registrar (»f ( '»>-o|KTative Scsaeties or some other noinipge 
of (iovernment should have n sf‘ut on tie* directorate, Tlie 46aiio 
of d< famtun s to via* extent of 2tt times the [»aid up eaf^ital iigre- 
eommioded by thi’m, uitli tlie guaranti f* of (biverninent ])oth as 
4|.;garfis the principal and int<*n*si. "I'hey afsi) suggest that 
(^rnment should undertake to sul)serifn‘ a j^orlion of the def>entnre» 
and that the delimtures should rank as trustee seeunte:^ Tliev 
( (»ntemplat<‘ that \n the fulness of tme- tlie eciitral land mortgage 
hank shotiM ahsorh the preMU.t Inng-Term fu/ein (»perations ot 
(Iovernment, d'hew sugge^-t that this l>ank should fstablish 
( ontiM't with the sp' i » li agi'Uev h»r nono'- irrigation work'i 
and ntili/<‘ its srr\ir,e; for :hf‘ extern ;'>n of irngation. They do 
not rte.vrnnMnd grant of t he I'o.vrp for»'^ ;<e tin- nt the al>- 

ftenee of ivetied t'Xpefefe e the Ueidoic' of Kind mej!:.ag*' soeo*- 
and in \ie*A of tie' ho t t.hat "'u-fi would hrmg the 

s\stefn into di-t^'pedif from tlic outlet ’c^ e.n agt iic\ hent on ex- 
" firopraiting frran their land^- tlmsf who report to u for horrovvmgs. 
^dicv sngge-t that anv jon\t-sto<-k l>anking <»rg. ui o it ion uluok) makes 
advani'CR (4) agrienit urisi on the ^eeuntv of mortgage of land 
slainld la' regulated hv law and should not he gi\en any fa<uhtie« 
by (Iovernment, In view of tlie difTtuenee m agruadturah s<x’ial 
end gi'tteral ecoreann' (Otiditions between Smd anti ties re-.t of the 
iVesidenev , thf‘ (k»mnultee re< onun**nd the formation of a M^jamte 
land mortgagi' hank for Smd or if that is not |>o-si}>le, the ojxming 
of a !»ran< h of a t‘entra! land mortgage l»ank w ith a ItK'al com- 
tmlttv to assist m its workings. 

i?l i Idle r»engal ('ommiltee roi'ommend that for the pre?5ent 
central eoo>perati\e hanks shouKl Ih^ na|mred to c>|ten land inort- 
giig<‘ tlepurtmenis. the extra ^^liare capital required i>eing 
BtrilHNi fuirtly by affiliated rural credit WHietiiv and partly by 
other limited liability wxdeties to lie stnrPxl for Bulmtantial agri-- 
culturintx nntl rent nwiver^ wdm are not now memlters of niral 
credit aoi'ietie^. Tlwyv miggest that the jH'ritxl of the loans should 
lixtend from 5 to 30 veara and the amount should not exceed 
Iplf the value of (b*' land niortjja^ired. In addition to rfiare 
capital, they reconmieiul that the land mortgape deimrtmenta 
ahould obtain funda from lon^-tenn depoaita and debeotorea 
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issued b> the pruvinciaj co-operative whkli may make BXKh 

undenvntmg urraugements with the ImiHTial Bank of India or 
any otlier bunk us may I'lje dcU^ntun^ issue aliould 

t>e limiUHl to half the value of haul <x)vered l>y mortgages and 
should not exceed K> tunes the paid-up capital iiu<l fund* 

ear-marked for the laud mortgage luink department of tlie cxuitral 
bank couuTiied. In reganl to debentures they reiHUiunend that 
(iovernrnent bluiuld guarantee inttuest and tiuil the debentures 
should \h^ uuhnied in the list of inist<*t» fu^tunties, (lovermnent 
having h t'omrol as nun \h} reipnretl l>v them for dn^diarging 
then' responsiiMhtua^. They ^uggest that two trustees oKmT^hI by 
deheniltrt* la»ld<‘rs should U* u^><k lath'd with the pt^rsuos ap|H)inted 
hy tdie State' in thi* udnuiiistrrition of the Brnvmeial tnink. A sink- 
ing fuiiti sltnuKl be s<’t up for the repa\nuait of drla Innuis, 

whii’h should ia* fn'i ly ulilsM'd keep up tlu' )»nre of the Ixindw 
The grant of Mimrnary jniwer^ for foreeitMure and s^ile is not 
n‘< on ijy tended , a[*art from undue ruM»ur to borrotseis. it would 
lead ti) laxity ni rtit mean;: tia* s.m unt\ atul to eareU'ssness in 
fixing the aHHaint of the hnin 

‘ii"e ’Ids ' Aoaoo ( omiiuttee are n<a{ in fav<»ur of nmit iphent ion 
(}f iianks tiil the existing banks are pl'Ufd on a st»und folding. 
They suggest tluit loans should U‘ eeuifmed tie* pres^mt to 

th( purpose' of ineut of oIjI (}<‘bt^ d'hey plaro i^diance on 

defHiHil^ to fneoe e IjOid Uiortgaia' banks m tbo mOiiil ^tagf‘s and 
do ia)t raa < annir fid tlir nf dobraOurrs ;0 prosrni, 

A!\i\ Qfi.snoNs ^ritaTiNo I,ANn Moilioaoc IUnks. 

din dda* re ofi af^t i ting tbf' Uorking of tb*' eo.n{KTa- 

tiM' Ijind mortgage bank in Tndia may be tlius sijrninan/anl : 

rg W hat rliouki be tbo <‘rononiu‘ purposes for hu b long- 
1< rm laiul mortgage erodit might benefieuilly l>e sup- 
fdied to agrieulturists '' 

(gf Wlial ‘duntld be the inaximuin for n pavinent and 

the nusle of repayment? 

f’T \Vhene<‘ slumld nu^rtgage Isanks der vr thfur working 
eapitar^ Slionid share ra[>ita1 be insisted on and if 
so, what profKrrlHUi should it bear to tfie borrnwinga? 
Wtiere the issue (»f land nK»rtgage de!>efduref? for raid- 
ing the bulk of the working < a(>itnl is bivoured, fthould 
the is?sue Ih‘ by ll»e f»rjinarv land rriortguige bankw 
or by a t*<*ntnil agency? If it is to In* n central 
agenev, wliould it be tlie exiating Provincia) Co-opera- 
live Bank or a separate central land mortgage bank, 
which ahould finance only the primary lat>d rnorigaga 
banks'^ 
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(4) Should htnd mortage hank^ ba permitted to receive 

deposits like co-operative central banks or joint-stock 
banks, and, if m>, for what purposes and under what 
safeguardn? 

(5) What slHuild lx? the relation lH?twe^*n the land mortgage 

bank and the ordinary credit society wh<!re they co- 
exist ? 

(6) Should the <»overninem give any financial aHsistance 

to tht?*x? bankH and if sr), whai form should it take? 
l>irect loaiiH, exeinptifjii from certain taxei^ and fees, 
guaranteeing principal or inU‘rcHi of del>entiires and 
making them trustee securities and jnirchase of a 
fxirtion of debenture.'^ are suggej^ted. 

(7) Should lht‘Hi> hanks ho invested by s{>ecial legislation 

with summary powe rs of recovery such as the right 
to m\\ or forecl<xse wiihoui the interv'ention of the 
courtii^* 


< ? i; a 1 1 K C O M M K N O A T I O N S . 

217. \Vc now j>Tf)('ee<l to make our recommendations. We 
realise that while thcM* recommendalion» will U* capable of fub 
filrnent m resjiect of ne\V instiimituis wlueb mav be aHtablighed 
hereafter, they will have to be ii4lopt<‘<l with suilaldi^ inoditieationH 
in the ease of existing institutions. I'urtber, thesi* reeommenda- 
tions of oiirs relate wholly to co-operative land mortgage lianks. 
W’o CiUisidcr that there is a great field for thess^ insl Hut ions in 
the immediate future. W’e liave already reennuuended that in 
order to satisfy the <’re(lit n^^purements of the classes of agriciil- 
turistft vvlio are ouisi^le the co-ojx*r:itive movement, ami to fxovide 
substantia} loans to big landlords, cornnu ndal land mortgage hanks 
on joint -sto<'k basis or on the mcxlel of the Knglish I ^and Mortgage 
CoTfioration should Ih* estahlislied. We slmll deal with thest^ in.sti- 
tntions Ht^piraUdy at the end of this chapter. 

‘21S. As r<'.:ards co-o|x*rative land mortgage hanks, the first 
question relates to Die t^onomic purjx^s^cs for which long-term 
en^dit should Ih» supiilied to agrirulturists hy these institutions. 
It i« newssarv at the outixH to emphanixe tlial no money should 
be advanced which is not et'onoinically profitable to the l>arrower. 
We consider that Irxms by land mortgage hanks should ho devoted 
to the following princijml ohpM ts : — 

(a^ the redemption of land and lioust's of agriculturists, and 
tlie liquidation of old debts, ^ 

ffei the improvement of land and nictho<ls of cultivation and 
the building of houses of agriculturists, and 

(r) the purchase of land in s|xvia! cases. 
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It will be that these objects art^ the same m tluxie recom- 

mended by"" the Registrars’ Coitforence of llWi, but we have 
changed the order of {>rei‘e<lenoe for these loans, iiaving n^gard to 
the j>resent t in nrnstanees of the Indian agrieuiturisl . We think 
that for a ion;^ nine to come the resinnees of tin? land inorlgage 
banks will Ih’ mainly reqnired for enabling (he enltivator to redeem 
Ins land and ins hc>ns4* from mortgage an<l to piy off his old debts. 

!i!‘h I ht» amount and {kTitMl of the loan sliould Iw lixe<l \ti(h 
due reganl to the rejmying eainuaty of the borrower arul also (o 
the purfK>'v' for v\hi('!i tlie tnonev is ad\an('e<l. lauins might Ihi 
granted for |htum1s of o, 10^ IT) or JO veal's, and h>r tile pte- 

si'iil tfie maximum period should be gn \('ars. We hojx' (hat with 
miund maniigmnent the i»anks sliouhl he al>i»^ to exu*nd llu* |h iio l 
to .HO years, if ne<'essary. Rntil more ex}H‘rieiue is gained, we 
consider at desirable that the amount of individual loans should he 
limii(si to a maxnnum of Rs. a.OOt) and in no <as4' should tinx 
amount of the loan ex<'eed ."»0 |>er rent of the value of the mnrt- 
taged sraainty We havt' not laid down any minimum limit fof 
loans as v\»* t'on-^ider that tie* faeitides provided hy thes<» banks 
should he avadahle even for tlie small agrieult iinst tiehtors. 

‘JJO. We KS 'im nend that the repayment of loans sliouh! be |>y 
n sysl<‘m <»f e(|uute<l payments, therehv amortising the loan at (h« 
end of a |)f*iiod of y(‘ars. 'There are many advantages in this 
Bystern and the amounts of uisiaiment jmvahie would not generally 
cxtwd (lie auiounts firdinanly jiai<i hv most of the borrow^- 
ers in liso '^h.ipe of inlorr-M alom*. In Madras, w«‘ ar«' told that 
one hank eomuauM ed it ? husinrss with !li(‘ t lamts by explaining to 
them tliat if they horrow< fi fiaan that l>ank and riuTeiv pind regu- 
larly every year for \t*ars ai 12 ('<*nl on tin* amount borrowed 

w^hich v^a^ tlte rale they w(‘re paying to money iiuiders tfiey would 
l>e let off without idamung the pnn<u(ial amount 'Tlie outstanding 
fetrlure of this amortisation systton is that the liank only eharges 
V JKT <*ent inten»st on its long-term ksin ami that an e<|iuited |my- 
ment on tla^ basis of 12 (wr eent of the bf»rrf>\vi*d amount every 
year jmavides hir the regular [wivineni <d interest and for a g^nidual 
extinction of the principal vviilun tlie stated js riod of about lb yearB^ 
In dealing with agricuhurists one has, liowever. to fake into a<’rount 
the fact that wlien IrKius are taken for the improvf*ment of land or of 
methods of enUivution . (he increas.ed carfiings from then^? improve- 
ments would la^gin to juenie only after a certain fM*rio<l anil that 
the earnings would he higher during the later years than in the 
beginning. \\e are, therefore, of the opinion that if local 
conditions require, a syBtein of grarluated payments may be a/lopted 
80 aa to provide h>r repayment by larger instalments (ornrnencing 
after tlie investment of the loan on the land ha« resulted in 
increaaed pn>fit. In any cane we coimider that it in timM to 
pftivide altenmtive methods of Repayment in the by-laws of the 
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bank with power to the inanai^ement to enforce tbikt method 
of repavmCTit 'which it conniders suitable, 

*221, '1‘iirilljt*' now to question (3* in pam^^^raph 21G alnwe, we 
eonsidi^r that the working eafiitui of the mortgage l>;uik Khould 
be derived from two hi»*ire4‘?s, riz., share eapital and del>enture8. 
There are two wavs in whi<h sliare capital may f>e obtained. 
One is hy imtiai stil>sc i-qttion by tlie inteiHhng members bcdore any 
loans are madt*. 'J'bere is MUiie advaniagc' in ;u'(]Uiring share 
capilal initiaHy in iliis manncT as il forms a gocaj basis of security 
to the dela ntures tliat may (h* issued Hul»seqnenlly by the bank and 
as it fnrtlier enaldes tfie bank to issue loans in anti(‘i[>ation of 
raiHing deberitnres. 'rin* srf^uul met ins! of raising shan^ capital is 
to de duc t a (crlain pen (Ullage, say 5 per ( of the amount 

liorrowed by the iiiembcus .at the* tunc' the loan is udvaiicttl. I'his 
sysb-rn prt'vails in Madras aiu! t nables the* banic to raise its sliare 
capital gradually and ifuTelty its iKirrowmg (a[>acit\ also, "bfie 
j>en‘enlagc‘ of sbata^ cagetal to loan iircd rsU lu- large as th<‘ loan 
is ful!\' secured by the loortgagf. d'ho Har oda romrniite(’ have 
reeointtuuulfai in ( « aisonancc* with tl;e Ainern an praetea^ that a pt*r 
cent of tb«’ loan u ill hr a rc isifhablt* shar»' oapual. \Vr agr^ e with 
the (>r}r!ci[>le of fh|v ^ue*^e-‘ion \Vc a ho n < oinnuuui llait hi ctfiltT 

<*nsur<' t)i(‘ vufqdv of tfir irutift! r»‘^'onref> > ^^hrre\', s^h t(» slart Iba 
operations of llie rnorfgagr hank ihf' provint i:il ( ro\ t‘rnnn*nt should^ 
where riecessarv , make advaie r^ fn^r of inn*»rv,{ uridrr a >tipula- 
tbui that llie advaiaa's should be out of tho rei li/ai ions of 

tlu‘ delamture i‘-sues, d'bc^r ri'tomneuidai anc^ :il»out siiare 
c'Hpifal arr int^uidc'd to a|)|»ly to tie' j»rf‘‘^ent stago of tbt* deve- 
loprmud of tbesf^ banks AVIieu tbest' bank^ <k‘Vclop lluur business 
very largtdy. an ide il winch is (‘ariu'sily auiusd at, they may re«piire 
large capital as tla* fore ugn bjinking I'XjMHts }ia\i' stated Tlu^se 
<*X[>c‘rts have ns oinim luh'd thjo tlie proviia ial (Tovc'rnment 
fdiould KMppIv sueb .v.}»;ire cafatal Wo ( oinmend tlicse {*ro[x>sals 
for the careful eonsuleration of tb*' 1‘rovmeial ( iovtu nmenls, 

TIu' larger j>art of the working capital of the mortgage baijk 
should be raiss'd by means of drlauitures. We d*» not think it 
necessary that the pn'portion of the delHunurt' to tlie sliare capital 
Rhould l>« limited in tlie manner snggestc'd by the foreign banking 
ex|K‘rt 8 gri 2 . , 5 : 1. Tlie pro|X)rtion varies in the scnwal [vn)vince» 
and we should leave it to the discretion of the cooj>enitors in each 
province to raise delxmtures to the extent tfiev (x>nsider necessary. 
But in no casc^ should the value of deV>entures outstanding exceied 
the outstanding amount under mortgages given by the l>orn>wer« 
and over which the del>c*nture holder has a floating charge. Kor 
th^ success of the deWnture issue we do not consider a special 
guarantee of the prineitml by Government is required. We agree 
with the recommendations of the Royal Commission on Agricul- 
ture and of the Registrars’ Conference that the best help that the 
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(Joyernmenl can render in this coni^ectum is to guariinieo iho 
interest on ikd^entures for the whole j^encHl of tlwMr ctirremw. 
We further agree tliat these debenturt^s, the interest of which 
guaranteed by (iovenunent as rect>minended aUne, siHuild l>e ui- 
cluch^d among IrusUx* i>«x*urities pitnided (iovernment is mitisfitMi 
that ade<|nale arrangements tiave made l>y the hunk fv>r ttie 
redemption of thest^ diUuilurcH at legular intervals. If m any 
proviiu e it beeome> neresmiry^ and up|H*ars to Ih‘ nmre advantJ^gcvius 
lor tile inoveineni, ftur the (iovernment n» pun luiM* didientures of 
a eerlain vahu* \\v arc uisi in favour id ^nh form of Bt«U^ 
hi si^taiu 0. 


*S2'J, \\r ( iUiiviofiluif tliat if our reeotritiu^ndat i(Uis ap^ a ’eeplevh 

tlae tk U'nt tires 1m' isMied bv a (iiitra! nwfiUstion ealled 

the iVovineial lauul Mortgage (\^r|Mirat u>n aiui th.u t!ie uetual 
sale (»f (iidienl ur<‘s sh.ouhl l>e inaih* not onh h\ the rrnvuuaal ('or* 
poration hut also hy prunurv liuul mortgage hanks whuli may 
Im ealleii de-tnel inong;*ge hanks and x^hu h slioiihl o]H'r:Ue over 
lairly large an a^ and niust iui( lw‘ teM» small. 'The distraa inort- 
gags‘ hanks shoihd he entitled to obtain the ne^ esKU'x (inane** from 
llie I’roNineiai 1/iiid Mi)rtgag«* ( 'or|M>rat ion agano t a trunsftY of 
the mortgage S4a’nrHn‘s vvhudt slHajl*! he uvaikil>ie to (In* lalhT hit 
issuing *iidK*n( Sires, 'I’Ik* Provii\eial liUiui ^fortgage t orpotalsai xxjl 
ht JIM insfjtntion * Titin lx se[nirate from tie' proxineia! ( (eo|>erati Vf* 
hank. While short-term and int<‘riiiediaJ** credit uiuild h<* din* 
peiJHsi i>> the pritn:sr\ (‘Haht s*su<*tM‘s xxitli the hel|i of i-eiiiral 
and jfirovmeial hanks, leng-tenn eredir would lx* pioxiderj (»iiiv hv 
pnmarx land morlgag's hank? ‘aith llie ii<‘lp of a provnu ial land 

mortgage eor]>* >f ai ]( »ii. W *• are d<'eid*’d!\ of the opinion that tho 

pnn iiu lal e, .^.operat ix * hank.*^ honk! not hmignai, *‘\( ept as 
It in|w»raiy mi asup'. as i'entra! land nu»rl|!age hanks for tlu* provnaa** 
and that tliere *-hoihd be st paratt* organisation*, of tbr* kind xv«* 

haxa* pro|»osed ; but tle-re is no oljjta l.on , nnlii tlie |>r‘e in<'ia! kind 
nnu tgagi* « <>rj>otalion ss establedied m a poivnua*. to the provineittl 
bank finam mg fla* pnmarv land in<»rtgage bariks xxilh long-term 
*^¥lipitat s|»*s'sall\ iars**d for the j>urpf»s«^ In lW»mlia\ ^ vvlure the 
Ih’ovim ivil }kink has »ssu**<j <f«‘i»eninn*s to providi* finance f*ir co- 
ofK'rative land nmrtgage banks, a sinking fund has been created 
into wliu li a jmyment lias t<i b<* ma<fe lichin* profits ar*^ jirrived at 
]n tlie Punjab xvdu*r<* ffn* Provincial Pank fias simijarly 

debentures, the Itank has institute*! under ilu' terms of t}ie truta 
deed a Binking fund to provid** for the redemption of the principal 
of the delientures, to which is credited every }>ie of the profits 
of the Ttank fK^nides the interest accniing on the invefiiment of 
* the hind- This arrang^'ment has remilted in the Bank not being 
able to bmld up a re«erv^ fund or to fifty any dividend to its nhare- 
hoiderB- Tbefne (wo intsianc^ee, we are told, jmrtly influenced 
Ma4|i:ftft in no^ adopting the Bombay and Punjab ayBtemft- 
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2iKi. The management of the primary mortgage banka aiid 
that of the local credit societies should not overlap. When an 
application for a loan to a land mortgage bank is iniide by a 
member who is also a meniber of u credit sTK iety the opinion of 
the credit wx:iety should ordinarily be obtained in regard to the ad^ 
vanciiig of th- mortgage Irmn. though the responsibility regarding 
the aHCertsinment of the financial standing of the a|)plicant and 
tlie grant of the loans jiiust r^5«t with the land mortgage hank. 
While We agree tfiat a f-rrtain amount of (o-ojieration Ix^tween 
thf 3 ordinary i^o-o|K‘ralive s^wiety and the land nuntgage society 
Will be of inulua! lulvantage to both the institutions, we are con- 
vuHvd that the two class^'B of socifUieK should work entirely apart 
and that the IransiiclionH of the ordinary siK’iety should not in any 
Avav lx inixe^l up wulh those of the mortgage bank, 

‘2*21. Wt* are not in favour (»f permiiling land mortgage banks 
to rcH^eive iIcikihiIm ordinarily like (ae^^jnialive (cntral banks. 
We are, however, attracted by the recoinmeminiion of tlie Central 
iVovinccH rrovincial lianking Kinpiiry ( omrniitee for the institu- 
tion of a prfivident fund scheme in lami mortgage hanks under 
which tlie borrower will he recjuired to (ontribute anmiaily a fixed 
Hum to the provident fund on tin* Icisis of his ordinary surplus 
in a normal year and the instalrnenr for repayment of loans 
which he might he |Miving to the land mortgage hank. That 
(kirnmittcv was iidluenc«al in this recnminendaiion )\v a desire 
to provide, in addition to en‘<hl facilities for long-term loans, 
himultaneouH facilities for investment and the development 
of the thrift habit. In addition to the provident dej^xisits. that 
Comnutiee has h1sc> recommended that tlie land moiigage l»ank 
might ijwaxpt dejxtsits for not less than o ytsirs and that the hank 
might alao issue savings (xrtifieates payable after 't. 10 or lo years. 
As we have stated in a previotis panigr^^ld), hsans of the land 
mortgage hanks will, in the beginning of their eanvr. he mostly 
for liquidation of old debts in regard to whicdi it is nece.ssary to 
provide for a long j>eriod for repayment. It will, therefore. I>© 
dangerous for the land mortgage bank to deja'n«l on these short-^ 
term deposits for financing the l>orrowers. While, therefore, the 
reeeifit of de|>osits and the institution of sc'benies for savings c'erti- 
ftcates may come with tlie gradual development of land mortgage 
banks, we do not think it advisable to recommend these meastirea 
for obtaining working cafiital for tlie bank.s nt the present stage 
of development. 

22o. We now ccane to the vexed cpiestion of whether the land 
mortg^ige hanks should l»e vested witli summary power of recovery 
bv foreclosure and sale witliout the intervention of civil courts. 
Most of tlie Pmvincial Committees are not in favour of granting 
this fiow'or to the bank. One of the reasons given for this 
attitude is that tlu^ lo«s to debtors whicli it might entail migbt 
prejudice the bank in the eyes of the public. Tb# Bengal 
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ir^isial Hunkitig Enquiry Coiuuiittee niiimider that, nfiart from 
undue rigour to l>orroweri!i, the profiotial would lead to liuiily on 
the {mrt of the iiiatiageiiieni of the luniks hi iK^rutiniaing th^ 
j^M uriiy offered for Itmim and to carelejsaneas in fixing the amount 
of the loiin ii^<df. In their opinion, tonai^tent gixnl nuimgement 
and pro[H^r fixing of the |x*rio€l of th«» louna would enable tlu' land 
mortgage banks to avoid liligatkiny Some of the t'oinmitteeH aro 
jncline<l to f*ost|)<jne i*on«ideiation of tliis que.Htion until greater 
t*X|>tTierU'i* has Ihh ii gainetl of the working of lhes<' haiikg m 
the lioottat exjMTieiiee available at j>rei»ent affordn to(» narrow ft 
ha^is for juilgnig tla‘ didieidties to be fjH ed f)y tbes<* bankti nt* 
tbo provision tliar might Ix' nerrsnaiv tin* ollau- band, we’ 

uro informed that, in tfio legislation ^vlnei^ is n^^^ <*ontem- 
plated in Madnis, pro\ iskmi Ini'- b«a*n made be t>o\\ er^ of summary 
pr<M*edure for t)if‘ Ms overv of arrears from didaniters We eon^idt^r 
that ibis quf^simn is of fundamental imj^ort aii< e. In the ahi^ienco 
of M|)eeial legisjalinn. ibe primal v land nuu tgage bunk will hiivo 
U} institute a stm in the eivil lauirts ba the rc^eoverv of the debt 
<jr it inav instilutt^ it ladore an arbitrator apjaointed bv the 
Hegisinir of ( 'n-operul i\ I* Scn ieties. ddie elaborate proviHuais of 
the 'rpansfer ed rrojkuty \( t and tlu' Code of I'roi’ednre will 

liave to be invoked for obtaiiimg and »'Xi*ent{ng mortgage derrcx^K 
t \ the (o-operattve land mortgug'e banks and tlie time ami eowl 
ii,\(»lved m lbt‘ pro^^ess Nsill eonsid«*rabh bamjMT the ojk*ratiotHt of 
iIn-m* b{mk< and re u f edv<*rsely on the market for the debenturea 
i*surd b\ rbem.^In vi< \\ <d these reuHons the rounseml (’om- 
mittiN* <«n ( *0'0jH*ra t ton oi Madras recommended , m iua ordanee with 
pnaedfuits in other ('om. tries, (bat tlu’ land morigagi’ banks Khould 
ha\e thi: |koser of bnngong mortgageil pt(»}»#'rln's <d dfdaultimj 
inorfgaenrs to sale without resort to ei\il courts ' ’riilH 
jxiwcr is laac'SKary to make the ilebeiit ur<*s a jn»pular and liquitl 
form of se( urit\\ and until it is given, tin* fittriiipt (d tb«‘ niortgago 
banks to d<*n\»‘ their uaukoig i'a|-ital fyv ilebenture issues will not 
meet w ith siaa ess / At the same time, vve re< ognt/e that tla* right 
of tiu* uggnev(‘d part v to rpu stion in tlie eivd eoiirlH tlie aefion of tlio 
bank sluMild be fuby safeguarded. W’e furthiT reeogm/e that pne 
visiem slaudd also made to Kufegimrd [>roperlv the infer<’st of 
(be mortgag(»r and not to eontrtivene the |»roviHions of the (’tvlf 
Procedure (dale in regard to tlie Half‘s ed tnortgagcal pro|>f*rty.* 
Wc\ therefore, dehnitcdv recaunineinl that tlie prurr of b»reeIomira- 
and sale bv tlie land mortgage batik without r#‘efuirs4- to < jvi} rourtH 
should Ih* gfvmi to the land mortgfige f»rink nnltject to the aliovo 
mfegnards. We do nol attaeh rniu-h imprirtanca* to the HUggextioriH 
tliaf sfiielt a (wmer wcuild w'eaken the rei^poimrhilit v of (lu* manage- 
ment or rinike the inortg'age hank<i iin[>opular with the |)ublir In 
#iome cpnntrie^i frireebmure i^ not |K»rm!tted unle«a the outMtanding 
debt bejirw n mihatantial projxrrtion to the value of the rriorfgugetl 
profierty. We mn#iider ihni thin Aftlulftrv mufegiiard ^lionkl alfto 
be included in anv legislation in ^onttectiaii with <r>-operiilive land 
mortgage banks in Iinlm. ' 
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It ifl a[>prf»hencled that the exen’i^e of the power of recovery by 
foreclo«^iire and m\e without the intervention of civil courts which 
we have rt^coniinended alxjve inif^ht prcjii(lic*e tlie title of the debt- 
or’s c.o-wbareft or the j>rior clanns of other creditorK, We have 
fully jjrovided for tlnn difficulty l>y allowinfj[ every aegrieved 
ilie right to «|uewtion in the rivil courts the action of the hank and 
4ake any furtla r htep.^ that he niay l>e advis<;*d to take in order fully 
4a} nafeguard his rights 

A similar provjHion conrieeted with the insolveru y law, wi*}i 
the Hiime end in view an that diHcusmi in the [>reeeding par;v- 
grajdi, m*eiijs to us to l>e neecHsa-ry, We recommend that the 
law should be anu iuled so as to give greater proteetion to the 
land mortgage hanks Jigainst avtadance of mortgage l‘V the 
unnecured ( reditors of tiu* insolvent. 

2127, Wi? may in tins ('onnertion refer to an important point 
raised by the foreign hanking exfMTts wlneli we have ourstdvtv^ 
very carefully <onsidcrcd. namely, the o}s*raiion of tla‘ Land 
Alienation Aids vvhieh makes it irnpoKHihle for the lender to si*cure 
the right to a free sale of the laml which through default i»f the 
mortgagor may have to he taken over hv Inm. I. and mortgage 
banks are institutions for the pur|sisi* of lending rnonu’s for long- 
tf^rm investment on the H4 >uiu! and rf‘alis;ihle security of agrnail- 
tufal land in order to enable the agrii tdlnrist to sia urt' the advan- 
tage of eheap money. Where the larul is tran.^ferahle without any 
legal or eustomarv im[>e<iirnents it will naturally form a valid 
SiM’urity, hut where the [saiicy of the State has jdactal im|vdiments 
against such transfers, the credit of the enitivator i< adversely 
affeeUal. ddu* policy <>f preventing the easy transfer of land so as 
to retain it m tla* hands of tin' ag^ricidturist or tlu' classified agri- 
Cidtnrist Ims so far l>«Hm deelan d or enaeted m the !‘un]al>. ami 
certuin parts of the (entral iVovinees. the Lmlrai Pnnjncesand 
tfie eentrally ailmimsttTed areas. The c*x|HTi(U)<*e gained has In^m 
surnmari/iHl by tlie TVovmeial (Amimitttvs in their rejH)ris and h 
briefly as follows : - 

Cefitral — These Areas are proteeted by sjHMiai legislation 

t>n the hues of the Punjab Land Ahenution Act. It has afTeetesi 
fidversely the ( reilit of the agriculturist with the nf>n-agri('uiliiri»t 
jnoney-lenders though at the same time it has iHnm of 
great im' in restricting F>orrowing for wa>steful pnr{>os^»s. The 
result is that tlu> iitgriculturisl lender is rejilaeing the non-agricul- 
turist leiuler in the rural areas to an appreidahle extent and the 
tendency is noticed whereby tlie agriculturist with a surplus invests 
it in jiurchasing land or in advancing on mortgage of land with a 
view to purchaaing eventually more land instead of inWsting his 
aurfilus in capital irnpnwementa on land or in intensive fanning. 
Tlie CnmmittW have, thereftm^. urged the protection of the small 
peasant proprietor against the bigger agrieulitirtsi with a view k> 
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diverting the rural auvings in a more {>ro6table cluuuiel of invest- 
ment. 

** 

The Central Prorhtces . — ^The Gonds are the only to whom 

the Land Alienation Art applies* The credit of iriln^s has 

shrunk stiiuewhal sinee the eimelrnent of the law. Moneyleiuk^rs 
are also sprtn^nn^^ u{» amongst thise tribes. This Act^ in the 
opinion of ih<‘ Ct niinittiv, ojH*rates lo |K'rjKnuate the bat kwardnesa 
of this class of the |vojndation. 

The Puttfah , — Tlie Aet luun|H'rs the operations of the non-ji|i?ri- 
niiturisl rural mnnevlender aiul ;.:ives the ap^rieultunsl inonevleruler 
a }»redoiiunant inten'st m usufruetuary luort^at^e l>UHMieEH of the 
jnoiiKV. 'Ute |.:reat<'i tn^edoni of the a^ru ulttinst money letuler 
enables bun to a<l\ami^ a hipdier pro|Kirtit»n of the valtie of the 
niorttia^ed land than the non-ajui ieultunst lender, 'riiis is us^'ful 
in the ( aM‘ of borrowers who understand tlu* vrst' of credit, but 
is ViTV lielniutMital to the intiuests of the i»tber borrowers. ^The 
rates of tlie nonoi^i ieulturist inonevlemh'r are enhanced {Ual l»i« 
loans are n‘stnet<al, while the aj^aieultunil moneylendta\ who 
also a lui? landlord, is taking atlvantap» of th<‘ Ad to add to hi» 
land at th(^ <*x|H'ns4* id the [xsasantry. 

The I mtrd Provinces . - T\ie f 4 eneral t^fTi^efs of the Huntlel- 
kliand liiind Alienation Aet are also similar, 'riien^ has been a re- 
duction in tb(^ supfily of credit and an increase m its |>nre which fian 
led direct ly to a full in land values. i he noii-aorn ult m i^j money- 
Icuuler has been replaced to a eonsiilerahh* <'xtent by thti at(neul- 
fufui mom y Irndi'r and the ra [ler landlonl 1ms menmHc il lus |m>w- 
sessioiis at iIh’ of tie" jssaer On tho who)*' it is doulit 

ful wht tIuM (Itr* Ael has htnefitrrl tlie ttnant 

In addition to tlase faind Alienation Ai ts, there are varioun 
restrietjons on free alienability <»f lami in B<"v<Tal 'reiiaiu y Acts in 
fon'C in many of the [)rt)vjneeH, 

228. I»ev if"\\ thcN^ expeneiKi-s we are of opinion that, from 
a purely t>ankmo jMarit of view% it is necessjiry that stejis should 
taken to remove all imjKdinients to tlie free transfer of lands. 
We however, that otlier c*onsiderations are involved and 

we nxornmend t!mt (he IVovineial (lOvernmentH and Ibcir 
I^jjtisiatures shotild pr(»fTK*rly weifjfi tlie various ennmderationH 
in shaping tlieir )K>li<yv While this reeoinrnendation nt 
general and in mlend'‘"d to improve the credit of the agri- 
iultiiriat, a ajxMial provision in rt^gard to land mortgage 
banks is necessary an thoae provirKX!r« wliere Land Alienation AcIm 
are now in force. It will not be fKiaKible for the land mortgfige 
bank to obtain its working oipitaJ from d<^I>eiiture i»»iie« unleHS tlie 
agriculttiml land which i« the ftecurity at the back of thea*^ deUjn- 
turea can be freely aold in caae of default in payment of la^incifail 
and interest by the boirowem from the bank. Moreover, the 
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double object erf preventing the free inortgtjge and isale ct 
cultural land, tiiid the provigion of credit for tfie economic beb^t 
of ifje agriculturist thn>U|kdi oo-ojjerative land inortgiige banka, 
cannot easily be ax:ljievc*d. If there are regtrictiom on the 
alienability of the laud for the recovery of diieg in the Caa© of one 
claag of meinlHTH while the laud of the other clasg of inerul>era 
(an Ik* freely goM for roch rc<o\ery» the esgerUiid feature of co- 
ofM'nition, namely, erjuahlv of (he flatus of iiiemhers, will be 
gaenficed. lu vu'w of these ditTieulties w'e ri‘x()mmeiid that twa 
altenitiou should h<* made iu the J and Alieuatton Acts, — all legigla- 
tiou which restTH ts (he sale ar oroth(*r forms </f alienation 

in the M'veral provinee*^ is itu iuded in tins exf>re>sion, — which would 
give to the co-ojKTulive land UMartgage hanks the right to lake pOB- 
session of land through foreelosure on default of t!‘(‘ jviiyment of the 
instaliiKUif of tlu‘ Itwin and l<» sell if. d sa?** may he restricted 
to t?«e agricultural c lasscr according (o the provisions of prevailing 
legislation and no (juestioii of policy in regard to j>reventing expro- 
priation of {'laHM’H is inteiuled to he toiu hed l>y this particular 

re< ommendiition. 

rii ' one lion of cstaldishing an All-fndia ( cnlni} I^and 
Mortgage ( 'of'iKirat ion ha> l»<a*n eoie ulerefl h\ le . ^\ • <lo not 

tlunk that there is at pressUM any neial hu- sinh an 111*^11111110(1, 
though wluui land mortgage l>anks arc started in large nundiers itt 
the various f»rovin(a*s and when tin* proxineiai laiul inorlgnige hanks 
in the provinces feel a real need far a finaiK ing an<l hahiiuang centre 
it mav he net t*ssar\ to reconsider this ({ut'stum 

{^oMMCfU’IM fiANO MoriT«;\(iK ]1-\NKS. 

•JHt). S(HHudi/at ion in hanking spheitv is now a f>>mmon feature 
in most (uuntrH's. (lenerahy sf»r*ukmg, land mortgage hanking^ 
cO‘f»|K*nihv<> h.inkmg ami mtlu^^irial hanking are hemg devek>f>ed 
on u spei uih/.ed ha-i>. d'he most outstanding ex.iTup’e of a joint 
wUm Iv lami rnorlL'age bank i*- tlu' (Vrdif < r /> oea . It 

enjo\s <-irtain legal privilege's granted hv statute an.l is Hnf>ervist^ 
l»y the ( hiveriunent . Sinee it advanre- <ums up to 40.(M>0 

francs repayalde in ‘2o \ears at vitv low rates of interest. It 8Cts 
as an hank for regional mortgage hanks s<»niewhat m the 

same manner as the Hank i>f hranet.^ dex^s for (lie < oiunievciftl 
hanks of the (auintry. In da|\*in als4> then* is the system of com- 
Hu'nual land mortgage credit. Tlw Hyp^thtv Bank of Ja{»n 
(NipiKUi Kwangvo (onko> w Inch was founded in lias Bpecia- 

in nuikuig long-term ksins mieemable witliin a maximum 
fXTUxI of r>0 years on xho s^Huintv of iminovjiVde pro}>erty. The 
I^rker Willis ('ommission of the Irish Ftw State rt'cointnendcd tlie 
establiid^ment of a big agncnltunil credit corpf>ra(ion with a capiuT 
of £5()(>,l>00^ the unPubK ribed |Mirtion of which was to he lakiMi Up 
by the State aiul the <x)Tnniercial banks. In England, as a reattll 
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of the tepom of the ComimtieeE mi op by the Mioi«ky of Agricul- 
ture ai^ Pmherijftfcj to investigate into the (imbieuis of rural credit, 
the Mortgage Credit Oor|ionitioii waa act up by the Agri- 

ctiUumt Credit.^ Act of 1U28, llie Mortgtige Coiufwiny formed 
under Part 1 of the Act la eatled the Agricultural Mortgage Cor- 
poration, Ltd,, and the hiding joint atock banka of England, 
nanieh , the Hank of England, Bartdaya Hank Ltd. . Diatricl Ihink 
litd., (il\n Mills ic (V)., LIo\da Hank Ltd.. MancheaU^r and 
('ounty Hiaik Ltd., Martins Hank Lnl.. National Provincial liank 
Xitd., Westiinnsor iLmk Ltd. luul Williaiua IVattnCs Hank 
Ltd., are th«^ share holding hanks in this Corjxiration. The 
MiiUhtry of Agriculture and Fisbcrics with the approval of the 
Treasuiy is authon/ed to luhanre up t4) an amount not cxcimhI- 
ina PT.’iO.iHHl for tlie pur[H>st' of estahlishing a (Liarantt'o Fund. 
Thes/* advaiu'cs are frtv of interest for a jH^no^l of 60 yearw. The 
Munster is cni(Kn\en'd also to contribute i*lt),f>00 towards the t'oat 
of the iulnuni'-tratain of the ('orjKiration. Tht» Treasury is etti- 
jiouered to pns ure the under-writing of tlie delnuitures up to 8 
sum not t‘xree<lin;. P'> ,tKX),fKM) and may ils^df suhstrihe to an 
nmount not exce^'ding oiu*-fonrtli of the net issue or 
111 all. The arhanccH h\ flu* ('orjionif mn on agru'iiltural mortgages 
inu'-t iwU e\< red tuo-thirds of (lie eHtimatiMl value of the projXTty 
and must la* re[>a\al>le h\ ecpial yearly or lialf-vearly instalments 
of princijwil ami uit(‘r(*st spread o\4t a js^ruxi not t'xceeding 6f) 
\ears, the mortgagt* advaiae being thus automatically rt'duced 
The Corfxjrafion mav al^) make !<kuis umler the Land TmproVf»- 
ment A(*ts 'Fhf* delM*nture nt^H’k is truHlee s<s‘unlv The Coriioni* 
tion commenced ojx'ratiom^ m danuar\ 1921) ami has airead\ Iran- 
Kacted a \er\ large Malume of husincss. (See pag(*K *1.19*1 <2 rif 
tlie ’ Practice am] Law of Hanking ” by Shelilrui. lalition 19H01 
The H<*coml fiarl of the Vet enahh*s (diiittel mortgage on farm < ropn 
and li\e-sto<‘k being r reatcil in favour of joint-strs'k banks. 

The lOiNiil ( oinmiHsion on Agrieiilture hav<* given a brief 
liccoimf of the origin and suhs4*<nieiil histor> of the Agneullural 
Bank of Egypt * This Hank was esialdished m Ailvam es 

were m:ule by the hank to small fanners ami were of two kinds, one 
up to €*ach for a p<^nod not exc eeding lo months without mort- 
gage «0<*urity, and the other not exeeeditig t’dOt) eaeli for not more 
timn 5f veara against a first mortgage. Interest was limited to 9 f#or 
cent a|id recoveries were made, together with the (ooernment laml 
tax, by the official village af*<'oiintantH in return for a <<>mmj«Hion 
of one-half |x‘r cent, paid by the hank. The Egyptian Govern- 
ment undertook to provide in any year such sum as might l>e neces- 
5 «irx\ after n>eeting all present claims and exhausting the reserve 
fund, to make up a profit of 3 per cent on the capital invested in 
loans. The Government also guaranteed inU^reat at 3| jier tent 
twn £4J million of hoods isaned hr the bank. In four %ear/? the 

• Rsport of iHo CoramtMiioa on Aariewltae#, Jit, 
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bank advanced about £10 million . but over-borrowing and outlay 
on improduetive exptmdilure led to the failure of the i=«heme of 
clieap advamea and a |K)hcv of foreclosure on the mortgage, with 
the sale of the land, was widely adopted against f^erniBlent defaul- 
With the jiassing of llie “five-feddan' ’ law' in 1012, the 
^maximutn lirnits for the two classics of Icjans were niifM^d to £200 
and £1,000 reBp<v*tiveiy and the f>erio<l for the latter clas^ of loans 
!was aliw^) raiw'd from 5;^ to 20 years. The Royal (’oimiiission add 
tliat ch<*a() lon^^-terrn credit to small cuftivators 18 a blessing only 
whertf th(* cultivator is jioss^^KV^d of tlie knowledge and strength 
of elianu ter refjiiired to induce him both to limit his borrowing 
within his rejxiving eajnuuty and to apply the l>orro\ved money to 
profhict 1 ve pur(K>w*s. 

2H2. Dawson’s I»ank in Burma, which is a commercial agricul- 
tural hank and (»[><Tatcs in (hr Irrawaddy delta is the only irn- 
{Mirtant instaiu'c of an agnrultural hunk on a jtiint stock hasjs in this 
country. I'lie Hoyiil Commi.Hsion on Agriculture have dealt with 
the working of tins Bank and tlie t ausi^s of its sure e^^s. ( Vide 

fiaragraph 422 of fla* Koyal Commission s r<‘|H>rtc ^I'he Burma 
( 'omiiuttc^ have rn i a very df-funte recommendation ni 
favour (d weM plannr<i joint -lock land mortgapt' hanks 
for the henefit of lar^.er laini who ar*' not serve<| hv 

t he eceofH'rat IV e land mortgage hank^ uhi/di ar» ♦•sscniiallv intended 
ha the small scah* rultivator. I he ( onujiitO t* sa\ ; Joint st<x*k 
land tnortgag<^ hanks have su. ree<}« <1 in many <‘ountn<\-. m supplying 
long-term credit to suhstantial farmers and art* nee<led to do thii 
Work in Burma But joint s(<M k land mortgae, lianks laive 
• lowltere suci re<led in deal ng with ^anall [Hamant |*njf)r!etors. 
S<H>ner or later thev <<;ntinc their dealings to mor»‘ suhstantial 
ciassc's’*. 

2d:k Tiu‘ need tor surh mortga;Le msUtulion- is par; i- ad irlv felt 
in pn 7 \nue'> wi.eie the j*ermanent sriik*iuent [>re\ails *rjd ‘\l cae 
ll:e t^fates i a/uiou/a/rv) repre^ nt large investments of eaj'iiai whicli 
are etnployial m other duas tton^ owiug^ to th(* security ol the 
\ield ohtamed from investments in land under the jM^rmanent 
settlement and tljt‘ al>'-'met‘ of a snmiur security of return from in- 
vestments in tlie liidii- of ifidustry and commerce. At present, 
the landowners in Bengal, as a rule, obtain eredu from mdigenoim 
bankers, monev-leiuh*rs and knin offues on mortgages. The rates 
of interest and terms of repiyment insisted on by these agencies 
are, liowever, onerous. Land has thus l>een dc^privc^d of its proper 
credit value and it is difficult lo raise funds for utiiir^atipn in pro- 
ductive chantiebi connected either with the developttient of the 
eaUtrs or wilfa other lucrative industry or trade. 

234 , Indeed » tlie B|har and Orissa I’rovincial Committee have 
eaUJblkhment of a land mortgage bank for that 
nrovinci under flowrnment control and with capital initially *mp- 
by for tlie redemption of debu of the landlord 
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chss And for financing tlknr long-term en^dit ir^juin'in^ntH, Th# 
(’onumtt^x' contemplate (he ultimate reduction of Cfovernment 
control to a minimum bv rtHpiinng all bont>v\ers to take up a num^ 
Ix^r of Hhares bearing a fixcHl profK>rtu>ii to their l>orrowingK and tlnia 
giving them a voice in the timiiagement of the bank They itlao 
lay ccuwnb rab^* ejMphaj^i> on the nece^iuty for iiSMW'iating (he offleial® 
eng^aged in land nnenue adiiniUHlration vMth the Ikiard of the 
bank, as tlu* (A|H‘nence of them^ ofticitilti will Ih^ of the grtmtent 
|>ossihlc UM‘ 111 >.u[KTvising the xaluation o( w'^ninty and in judging 
the general t nnl ortbme^h of the lH>rro\vei> They have 
{K>Hed tliiit tht' hank should hav<' it*« head otbee at tlie headquarter® 
of the |>rovin<e and l^ranches at eacli of the otlu*r four divisional' 
hcad<juartcr 8 . 

2M5 \Vc !'( ommend the development id vv ell orguni/ed 
8t<w*k land niorlgagt* hanks in thih etuintrv for th«‘ hiuudit of tho 
iHifnerou^' ( ]a!nM*> lamkovners who enniuU U‘ adequatedv ^ervcil hy 
tho r<<-o}Hn'at i\ (' < ledit orgafu/at ions \\\* a Iso ('oininend for llietHifl- 
^ub‘nil!(»n of hwal ( iova^rnments whether, witli a \ u'w in improving 
the «v<>nomK tunditauis prevailing m tlieir proMnta*h. the\ should 
not takt* tie m.i’atiVi* for the <‘stuhhshment of ^ueli iwinks and 
ass st in ensuring the success of t heir o|M t‘'at kuih . providing hir thiK 
f»urj»ose a j^orlion (»f (he initial capital Such a<t»un would l»e on 
lh(^ lines of that rta'enllv taken m hhigland Wr also agrr'O 
gf*neriih with th<‘ rtn omrrii*ndations of the Hiliro and ()re*‘a t'oni- 
mit!c‘e eontt'inplaO that tin? woiking fiuais of sueli UlstilU- 

laat^ d!i*ddl‘* dMi\»d from lM)fh slhircN aiul dehonlup s 'The huntw 
up io whah d« {•♦'•nt 111 e- mav i»e issued should Im* Ji\* d with reference 
to I h«* ( oi id It s a tv in ea{ h pro\ itH (' If. in an\ j»ri)viiMe, ria pr<»v hi- 
(hoernment und<'rt;.kes te* giuranl<‘e tie’ interest on the de^ 
l>enturt“v mvued h\ tla' liank. su< ii dehent lu '•*. shoul<i l><’ ita luded 
among trn*vita' set unlies on the same ^‘onditions as dehentufes of 
( o>ofM‘ralive land mortgage l>anks We do nor de^irr* to lay down 
an> hart! and fast rui<‘s !n regal d to the grant of loans as in tile 
ease* of the latter^ bu! we sliouhl like to lav riown flic pnnc*i|)lt^ 
that (he loans should provide for a safe inaigm and the 
and instalments of re|K4\njeiit should l*e fixed, as ui the case of lire 
co-ofK*ralive hanks, with refereiue to the repaving eapiuilv of the 
borrower as judged from aimuig other things, the tu t mrome from 
the mortgaged land. 
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RURAL FmAJSCB— continued. 


Govkrkmrst. 


Working of thk Agiuci lti kists and I-and Improvemknt 

Loans Acts. 

2»M>. The Goverfuneiu [Kovide but a very fiiiiall share of the 
Tfinanre required by a^Ti^ ultunstH by losins under the Land liu- 
provenient Ijoana Aet and the Arboriculturists Lckius Act, which 
are uu^rely enabling Acts eiii|K>vvering Imal (iovrrninertt# to 
advaiue loans from State funds and to frame rules •^overnitv^ llie 
i»iue of such loans. ( oinpleti* fi^uires of loans made by the 
various (rovernrnent.H under ea<'h of tlie two A(*ts for a year are not 
available. In fact, one of tlie proviiuaal GoverninentB, namely 
Tsoiuivav, <i<w*s not kef‘p H<‘panite account^^ of tlu' iuivances under 
each ,\ct . We j^ive Indow the figures furnished by the Lnvvinrial 
Corninittce.s which illustrate the very insi^niifu ant part |))ayed by 
(lovernment in the matter of sup|)lyin^4 rtiral finatne 


fin thou«Ancl>% of ru !'><'<?#.) 


— 

LAnd 

ImjTTovotnfsnt 
Loann .Act. 

Ap!'rif'i*Ruri«(it 

Lofcus 

Act. 

Rcnrufcrkn. 

A««Am 

7 

1.60 

Avcrafirc of fivi? yimr#. 


93 

14.44 

Relating to 1928 29. 

Bilmr mnd OrimA 

70 

8.34 

Ava^rAge of Bve y««r«. 

Bombuy . 

13,72 

9.57 

; Figure* for tyi'o ^f 

loan not 4Kff8liil^>y 

1 available for aft jpaare. 

(m 1926) 

i (%v«r»g<» of 
i normal 

Burtn* 

1 20 

1,90 

i 

1 ■5)' 


(ordinary y««r) 

of ton 
vr^r*). 


Cvninkt Area* 

1,70 

1.5B 

1 Avera|r» of three >*ear». 

Hmdrm 

12,70 

11,64 

\ 

) Relating to Wt 2$. 

7h9 Punimb , j 

8.00 j 

11.00 

1 A v«r«||e of five jroafs. 


337. Th« Royal Coiniuiatiion on Agriculture in India enqtated 
into the working of these two Acts. They found that on the ttjhdte 

( 180 ) 
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the working of the two w«a MliRfRctory, hut tfmt uteps 
be taken to make tlw? tienefitg avaitable under them more 
known m the Aa regards the Land IniproveRifel^ 

IxiauB Act, the Commisaion caim* ^ the ameluaum that the rate of 
intrn‘Kf could not Ik* reduced wiilihut involving the public fttmnce 
ilf k^ and that the ja^riod fixed for repayment pot too >^hort. 
They did noi find that in any pnjvmce tlie work of land improVo- 
merit wa^ restricted hy shortage of funds for loans under the Land 
rmjirovement IxMins Ad; but they proposed tlie apptiintmen» of R 
special staff toi survey the fiosaibi litres of improvements They^ 
were alstj siitisfied with the working of the Agricuhtirista LoaM 
Ad. They held that th<‘ Act must remain on the statute book, 
until the spn»a<l of tlirift or of co-or»f*rativt» credit or of both ren- 
dered it obsolete. Tn regard to the working of both the Ads, 111# 
Cornmlasion fouiul tlmt dehiy in dealing witli applii'ations wan a 
frequent cauM* of complaint, hit tliey addetl tliat kx'al Govern- 
ments were fully alive to the defect. In view of wlmt ia etat^l 
l>e!ow we think that the working of the Acts leifves much Toom 
for improvement and we are unable to share tlu* general fwling 
of satisfacti<»n (‘Xpress^d by tlie Royal rommission. 

2l\h. 'rhe rniviiu ial Thinking (’oinmittceH huv«» gone mon* fully 
into th(* working of theM* Aits. The ratios of inh'rest clanged to 
indniduals on Kwins under the two Acts vary from T) jk t <’<»nt. to 
fif f>f‘r (cnf in all provinces except Ihirma wh<*re the rate wa» 
a‘' av IJ (ar(t’nl. till rcccnti) and now staiuls at Ifl 

fs'i < en(. and ('o<»rg where it is 7J [s^r ( tuit In Madras loans 
for ndief of cii ln^s., arc giNcn at }s‘r ’(‘iit . .»nd in Lijapuf 
in the Bomha\ presidency, loans for siid<ing wells arc giveli 
at a rate which is slight l\ higher than f) |w*r rent Th<‘ ^p^ 

\'incial Committees grmcrally liave nrr rr^r’ommerulations to make 
in n‘gard to the rates of interest.* Th<‘ maximum jM*ri<Kl of nqsif- 
m* I't under the l^and Improvement Txeins Act is 35 ytmrs, bill 
It sal (lovernmenth Iiave fsiwer t<i fix the |>erifKl hv rules under 'he 
Act not exreeding the alnna* maximum limit The Ir»ans under 
tlq^Aet are in praclua^ generally restriefed to years or 1*-^^ in all 
♦ h^ provinces. 73ie rcntral Fmvinceg ('ornmitN^c refKirl that 
though tlie maximurff perirsl under the rules is 20 year ?. in pmdiee 
fixed for repayment rarely exrwds 5 or fi years. The 
penivt Allowed for recovery of kmns under the Agriculturift*? 

Mxi U generally shorter than that for loanw under tlii" T.and Ttn- 
provemeiit Loans Act. The ordinary praetire in ^r»rne provinces it 
to recover the loans at the next main harvwt or at latest after two 
main harvests. Tlie f>eriod is longer in tlie case of spenal loans 

for pnjpcdiaae of seed and for relief of distress. We do not (onsic^ 

.... 

: • rnllcraatie^ Mr. V, Pantfiltt ariff r^owrlhrv MnkhtAT 

4iti||l> fml if»«i lor ih# of il>« tj^mm AeA 

mtnil Imi lew«r Mimmi iHojr i^rorrot, «po^j«Uy in Mmi 

of 'mns >n tlnios of dMKMf. 
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ft to W a ri^ht policy to grant lo^jns for iiiiprovemeot foii*a short 
period, the rulee provide that the loan?? might \>e given for 

a longer jK^riod, We think that normally for improvement 

«lionId he Hpread over a perifwt oi year^^ and that onI> m <u!ses 
wliere flue amount advanced is very nmall or the improvement 
gffeeted in ver>’ temjx>rary, tiie repiyinent should he re^juired within 
a fthorter |)enod. 

23U. The IVovincial < 'ommiit*‘«*H iuwi^ made vanoiiH sugge tions 
which may hnwidly he fdasMlied as follows — 

Or) uhirh are mt*‘n<ied to remove rertam <'\istmg al~ 

mmi'ftrative dtdei t-^. and 

{Ij} art* mtemh d to Hn})ro\e and e\ta nd the 

htoudil** a\ailah{e to the (‘ultn at< inah*: t!ie A'ds. 

240. d'he more* Hu{»r)rlanl of »he a<homisi rain<' deft^etn whidf 
call for remtaly are '^ninman/ed ])elow -- 

H) IhHoy in //o* (hsjtnHal r// hmn npplirai tonx and Ury oj tllrydl 
grntificationft. -We reeonnnend that hroMinaai <io\trnments 
uliould lake stefK to inliumi/e thebe' «k la. md to le-^*,*!! the op|>or- 
tumties for illegal gratitieati‘>n’^ e nndrr’'t ami that the ipiestion 
of ex|HMli( lotis dmtnhnt ion ha- ah<*:td\ he* ii t ila n n hand h\ smne 
of the ( Io\ <*rn (mud s W e agrrt* that dmlrilmfing oflietT^ ''hould 
he of some stamiing ami ^diould Is* on the 1 twdv-oui for (\mes of 
illegal «'\a<tions It lias ht^m lejMalr! h\ th« I nittsi IhoNiiaa^s 
4 ’omtnit t(‘t* that, uv a result (d h exa^ftions. the r(TeM!\e < ost 
of a taknri loan h:m been e-oniated at n >t ie-H thae 2'* |‘<*r emit 

(’2) I tuHtifJirtt'tii tj e/ -It m repirtt'd for example ‘dial 

Ihauv for the pur</lias»» of (attl(*aie m'-uiluieni tm ’1<‘ pirjo-a ,uhl 
it has I>e<*n suegt^f^l,^] tliat wlu're fumK art* msntTie.ent tlit' ad\niu‘es 
might l»e resln«teii to a smaller mmile r of u ipi nt- need 

in greatr‘st and that iheir reapiioments nu'dii !>e satisfietl We 

flUj>|w)r( this MigL't'Mion Wr* sinidarK snpiHal tie* oaeinunenda- 

tmn tfiat loiuis should he gi\en on a mon* liberal acreage raU* 
restnetion to smaller amounts mij^lit invohe resort to moneylenders 
At exorbitant rate^ of miercst. 

(d) Slru'itit ss in rea/i ten v - -We do not appn)\e of an\ laxity 
in leali/atioh., tuugh we are in favour of liheral sii- jHMisions and 
remissions when necessity anses, saeh us failure of <*roj>s, etc. We 
agnu' with rnnincial Oommilttvs that dates of repayment shonld 
bt fixiMl with due regard to tlie dates of iiarvest and that cattle 
loans sliould he allowed to l>e n'paid in two kists instead of in one. 
Similarly, we agree tliat the rewvery of loans a4]vaneed in times 
of distress Khould invariahlv be e(Tt*cted in more than one instal- 
ment, 

(4) f'n/rtfrmw m rralnattom of joint When joint InMidii 

Ere taken, vve nvx>mniend that fi) the amount due from each 
individual borrower sliould be entered separately in the bonds, 
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ill) fxtry atti^tnpc should made to reiiliy-o fmm each individual 
the amount so shown and (tit) joint liability shoulil enforcod 
only aa a last resort aiul should even then he apjK>rtione«l as fairly 
as {KissibU^- 

241. VVt‘ ^ive Ih‘1«ov <vrtaut sukY^'^tions made for iniprovinj^ and 
oxienduig the iMMu tits available to the rullivaUir i‘r an the two 

Act s ; — 

t]» IIm' i;n djties uvarahic arr not %vuhd\ known :o ihe public 
\\ c roroninu'iui that >hou{tl he taktui tt> remove toe k’encnil 

iknoranrr‘ ahiiut the faeihtjo- of <*re»i}t and I ht' prtH'i#d:ue to Ih> 
f<»rio\\tai in Ma ainin; tlse-o faetiilie*". 

1 2- 'I he H4>mi)as ( 'oimiutt<»e refer lo the >ii* j e^^ ohd workiie; of 
the l.aUil 1 inpro\ eiient I.oaiw. Aet m tlie lojapm di^tre t wheit* a 
(iehuite |M»hev of a;:ri< ultuial nn[»fo\ emeuis and lannnr pio;e< - 
tion is hojijo f.) joWf^l. dd\e details of the m henu' are ndtared to 
ill para^*rapfi InT of t};e r*ond»ay < iaunutlee'H rt‘port. \\'« ^al|^po^ 
tie* i o( unuieaid a! to!i of the I ’.oinl-ay < omnnt ‘<‘e that a Moular }H>la y 
sljo'iM he lo||f»wrd e{s<'whraa' witli -.nltahlr a;..‘eM(ar‘s for advJf'r, 
kiUilanee and siip* r\ isioi! W'e eon-ider that tie' uueeint of loans 
urinttal njaha' ilie l.aui! i nsf a o\ , joent lamU' A* t very lU'^iu'nn 
fit'ant ((iinpared to l[j,* nee(l.^ <)f tie' ooinitrv. Ahhon;'h the Ih>yal 
( 'omniissjoii <Jh Airreailt un* re|w>rted timt the work of land improve- 
mem \Mis test ie-lru io4l m any provitee hy shorlaae of fmels for 
ioan- mei^r th** Land I niprovone'rit I.oans Aet , th/' Leenhav t'otn 

mit{« t' haao’ ra fsa^nl Us (h»' nn|>r* s- e»,, atnono wifie'-^sc's that the 

amount that eonld l«r ohtvinsed .is loana nnd(*r the \<i n ‘mainic'e*nt 
ruid Isavs' forth* r slr.iwti [ oinleil att»‘nta>n to the fast that < iovern 
He nt h;tve \u) wel! phiiie'd ]H»h'W <«f pn inotin!/ a{,’re nh iiral itm 
provenemt l>v tlie imant <'f sneh loau'^. Tlu' lesval ( 'oininneaof^ 
liava- suec»'sle«l v:u ion' wav<* m v*. hedi tie* |K>svHjhijOv of nnprovo 
ment slusnki f»e oxamiie d and snc:,n'an»d to ( ti It i\ ito? a. ran 

not n*^a;*fnl}v anvthino rnop' tlian draw fho attention of Lro^ 

\ne'iiil Ltova rntie Tif s to tie* reroinnemdat lorm of tie* leival ( om- 
iritssion ami of tie* Provneaal Hankine I'hejtnrv r<umnitfo»*w 

(At [n i>a#*k\vard I’-artv wliere the rnlti\utors an* not fittfei <o 
exereis>' lie' riudif of lransff*r of kind ami w hero ^ oaay erat ive ( riaht 
sori»'tie'*i (-annoT he sni'oe‘<^fnf and nha^ m ar<f ;m wlm h fre<pe*nt!v 
suffer from def''oii;a' di^trihntaoti rsf rainf.ill aiel water O’nppjy^ »’no 
free availaliihty of faeilili#*^ nndf^r the Aereailtni isIh laein^ Art has 
l>fmn s^ronplv recomnieruh d. We supfssrt fins n ejirmnendation 
w'hK'h ha< als<» found favour with the Royal Conirnis do:) on A;^ri- 
culture. 

342 There are various other detailed sji|/^estionK nmrie l»y the 
Provincial Cominittee^s which wc have not mentioned aKoVe \W 
liave snmrriari/.ed them in the appendix to the Reisan and indicated 
our views on tlieni. There m, however, one «uggef#tion made hy alt 
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the ProviBcial Committees regarding the extent of finkoei^ 
aiKie that is penniiisible or desirable under the Agriculturists Loana 
Act which we desire to refer to here. All the Committees are unani- 
tnoufth of opinion that the Act should be confined to times of 
emergency and stress and are not in favour of using the Act more 
extensively in normal circumstances. We agree that it is out of 
question for (fovernment to provide the whole of the loan require* 
inents of tl»e agri<‘iiltunsts and tliat H|X)radic attempts on the part 
of Government to sui)ply a fraction of f>mh requirements are bound 
ic meet with failure. We tlierefore recommend that the operatiori 
of the Agricuitunsts I>oans Act should he generally restricted to 
relief of distress. 

24*i. In resf)ect of loans under the Apriculturots’ I^oar.s Act 
and the liand Improvement Loans Act we should like to draw the 
attention of Government to the weiglity obBer\7itions made by the 
Indian Famine ('omimssion regarding the policy to be 

followed by Government in tliis matter. We quote l>elow* a few 
exlnuds from that K^^port : — 

“Tlie iaqM>rtaiH’e of advances under Act XII of 1884 and 
A(’t XIX of l88d, IS now generally admitted. It 
IS noccKSiry, howevt*r, to insist that these advances 
lus<* a great {mrt of their value if they are not given 
at the prof)cr lime, .\dvances under the AgruMjltur* 
jsts’ I/oans Act tXlI of ]8 h 4^ arc iiu>st profitably 
given for the purchase of seed grain for the rabi 
harvt*st at the very commciiceincnt of ihe famine^ 
and again for the purchase* of plough cattle and se<*d 
in the months of May and June m aiuicj|)4ition of 
the khanf sowings Tlu* jeritsls during vvlinh ad- 
vanci^s may 1*0 most usefully distnhuted under the 
lifliul Improvement Ivoans .‘\(*t tXlX of 1883> are 
less rcstncttMl ; they may with advantage l»e given 
lintel the hot weathei draws to a clos<> ; hut we 

have already pointed out that they, as well as the 
advances under the sister Act, are specially required 
in the verv earliest stages of the famine, as » 
measure of moral strategy and to jait heart into the 
people • • ' • 

(Para. 2f>0h 

• • • • ♦ 

“The real justifreation of the policy (of Government ad- 
vances to cultivators) lies", aaid the Member in 
charge of tlie BilL whk h I>ecame Act XII of 1884, 
'*in the position of Government as tlie great land- 
lord of the country, and the direct bearing which the 
welfare of the cultivator has on its. revenues’*. But 
a wider view may be taken of the responsibilities ct 
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the Oovernm^l m 4 it« intereet m the culliwt^ a# 
a citixen no le*^ thiM' a eontributor ta it« i^yenii^f 
juHtifie« it in promoting hi» imluntry. The policy of 
the Takavi Aeta #*hould not be regarded m prtaliictive 
merely^ but aiwo a#i protective ; and it iii upon tl>« 
pndwtive aspects eafiecially that we wouW in«i»t. 
We re<x>gnixe tlie progrena that haa lieen nuuie aince 
them' ineaaurt*tJ were originally inirodiK'etl, but we 
are convmceil that tlwire ia Ixitii ac'ojie and need for 
a further extenaiou of the lajlicy in its protec'tive 
asimt on lines of greater liberality. ^ • ***• 

rPara. 311.) 

We would add that the grant of advaneen under tliese Acts 
should not rt'plru e assistance for famine relief 'The economic 
reactions of iwJvamung loans under these Acts to the agriculturiiita 
who are affected by famine, instead of giving tliein relief under 
trie Famine Relief f'ode. are t<K> obvious to reejuire emphasis. 

*214 'riic question of distrthut i(«u of tnkat i loans through it)* 
ot>emtive ws ieties lias also la*en disi UHaed by the AgrU tiliiiral Coin* 
i lissioi! as well as some of tlie Frovuw ial ('omiuitlws. In Homhay, 
advances under the Land Improvement 1/oans A<‘t can Ik» mudo 
only througli the agency of co-oja^rative H<K*ielieH in tillages where 
such KK'ietics exist. 'Fhe Madras (’ornmitt**e liavc given some 
valid reason^ against siah distribution and the and the 

Ibhar and ( irisssi ('onnnittees li<*ive alw), for reiiHrms whicli art* stated 
in flieir rc|K)rts, not sup|)ort<‘d tlic Bombay f>raclice. Tn the 
Punjaf), no |r»ans have h#^(*n mad<‘ by ( hoe^'niiumt Uuough ’O- 
otHTiitive s<M i#uiev m the last 5 years and t)»e follow in ! rei omn tm- 
tlations have l)een made by the Provim ial ('ommitte<‘ in this con- 
nection : — 

(L \n loans should he made hy (lovernmetrt Mirough tlit‘ to* 
o[Hrativ*‘ si>fietie« W) long as there are suffinent fundn ui the co- 
ofH*rative movement . 

(2i No loBiiK slujuld Iw* made by the revenue staff to the mem- 
lH*rs of a (avopTat ive MK'iety without the knowledge .»nd (Diisont 
of their sririety, 

(3> This (xmsent should not he given if m-of>erative funds are 
available. 

245. Tlie ro-o|>erative credit organisations have norrnaUy suffi- 
cient fund# to lend to their meml>ers and they do not r<*quire loans 
from the government for the purpose. The s^x'ieties can only 
lend to their members and it will be inadvisable to use the co- 
operative agency to advance loans to non-members on the rs«pon- 
aibility of tlie society for their recovery and llieir proper application. 
We have, however, no objectiofi to fSrovemment 4jsing the co-opera, 
live societies as mere agents for distribution. Moreover, it is not 
our intention that members of co-ofierafive societies should not be 
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permitted to avail tiunnwelves of State aid under thene Acta. In 
eitlier c-ane it muKt be clearly underHUxxl that liie iMxietieg should 
not be resfKjnsible for watching the appHt ation of the loan^ or for 
their recovery. 

OtHKH forms ok AS.SIKTAN<'K Tt> HTRAC CHKDIT PROVIOKO BY 
( JoVKfJNAfKNTS IN INDIA. 

216. A.s Htatf’d sn paragraph Ki. and in t hapters IX and X, 
lioviTiuiHUitH U) India al^) assist in various wavs (‘o-operative 
oiganiHjiljonH for ihr Hii[»plv of (Tcdit to tfie agri<nihurisT , T!»e 
amount of surh assiMtanr<‘ has, }iowrv»*r, been small, mainly 
b»TaUM‘ these organisations have not s/> far fssm (oinpellcd to 
curtail (heir activities owing to a shortage of capital resources. 

State and xonK t i tcr \l r uKDiT in otiifr cocnttmks. 

217, Rural credit in alfiH)*! all < ouutries ni the world ha.s 
rcceuvcfl. and is rie 'civing, the s|H-rjai at tent . on of tlcer res|MN live 
( lovernnienl s. It will suffiec to mniimarise here vers hrudiv life 

( Xisdion in c’ertam parts f>f the l»nti-h t ’omnionwf alth .in»i ui the 
[Initeti States (d America : ~ 

(I) (irfiit Untiiui. In tireat Mniain, iia‘ Sin. ill Holdings and 
AllotiihUits’ Act of IOOsn einpovser*-tl the liosernmenl of (lieat 
Rrilain to taio’ ail tlu' land uhieh any indisidua! owns in langiand 
and \\ ah‘s m exct'ss of ‘ad at it .s and to .s ll or l«*ast* M n> a farmer 
or lalvourer. In oiiit-r to help tla^ .-mall holders and }al>our('rs to 
pnndiast* tliese ht)hlmgs thi* (iosarnment through the (’oimtx' 
("ouneds hasa* undertaken ant ;.il linaia a a) re-[>nnsd>dilies. 

^riie arrangement thus desi-rdted h\ iit'rriek in his Ilural t'redits* 
*'lA»r raeli small hohimg sold outright hy tie' ( Ountx . a fa;r<‘has4*r 
must pay not loss than ont‘ fifth of (lie pnee in eash ; one-fourt!i 
nmv Ix' s^auiretl hy a pf rpetual rent eharge redi ein able in llie 
manner pro\ idtal hv tiu I'nghsh laws; and the halanee nmv lx* 
seruirr'd hv moitgagf" to he paid ofT ha!f-Vi“arly in inslalmenivS of 
prirnapal athl intensst or In tenninalde atinuity. The longest 
credit wind'h a Count v may allow on such a sale is aO years.’* 
A large sum of money was lx>rrowed lyv the Counties for 
the purchase and adaptation of thes*^ lands. The S(s*ttis}) TViard 
of Agrienltur(‘ hv tlie legi.slation of lOTl was empma re<l not onlv 
to adjust the rights of tenants on the land, hnt also to enlarge 
«iri\aU hohlings anil to acfpiire estates for vision and allotment 

to small hoUWrs. The Oovennnent of Groat Britain atvpropriated 
a large sum to l>e used hv the Sroitish Bosird of .\grirulture for 
"^carrying on its wwk. The incorporation of “The Agriculttiral 
Mortgage Corporation I^imittMl*’ in England under the Agncultiinl 
Credits Act of B>28 constitutes a distinct land-mark in the rural 

• Rurft] 0 «n1iU hy RiMrlek, p«4e« 150. 
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credit organimiiion of Etvgland. Theae measures luv the reault 
mainly of the leronimeiidations of the AgnoeUund 1 ribunal of 
Invci^ligation a*.(l ihe 0ommitt€*e8 on Agricultural credit We have 
already referri^l to them in Chapter X of our report. 

(2) Ireland. — In In*Iand tluM^tablishment of the Botn’d of 
Works iji iK’il, large ainounts havt^ Invn advanced to fanners for 
various lHnich< jal pMr|>os<'H. I'nder the laind lUmduisi' Ads tut aiitho- 
rily known as th«' ‘Esiati's’ (\>tnnu.HsionerH’‘ was apfxanted lo 
enahie farni*'rs lo pun has<' holdings. Mr Mcmek says that ihin lH)dy 
"is the greaU'si l>odv not only in Ireland lutt in tin' world ft>r 
using liio aid anil I'nxlil of the Stati- Im llji' purpose of enahting 
fanners lo actpnre real esiale *. 'I'he l.and rurchuNe legislation 
to whkli this ls‘tterinent of rural eoihiitions js due eoiuj>nm*« 
a senes of Ads covering a long priHHi of years from iStV.i. h\>ur- 
fifths of the inhabitanls o! Ireland are fanners or an' I'ligaged tn 
agricultural pursuits. rradii'ally all farnu'rs art' now ownns 
of the farms llit*v till, or else vsenpy them at fair rtuits judn iaily 
fixe<l. Ileeentl), rural credit in tlu‘ Irish I'rei’ Stale was the 
8iii)jed of in\est igation hv a sfMM-ial Commission. Ijs ci»ncluHions 
must he of speeial Valia* to liitlia as agTicuitur t' o('cupi<*s all 

eijually }>rtaioiiunant jH)sition in tlu* economic lift* of both connlnes 
TIu^ Iri.sli (’ommi<>ion .•-a\": - "We hole \t', that tht' of tlie 

{»r<‘st*nt situation <'an he most elfeNtiX’h met hv estahiisfimg an 
institntion ul.o^r dutv *'ha!l Im* first of all to hicmr#* f|a^ neods of 
Agricultur.il ( 'oa^jwrat ive Soi nUies ajui eutcrprisovj 'To this end 
C4)mnieml tlie CHtahlishmmt of a central nc^titution. for which we 
pn»f«ise the n.juie ' Wera uhura! ( ht^dil ^ ‘orj'orat ion ’ ' , wlio.«e dutv 
it .vhall l)c ?o of. lam from the puhlc' the fumh c* « ded for agn* ul 
tun* and to loiel funds far {igncu'inrai undrrtakijfigs" . 

id> .lu.vfru/iu In Ausiraha, provision made hy (ho f^onn 
inonwa alth Ihuik tKura) ( redifsi Art Hi id ltbi5, for tie' dispen- 
sing of short te^m rural credit k-y tlie l>ank. Section 7 of the 
priniUfsd Aei whirh (k'rHu*s the gen<*ra! [sover of tlu* Ikink jM*rrnitH 
it to a< t|iiire and hold land on any tenure arel Section 31 
}>ermits the Hcnk to invest any moneys held hy d on loans on tlie 
fierurity of land. 'Dns Ad creatr-d a s«*j>arate I )'’f»iiriment of 
Rural Credits as a part of the Commonwfualth Ikank. 13ie new 
X*>epartment is provided witli amfde funds from varifjus sfiurces U) 
finance agrindture. Tlie IVeasurer is emfK)werf*d to lend to it 
up to Jp3 millions. Tn addition to tliis, 25 cent of the net 

annual profts of the Xote Tssue I)«‘partment of the ITanlc have to be 
paid into the Ihjral Credits Tk*partrnent up to a maximum of £2 
millions. FW^sides these sources. Hie liank is authorised to rnim 
money for Rural Credits hy the issue of del>enltire« up to four 
times the sums lent by the Treasurer, moneva paid out of 
the profits of the Note Issue Department and the Reserve Fund of 
the Rural Credits I>epartinent. From all sources, ilie 





l'S8 

jnaatce advance for i^t eioeedm^ 

rnoD^g to otj^r bar^s, co-operative asBOC&iioiXB^ and oMjwjnStkw 
or uniiieor|)bni^ t>(>die^ njfjeqifiefl by prot^lanWlion., Tlie advan^a 
are made on tlie security of wliaJt is called “Primary Produce’* 
which includes wool, grain, butter, cheese, fruits, hops, sugar 
and the like. 

( 4 ) AVir Zr^Und, — In the I>ominion of Kew Zealand, k 
‘ Ivohg Term Moitg^ige Dejmrtment’' was add^ to the ifew 
Zeklaiul lUnk hy a H{>ecial enactment in IMfc. *l*l»e lX»[Mirtinent hiis 
H sj>e<'ial share and dehenture caplial The share capUal was 
laised by the issue of shares to the share holders of the Bantc, a 
third of which was bought hy the Dominion Go^riimint. 
The Government yfet a dividend of G i^er cent, on their 
preiferential sharen, wliile the other shareholders get 7i ijer 
cent. Debentures mav l>e raised u|) to tlirice the anunint 
of the s{>ecial share capital and their repayment is sectir- 
ed against the long-term mortgage loans, which are advanced tp 
agriculturists out of this working capital. The Irxans are advanced 
for j>r*ri(HlH extending to ^GJ years on an amortization basis with 
interest at G j>er cent, plujt provision for sinking fund. 

(5j Si/idh Africa . — The Tnion of South Africa has a dual 
s\slem of State Hanks in relation to rural and non-rural credit. 
The “South Afri<'an Heserve Bank * estahli.shed hy the (’urrency 
i*nd Hanking .\ci af do<*s not deal uitli ninil credit. 

But a “lauid and Agricultural Hank” jirturded thfe Besexve 
Ihink, having been first established 1>\ the Tnion T^iriiament Act 
18 of HU‘2. In the year 19'2G, anollier Act l'4t) of IfKMH was passed 
to extend the [K>wers of this Hand Hank and to |>nj\»de for the for. 
mat ion of a iu‘t 'u(»rk of what are called “Agricultural Tjoan 
GompanicH” an<l “Kunil Credit S(K*ietieH“. Tins Act empowered 
the (’'entrnl Hoard of the Land Hank to rais<‘ and funds for 
cfr<H'tiv(d\ finaru’ing thes<‘ agncultural l<win <‘oni}mnies, rural (redit 
s<s'ieties ;|nd individual fanners. Bt'sides financing, the Central 
T^wird of the Tvand Bank renders many otlier valuable s^^rvites to 

Bural Credit Organisations. For instaiae, StHtion SA of the Act 

says ibat the Central Board of the Bank may lend to 

them the services of :iny of its offic'ers or clerks and 
jiay their salaries and allowances from the funds of 

the Bank and that Hic Bank may authorize anv person approved 
by it to ktH'p a warehcaise or elevator, suitable for the storage of 
grain or oilier agricultiiral pn^liice aecet>ted hy rural societies aa 
seiHirity foi loans advanced. 

(G) Vnitfd Statcff of America , — In the Fnited 8tat4»« of 
America, I three distinct hankinfif syalems, namely, the Federal 
Beserve Banking Svateni. llie Federal Farm Intermediate Credit 
System and th^^ Federal Farm Loan System, help iiorkml^iittt 
credit. Tlie sections of the Federal Reserve Act most important 
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to tije fanuerH are Uioj^e governing tbe eligibiliiy of agricuUunii 
paper for redwt'ornit* Stvtion 13 (a) of the Feileral Kiwrve Act 
provides, subjtH t to regvilatitHis and limitations to Ix^ j^rtwrilH^d by 
iJie Federal Kcst'rve Itoard. for the Federal Ketx*rve Hauler 
dim>untiug notes, drafts, and bills of exchange issued or dniwn 
for agricultural j)ur|K>M',s. or based u|Kjn live-sUnk. and having a 
maiiirity at the time of (hs<‘ount not exmxltng nine months, exclu- 
sive of days of grace. 

The Federal Intermediate ('ntHiil System gnuits ItKitiH for 
jxtkhIh not less than six iiumlhs and not more than three years. 
Tlie Intermediate l‘re<ht Hanks are (iovernment Institutions. 
Their estal»hshmcnt was made maiulatoiv by an Aet of the ('on- 
jgresH and the S<'crt‘tar> of the 'rn^isurv was direcle<| to suhs< ril>e 
to their ( lijatal st<K k m su<*h ani<»untH as calli*d for hy the <hMvt<x« 
of the hanks, not m exeess 4)f dollars for t*a(h hank. 

I'o se<'ure ad<iiiional funds, these Imnks are em|H>ucrcd to issue 
and sell 4lelMMitnr«‘s set ured hv agricultural and live»to(‘k yajXT 

The loans (jf ilie b'edera} Farm Hoan System range up to b* 
^years. b'umlh an* raisisl ly\ in<*ans of <leiM‘nluri’S, riu* (W)vcin- 
inent of the I rult'd Stati’s was autliorised hv the Fongn^ss 
(P to >uhs< tiIm' to tie* share tagatal of lluse hanks, ii\ la.ke u[) 
(i'dHOUur(‘s is^Uf'd l>y theM’ l>anks, Cl' to pay for organisa- 
tion c\[)enst‘s up to ItHgOof) dollars athl op to makt^ tem- 
j)orary dr|>o>iiN for the use of an\ land hank, l''iHthf‘r, the 
hV<|eral Land hanks are reiognised as de|wmjiones of f>uhlir money, 
'Fhe dr‘bcnTures of these hanks are exempt from fetleral. state, 
fimtitciiml anti i<K al taxes, and are Heeunties Tft(* 1 m deral 

Jte^rve System lias alsti ht'eii authonsed to buy and sell farm loan 
biinds 

Further, under tie* Agricultural Marketing Art of 
<'ongrcss has made availahU* a sum of oCP imllion <lo|)arH ft*r tin* 
constitution of a revolving fuinl U) hi" administered hv the l'"arm 
I^Kird and to l>e iitiiiseil for the grant of loans tr» roo»|M*rative 
5 iss<K'ir 4 tions engaged in the marketing of agneultural iaumrmdil les 
and fcKxl products thereof. 

248. W’e have made reeominendal tons m ( hafiters I\ and X 
on the ttuh)eet of the financial assistan<‘e that (iovetiiimmt should 
give to co-ofXTative orgnininations, inchidirig hind mortgage hanks 
We liave alsr> indicated in (’hapter IX the finanemi fat ilities that 
the Tkeserve Bank should give to |)nnin ial c‘ 0 -ofx»rative ImnkH in 
connection with the financing of Heasonal agriiultiiral orM^mtions 
and the marketing of crof>«. In p{inigniph 72. we have nx’ogniMxl 
that a Bubirtantisil development of rural credit in India can only 
follow^ and cannot uwfullv precede, the uplift of the cultivator in 
other directions : and in Chapter IV we have advocaUxl the aiiop- 
tion of a progreaaive and conatnictive a^frictiltiiral jK>hev bv Gov- 
emment. WV can only hope that a» the needn of beneficent rural 
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credit are found to grow in this country, the GoTernmente will not 
be found failing in their duty to provide additional resources, if 
nec^essary, in order to make if^uch credit available to the widest 
extent. 



CHAPTSE Zn. 


KrR.^1. FINANCE— ronfmw^-J. 

COMMERCIAL RANKS. 

•J4(r V* o liavo cJh ihIv rf'tuurketl that the joint -^twk i>ank 5 play 
little (iim 1 part, and the liujx^nal Bank tuurli Iohk, m the aupply 
af c-retht to tho a^rjrultunsta. Thes<* hunks do ni>l lix>k U|}on 
cuitural hnanre J^art of their {i^eiu'ral hnsuiesH. Ihinks, liowever, 
do finance ai^riciiltiire iinlirei tlv hy financing nu^rchants who give 
advances in the Hinall village «lt*alers ; and scain* hanks lend <tireet 
on the fdtdge of prothue and valualdis and on mortgage. I'hiH 
indutHt hnannng hy mtenuedianes iuiwevt'r. toslix . us a prac* 
tiot aluay^ reas<jnahl«‘ h.is to he |>aid for it A f»‘W hanks lend 
landhoKiers ar\d to the more snlmluntuil cadtiVati»rH. 

‘Jot* 'f'he (U.ifilMX ( oinniKtee have' ro|H>rt<‘d that tho lnHK*tt.il 
Bank of India has nvently hegun in the ]kunl>a\' Presidc^nev 
tc finance h.g landlords (Ui [sTMinal security with sureties, 
or on the ^eeuritv of pHnliR'e <»r of gold.* 'riM‘ Managing 
(toM'rnor of tla^ Bank has stated m Ins t‘videnee tltat tla* 
|>olu y of the ikink sin«<‘ it^ maugairiition has |)een to encourage* 
advanc(‘s at rt‘:i s< ^nahh* mtercHt against personal seturitv' with at 
least ts<.0 grM>d nafoev sn j ,r!e<i . ]f |M»r^sihle. h\ the h \ |v )t heca t loft 
of ('ro[»< s.nd a Uo a:.' oivn l|o* pkalg^* of agUiculfural |»r«Mluc»‘ an<f 
goki. lie- poihcv. <'h‘'»‘rved . Isriv omI been innifed to lug parficH 
an<i Ico. hern ♦ xtendta! to all. the onl\ <‘»>n<|ition Ining tlsat the 
lw»rrow<*r i** a r«’hal»!e pio'tv and tla^ ?-* 4 'eurit\ suitahle in the opinutn 
(»f the l>ank It i*' rejHate<l that eoi n>tdeT ahic reln< tanee n> phalge 
st<H ks Was experienced due to‘ jl feeling tliut siu li a r<»urHi» 
entaileil loss of ( nalit and standing |)V the Ixjrrower; this 
feeling is. howevtT. hetng fivensaiie and js less in evidetHe each 
y ear. 7 hi* ran* eharg^ed hy (lie Imf>< rial Bank on loanH p<*cur«d 
on gold tirnanauits is 7 ^ per cent in the Piinjah. The Matiaging 
Governor, however, .'ulmitted that the Irnfx*n/il Ihmk is nid 
organized to d«‘al with the small (ailtivators and that in the inajonty 
of cfifW^s tlie assistance given is imlirect ; hut he mform(»d us that 
definite iiifitructionx luui tx>en innued to the Agentu of the InifH-ritil 
Bank in varioiix |>art» of the agriculturai districlx that they 
ahoiiid eruxriirage the Rinall man. Advances on gold orna- 
menta for amounts m low m IIk. 100 are rnaile by tlie Bank, 
but Hjiver ornamenta are not regarded au nni table »eearity h*** 
advances. In reply to a requeat for Rome comparative aiati^ment 
idiowing the figiirea of the Bank'ii amriaiance to the agrietilliiriata 
in recent Temra by direct and indirect advancea. we were told that 
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it wa« impoDiible to analyse the assistance given to tlie agriculturiate 
in tiiis way with any degree of accuracy. The Punjab Committee 
have mentioned that the Imperial Bank has 34 outstations in the 
Punjab where advances against produce are negotiated and attempts 
are made through tin? godown-keepers at those places to establish 
contacti with local dealers of agricultural j)r(xluce. Demand drafts 
arising from rnovernenl of [)rodiJce are also purchaml by the 
Bank*H branches. The I iiited Provinces ('orninittee have given 
a detailed list of the items of indirect assistance given by the 
IiriijH*nal Jtank to agriculture. They are : (D advajK*es against 
pnslucc* to af>proved (ornmission agents and dealers at all places 
where the Hank is established at rates varying from 7 to per 
<ei)l basted on the official bank rate, (2^ financing the rnoveirKUit 
of produce from the mandut to the consuming centres, cliiefly by 
the purchase' of demand drafts repres^uiting the pnahice des|>aU hed 
from approved customers, (3> the financ ing of the movement of 
produc^e from the disirihuting centres to the c'x porting |>orts by pur- 
chase* of drafts and telegraphic tninsfers drawn on |H>rt towns at 
low ralcH, (4> loans against gold ornaments at 7 |s*r < «‘nT . wlii<'li 
are, howc^ver, tiot popular in the* United IVovinees among the agri- 
culturists. We undc‘rs\and that tliis de^ription of tin* activities 
of the lm[H'rial Hank ajiplic*s more or les.s to other [)arts of India 
27)1. Aincaig smaller hanks, v\i» undi*r^tand that in the H'liuah 
the* I A'allpur ('olonv fiank with a working capital of Ks. ♦> lakhs doc’s 
|>er c't'iit of it.s husin<*ss with agnc ultunsts and that tlic Hajwara 
Hank is ex|H*nin<MUing in tins direction. In Hnrina, ilie DawMoTs 
liank Ltd., is the only hank organi/t*d on western hne^ which 
works as an agricailtutal Iciink. It docs not. howa^ver, hmd for 
indt‘fimlclv long pencsls, and of its .advances amounting to nc*ariv 
](s. 70 lakhs, 35 to 40 |H‘r cent. arc‘ gi\<‘n as cio[>- loans. I'lie 
j>rinci[ial advances are mad** to owivt^rs of c*on‘'iderahh* estates, scaine 
of wluan have* a paddy null or carrv on a large trade in paddy. 
In fac't . the* princ ipal function of the Hangoon hraiu li of tins 
!>ank \h the (collection of deposits for lending in rural areas. In 
the United Trovinca^s there is a small joint-stes k l>ank in Mwrut. 
which iH'sides r(*<*eiving defK>sits dealing in huruits and generally 
c'arrving on the ordinary business of a joint stexk iKUik, s|HNaaliw'8 
in financing agricidturists on the .security of mortgage lx>nds. 
This Link lias advanc ed no less than Bs, 35.(500 in a single village 
on land mortgagee, though for certain reasons connected with 
recent tenancy legislation, the ]>rofit on such loans has, we are 
told. L'en so much rtHlnceal that the bank lias eusjxmded or greatly 
reilucetl this part of its husinesa. Tn the Centml Provinces, tlie 
Berar Bank Titd., witl; a jmid up capital of Bs, 68/200, is said 
to 1^ doing money-lending bimineas direct with agricnlturiata. It 
advance's loans on proiniaF*ory notes on the security offered ^ About 
30 per ('ent of the bankas clienta are said to be agricuUnriaia, 
and the maximum period of bans to agriculloriata in said to be 
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ilouree yeiu-s. Itiv spliere c>f oj^emtion is, however, hiiiiled by 
very hmiteil ri\soiircej>. lu IWngul the ehtef of joint-stock 

banks at pres* nt is discounting of hundis, o|H'ning of aiHli t redita 
and gninting of k»aus against varu>us kiiuls of seeunlitN mostly 
atwk exetmnge shares and, very rarely, slinks of agneiili viral 
prcniiiee. In Ihhar and Orissa, the smaller jomWshn k hanks are 
really Itnin olTuvs, lulvam ing money to the profesHioual aiul agri- 
culiunil i'lasM's at luiJih rates of interest frvnn I'i to IH jvr t'tuil 
or even 22 per t'eni, 'hhe bigger hanks jHTh.nm the usual funetions 
of cxanmert lal hank^. linaneing trade and to a smalh'r t‘Xtent 
mdustr\ . In Madras some of the joint -s(tHdv hanks give a<ivunces 
on gohi. on produce and munovahle projHMty and fiatn/is and also 
^n j)n»not4h with or wilheau joint security. The rate of interest 
on advarues agafn>t jcwidhuv hv one hank is said to Ih' \Kr 
cent and t>n joinl loans l(t |H‘r cent. 

2.*»2 \\*t* have « l t'where ri/commendtai that (onmu'n lal land 

ttiortgage hanks on a joiiit-stork hasis might he f siahhshed 
to advaneo loans t<» larger cultivators who can give uihajuati' mort- 
gage sccurit\, In regard to the smalhu eultivaloiK with small 
lioldmgs and with un‘>oun«l uloas of hofitovmg and us<* of cr<‘dit, 
\v<' do not think that jonit-st^wk hanks ran jdav an\ < onsulcnihh* 
or us<fid part, What the Indian rvoi wants ih conlrolltai ereilit 
and this can only he supplied hy eoofHTiil i ve H(X’ieti(*H, In one 
direct HUi, iiowevei , joint slin k hanks f an do sf>me UM^fiil Hervin?. 
If they wouiti li[»eral!% extend the system of advanees against pre- 
<uous inetalN UH hiding ornaments, th«' fairly well-touio among the 
Indiaii ruliivators ^^(aild in* navtal to muik* i^xtent from the elutehes 
<}f tite monevdender 

2ad, W'r may ht-rc inenthui that we have laa-n inhirim d oiu* 
of the for«‘ign Ifanking ex[s*rts that even in Uf ^tein f oiiiitnes, 
in spit** of \er\ «lf*velo|nM| Inaiirh hanking. H(jnieiimes the cotn 
mereial lianking s\stem t»e<omeH sloWf*r tfie nearer it eomen to 
thf* agrhudt urisi , and i\ stops eniiridv at thi‘ outskirts of fla^ agro 
eiiltural line. In (iermany. hir example, th#‘re ts pna lieadv ruf 
hraijfdi tJ tfie larger I'anks in any town with 1» ss than lO/KlO in- 
hahitants, whu h shows that the hnsiness flone l>y llie narks with 
the smaller agrieultij^i>l m ummfsiriant ; then* are a gn*at 
many iargr* agrieiiltunst s, and thes** g'et c redit from lf»e caunmerf iaj 
bank lull only to a verv small exhuit and even tluui <uilv whim flie 
credit required is not a j>c.*nnanent one. the otfier hand, an 

pointed out in fairagrapli f>*J, in soiru* of the westeni rofintrie-n 
e^|>*riailv I’ngland, n very huge volume of rural i redit is firovideft 
by the commercial banks. But as wfan d in that paragrafdi. fheo* 
are reasiot;** in Ifnlia whicli hI/iucI in the wav of firdmarv 

<%m\mercm] banka providing anv »ub«U»ntial amoent of rural creilit. 
Some of the factorm wtfich affect the aecnriiy tfiat the agricul- 
luriBt can offer againiti loans obtained by him have alrea<lv been 

N 
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dealt M'ith in cliapters IX and X. Certain other factors bearil^ 
on the same as{>ect of the problem are dealt with later on 
chapter XIX. 


Loan Offices— Bengal. 

254. While in the otlier {>roviiieeh joiiU-Htock commercial Imnks 

were started in the sixties and the Movent les of the last century, 
the developnient in ]:5engal was initially along the line of 
land mortgage banking. The first loan office was founded in 
1865 and on the dlst March there were 782 loan offices at 

work, out of whicli only 26 were in Calcutta and the rest in tho 
mofusHil. d’heir total working oi[>ital was alxHit Ks. 'd 
crores. The paid-u|) capital is generally small. Out of 782 
i(mn (»ffi(‘es, only l.‘{ havt* a panl-uf) capital of Hs. IJKhtHX) or more. 
The fM*rcentage of reHerv(‘ fund to j»aiil-np capital is very low in 
tlie east* of most of the loan offices of recent origin. No loan office 
has issnial delamtun's ; fnnds ait- attracted hy (le|>osits only. The 
ralen of int^Tcst for (le|>(>sits vary from 4 {mt cent for sliort de{X)3its 
to 8 |rt'r cfMit for 7 ycar>’ dt*|x>‘-its. I'snalh tlie longest 
fH^riod for wheh dojH>sit.-i aic received i^ 5 years. I’lie 
Bengal (’omrnittta* to some undesirable features of 

new loan companies, such a*' touting fe»r def n^its nu which very 
liigh inteiavst rales are ofTered. In soiut* easi/s di posits have been 
nee<‘pted at 15 |H‘r e<mt. We an* told that tlie authorities of a 
newly started loan ofTa'c in Myrnensitigh ^^e^e anxious to have a 
defxasit of Its. 10,(MKi at 21 pta- (‘cut. jw'r annum. 

255. 'i’hr mam business c,)f the majority of ihe loan '>lVi<‘es is to 
huu] money not i‘nl\ to initulurs , hut abo to actual ( ultivators. 
'rhey rarely finance tra<ie or industry. A h*\v hnance tt*a gardens. 
Tioans are given not only against morlgag*; and pledgt* of ornaments 
but also against jH'r.sonal sei uritv. Ida* old(T eomyianies charge 
rates of intc'rest varying from 12 to IS |M‘r rent in the case of 
secured loans ; on nnst*curt*d loans, the rate is higher. The 
rates of interest of the newer eom[sHnies for securetl advances vary 
from 12 to 56} jx'r cent and for uns<*enred advances from 12 to 
112 fw'r cent. The greater firojMirtitm of loans is advanced against 
fH^rwnal s^xurity. There have been cast's in which tlie same per- 
son has l>t>rro\ved from three neiglihouring office's against personal 
security, 

256. There is n w ide-spread inisgdving as to the Hketihood of 
their failure under present conditions of general tnide depresfion. aa 
they have no rew^rve fund worth the name. 17 inofiissil loan offii*e8 
went into liquidation during the period 1014'B>38. There are too 
tnany ainall offices and their rapid growth needs regulation. The 
iBengal Committee hold that the true remedy in the case of existing 
inatitutions is amalgamation, but that it is difficult to suggest any 



lu riAL FINANCE — COMMERCIAL BANKS. 


m 


pTEclical meani> of i^oiiipelling the offic'cs to uuialgmuate. They, 
however, re<x>niiiioiHl ih;it — 

(а) For n(‘\r oflioes a iniiununii rapital of 

oO^(Hk» aiui a ininniuim f>aid-np cajutul of 
KvS. ‘2r),(KHl for Hinall luink^ and loan i^ffirea ahould bo 
pre.^Tibetl. 

(б) For tho oxistin^ oftues liavin^ a lowor fmid-up capital 

should !>e l<*;^is!ation or* tlic liru^s of htniion 4 
of tiu* Indian Iaf<* Assinanoc (\)inpani<'s Act riMpiiring 
a ticjM»sit of scciintics with (iovcrnincnt of an amount 
l*y win, !i t!)cir paid nip capital falls short of 

K-. 

{( ) N*» liank or loan i'oni|»anv should he n'^isicicd in iutiiro 
With auth<jn.M'd *apita| c\t **« dine four tunes its sul)- 
:.AlilK'd ^ '.pital. 

id) No loan oflu'c should in future make ad\aiu‘es ii^ainsl 
its own shares, which js now iht‘ pt-neral praitu'e 
anione loan onices. 

(r ’ At iea‘>r -d p.rr (‘cnt of tht profit^ should he taken to ilio 
re'-erve fund unlii U e<|uals ll>e f)aid up slian* capital. 

(/) i’or their rcMUWe fumis. loan oIVn'cs in tins 

inofus^vil ‘laudd he allowed to o[»en | osf t>th< <' sax IfigH 
hank It t oiints ;ind should naxe the same faeihties uk 
r(‘L,n ds witiulraw a's as tlu^ er j ojH'ral iv t‘ fsjeietu's. 
d iic maxunum hoklinf,; ol postal ( asii eertdiealeH in 
the eas<* of the rnolushil loan oHiei's shoukl he raiHi‘d 
to IN. .ithttiMi, l)iu no ehaiiL’e should he made with 
regard to the aei rual of interest on such ((‘rtifif atcH. 

(g) d'he exist ing hanks should he rcapiired to draw uj^ Ki'fHt* 

rate* halaiue sheets and [»rolit and loss account k for 
hanking and suirnnhary huHiness<*s. FIm* ineinoraiidtA 
of ass(K lation rd new <'ompana*s should l>e eloMdy 
srrutinized and registration rrdnm'd xvith a view to 
preventmg the evij of eomhination of huHiriess with 
hanking, f >n tin* otlu^r Imnd. all siirli iimtifutionH 
slionld f>e regarded as hanks entitling tlieni to all tho 
f>rivi leges of hanks. 

(h) The halam e slieet should give more details than at |>ri*- 

w*nt. Wirnlow- dressing should he prevented as ninch 
as fK>sftilde by prescribing a fixed date for the ( losing 
of all lKX>ks. 

(i) A sfKM iai Ar t endsxlving the alrove-rmuif auietl nrov»«ronB 

and arming the Registrar of Joint-HtcK;k (V>mpanla* 
With wider powers of enforcing the regulations i» 
uec§9mry. 

»2 
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”1 ruTiiily with tin- above reeomraendalioiis sub- 
to ('ortiiiii niinor \\ <‘ do not tinnk it ib iidvi- 

Riiblc to allow a loan otTicr lo havo an authorized capital up to four 
tinier its Hut^'^ rihed capital. In our opinion, tlie 8ubs<Td>ed aipital 
rniiHt ariiount to at one lialf of the iiiithon 7 ,etJ ca[)ital before 

the loan ofTicc is allowed to eoninunice it.s brisiiit»as. We cormider 
that the ininnnurn of 2d [>er cent for alloeation to tlie reserve* fn» d 
in rather hijLd) and wouhj recominend tlial at least ten fx'r cent of 
tlie net protil.s for thr‘ year should he taken to the reserve fund. 
We also n^cotnrnend that not more than 10 fw'r cent divi<iend sliall 
he fniyahle unless 2d pei ('em of the net jirofits for the year 
carried to tJje fund. \\’e were itedined lo sn^^est that the re- 
conuuendatKms in the two |>re‘»*din^ senlenci's sliould liave Effect 
until a n‘s<*rv«* fund is hnilt up <N|ual to the paid-up slian* cu[)itai ; 
hut in view of th«* < orn[>anit»ve sinalhu’ss of the <‘apita} of the 
loan oflices and the lar^^e anounts tliev o})lain as ile|K)sits, we 
think it salutary to recommend that in thr inlcrt‘sts of iht‘ de|)osi- 
torn tin* eoinpulsory allocation of 10 |X‘r cent of the net profits to 
the n‘ser\<‘ fund inav uadi h(‘ «-ontinned |H‘rmanently W»‘ consi- 
d(‘r that any surplus of res<'r\t‘s left after investin;» in {x>Bt office 
Hiivin^'s hanks and [Mesial cash cert ificat<'> ^lionhl he inva stf'd m 
truHt(M» securities. 'Ida* difficulties rej^eirdiUL' th»* juirchase and 
Hal(' of such securities which have been nderrisl to in (he Hen^al 
(’onirnil tee’s rejiort rnav he ovtn* hy utilization of (lie Irn|X'rial 
Itank of India uhich ;:i\{\s fnae tran^h'r faeihti(*s in eonruH’tion with 
such pllr(d)a^cs and sales, 

2dd. A ^ re‘„eud - the Ik'uu'al < ’onumtte<‘'s rci oinnuMuia* ion lliat 
a special Act should 0.* pass<>d to reculale the o|>eratu>n of loan 
offices, ua' havi' c!s<uv!iert* na-omiucndt d that all joiid stock Isanks 
should he m>veriusi hy a s}*ccial Hank Act. Such of tlie loan 
offiia*s as arc well est,vl>lisiual are really earryinjjf on joint-st(x-k 
hanking and sliould auteanatir'allv come under the provisions of that 
Act. As la'eards thi' others, uc ai^rcc tliat the m‘ces^i(y for a 
scj^trat.* A(’t has htaui m ule out and ua‘ rtHomnumd tlic eieudnient 
of a mt'a^ rc to la' ( alU'fi ‘ tie* Hei';;al Loan ( >ffi('es’ .Vet ’ on the 
linos snetTi‘stcd ahove. .\ fx'riixl of five years should he allowed 
lo enable existing institutions to tak*' ste[>s tn) comj>ly uith the 
provisions of eitlier the s|HHdal Hank Act or tlu' new Ix>an Offices 
Act- In both (ases. the institutions should Im^ prohiliited from 
combining trudiim witti their banking' business. The loan offk'eH 
^overnetl by the Ixxm Offices Act should also bo |>rohibited from 
dealinjf in real propertie.s other than iliose that come into their 
hands in the cours<^ of their business. It should furtlier bo clearly 
provided in that Act tint no auditor should be eligible for appomt- 
ment to audit i\\e atxounts of loiin offices if be is either directly 
or indinxtly interested in the management of anv loan office or 
is interested in any concern indebted to the loan office. 

'25U. In making these rt>convmendatk>ns, we have been giiiJod by 
the principle that the banking development of the country SrhouM 
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proceed on the baKis of existing institutions as much as postwble* 
We are convinced that the loan offices in IV'ngal are {>ecaliarly 
adapted to meet the requirements of the siimll icmmdafs and the 
land'holding and agricultural classes in that province. To ensure 
the re-organi 2 u*tit)n and develotnnent of thes<* institutions on sound 
lines, we also think it necessary that a s|XK‘uiI officer should be 
appointed l>y the Bengal (fovernrnent for the first few years st 
least of the working of tlie Iaxiii Offices Act, wliose duty hIiouKI 
be to sufM^rvise aiul to give 8ym|xithetic guidance to tlieiu, 

(Mic (»( (Mil rolItMgues, Mr. N. Iv'. Sarker, has Huhndtted 
a note in content a »n with the j>osUion to he tKX‘U|>ied hy the loan 
offices hereafhT in tlie Indian hanking sphere, which is printed 
as an annexure t(» tins < iiapt<*r. \\“<‘ rci urninend that the (lov- 
eminent of Ihuigal and tlie Pri»Mncial Lt'gisiatnic shtuild t'xainine 
Mr. Sarker’s noti' fully with a view t(» dc\ ist' a Htluniit' to render 
to th(' loan oPh“(‘^ siu li assistance as inav help tluun to impriw'e 
their prt‘S(»iit |s>siiion and hring them into Inu' with the other 
sound and wcli organi/ta^. nuanhers of tiu* hanking syspun. We are 
of ojiinion that anv sftqis that can f(‘asihly he d('Vis4'(l to increase 
the utility of these institutKuis with a view* to <\xtending llieir 
ojvnitioMs in tlu' fuld of coinrnercial hanking deserve the fullest 
stif>|>ort of tlie pno ineial ( loverinnent . 

.A //*///> ANi» ( ruT l‘'r'Ni»,s i\ Maiuias. 

‘2tB . \\( r(. o-j.s S tdhts jii th(* Madras iVesideney on (])e 

aist Mardi specially in the Southern and \\h*st Coast 

districts, (if wha h I2.i wt'rc in ( (>iuiha((»re district aloiu*. 
ddie o)*j(M t - « f tlu'M' Stdhts are di senhed as tie* fu< ili- 

tation of siivings. tie' relud of inemhers froui old dehis, (hdj ve rance 
from usury an<i accumulation of a fund for spccia! loans and for 
various other jMir|>o8es. c.r/., ( enunoniiils, luaintenarua*, purcImH^ 
of jcnvels, liouseduiilding. d'iuc-e |<y:ius ai- given on good sec urity 
to memhers hut m some cases, if tlauc^ is a surfdiis, lc»anH arc' also 
given to riutsiders. "The rec‘cip( c»f de|x>sits is not usually a pfiinarv 
ohjtH't , tlie funds being niisc-d i hiefly hy suhs< i iptions to share 
capital. 

d'he < haracteristii of a large nurnher of .Vn//iw is that of a 
terminating wndety of iriernl>ers wlio rontrilMite monthly an amount 
wdiich is availahle for loans to mernlx^rs. But thia cdiaracteriKlic 
lias now largely disapt»<*Hred. In s<inu^ NtrlhtA monthly HuhK^rip* 
tmna to share cJipital has lK»en replaced by a rcHiirring defxmit 
and a fixed small share eiipital which may or may ru)t he with- 
drawn. 

'JTie lending rates of the SidhU are generally low. But they 
levy high penal rates payable on overdue amounts and much of 
the profits arise frf>m this source of income, The newer tyjie of 
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KidhU r.ri' (h fij)e<‘ially in the Coimbatore area, 

cliarge hifjlier ratcH on their loang and tlie rates of 12 to 15 per 
cent are not tmusnal ainon^ them. 

The share eajiitai of thes4^ Stdhis i.s ahuiit 2| crores* 

Their (JejK)sit« and reserve funds amount to anothsfrr crores. 
Thus all the \u//ux handle alMeit Hs. 4 (Tores. 

All l!‘e>e Xidhis ;*rt* re; 4 istered under ihe Iruhan Companies Act. 
Rf)me of them.iire now our\in;j: on the husiness of l>anking and are 
indiHtin^'oiHhal^le m oiosj re^|XM‘ts from an ordinary small joint- 
Htoek liank. 

Tie* art»( lf‘s of as-us-iaiion of these SuDum iwv in eonfliet with 
the |>rovisionH of the Indian Companies .\(‘t in respect of the with- 
drawuhility of tlie sluire eajutal. 4'he Madras High Court have 
held tlial the liahility of their meinhers continues even after the 
withdrawal of share capital, l)ecans4' sliare capital cannot be with- 
drawn tinder the Indiiin Companies Act without tlie consent of the 
Court. 'Phe Madras Coniinittee say that many of the Nidhis are 
exeelhuitly eonduettal, while some are ojsm to very wtIous criticism. 

There is a great deal of variety in tlie constitution and working 
of these Nidhi^i. They partake of tla^ nature of mutual benefit 
wocietu^s and joint-stis k hunks and sometimes of the ('hit funds 
(vidr |mru. 2f)di whieli are mere loost ass^s iat ions of a small nuin- 
her of jKO(i]e. 

202. Th(‘ main (pavstions that arise for onr consideration are : — 

(a) Should \ulhLs lie allowaal to take witlulra wahle share 
('iipital'.* 

(I») Should the mend>erR of th(^s<» institutions he jHTmitted 
to borrow on tlieir sliare capital"^ 

(c> If the Xidhis^ are allowi'd to ol>tain working capital in 
the form of share (*aj>ital paid up in a number of 
small instalments, shtuild inemhcrs he (‘om|>elled 
to pay a (ertain pereiuitagi* on alkdment {>f shares? 

(d\ Should the liability of the mimdier l»e limit('d to the 
amount of tlie share money actually paid or io 
arriMir m n‘s|KM ( of the shares, or should lus liability 
cease with itie withdrawal of the share capitiil? 

<r) Sliould they lx* allowed to ofxui current accounts and 
jxTiuit their memlxTs and non-memlx»rs to o[>erate 
u|>on them? 

2rKh The ('hit funds have :\risen from two legitimate demands 
in vintages under ('onditions of deftH^ive credit arrangements, 
namely, 

(1) the mH'essity for a lump sum to meet “some unusuar* 

expenditure, and 

(2) provision of a form of saving. 
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For the differeni ty{H\N of ('hit fund« we invite a reference to 
paragraph 48‘i of the Madrui^ 0>miiuttee's lu*j)art. 

While there art' nuuiv |>ro|>erly rim v\e are told that 

the system is ofHOi to abuse and is aetually abused in a great 
iiiiinl>er of eaM\s. 'Fhe Madra.s ('oiuinitit'e eonsrder that efTtHlive 
control will probably result in a number of the Clot funds susjHuid 
ing their busmess. TIu n nvoimnend that the control shoidd lake 
the form of registration wbu b sliould bt' optional atul that without 
a certificate of registration no civil t*ourt should entertain any auit 
on behalf of any ( hit or a rnernbt'r <»f it. 

'4b t. We Icive carefull) tonsidcnal tbi‘ re(‘{uninendat lon?^ of (lie 
Madras ( onmuttec and \V(‘ have also exaniined Itie mod«d rules 
of the Knulr-b Bui!<hn^* Sot it'lies on ulucb (lit* \n//u,v an^ largely 
built. Our rt‘('ommrn«lati<>ns wineh folb'W in the mam the 
practice of the I'nghsb Building So<-ielies art' as bellows; - 

(B d la* and riot fiin<B in Madrasi nliould Is' con- 

trolltsl bv a sfw'eial Atl of the Madras Bt‘giHljvtui'0 
eallt'd the “.Ve/#H.v ami (‘bit I'unds ; 

(4* Su ]\ <‘l ilu' .Vif/Ziiv as bavt' <‘volvt‘d themselves into full 
detigtal banks should <*oim‘ umicr the gt'ucral Indian 
Ibink Act if tlh'V h<) dcsin* ; 

M) 'i'lie jdt ;i ttf the \t<Ihis transforming tbtun.sidves into 
co-o|K'rativc sotdeties and corning un<b‘r tlu' (k)* 
«)}>«‘ralivc Societies Act is not favouretl ; 

lint if \i(JfiLs do not register lliemsidves citfau* under 
I’l'* ;kink Art or the Madras Sidliis and ('bit I'midw 
A<'t and prefer lo r<*giHter ibems^'lvt's under the 
Indian (’<anpanics Aet, tbi\v sboulij fully eomply with 
the provHions of that Ai l in r»‘gard to the with* 
drawahility of share eapital and other nmtterH in 
rcsfxv t fif vvliich their prcsi'pt |>nictiee is not in ntrit’t 
eonformity with the [irovisions of that Aet. 

2^0. As leg^aids (he detaile<I prmisions of the pro|>os4»fl Madran 
Act, we are of opinioi^ that the \idhiM may he a!lo\ve<l t<> retain 
their chanwderistir features in the |)rovismns of the legislation re- 
commended above, csjxx ially in regard to tlie following }x>jnl8 : — 

(i) Xidltis should be ix'-rmittcd to take withdrawable share 

capital and to lend on their share capital as at pre- 
sent. In such cases Nidhi$ should not be allowed 
to take dejjosits or loans from outsiders. 

(ii) Nidhi^ si ould not be permitted to trade. 

(ill) They inav be allowed to obtain working cajiital in the 
form cA share capital paid-up in a numher of small 
instalments and their memliera need not be compelled 
to pay a certain percentage on allotment of shares. 
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(iv) The liability of the iiieinl>erB should be limited to the 

amount of nhare money (Ktually paid or in arrear in 
respe<*t of shares and should cease will; tlje withdrawal 
of share cajiital. 

(v) Nidhw may l>e allowed to o[)en current accounts for 

members on condition that they maintain adequate 
rcM-rvcs for jaymcnts on demand. 

(vi) A(ifquate provision shoiihl lx? made in the Act for the 

pro[H*r autlii and publication of balance slieets of 
Sidhiif. 

Wc also rc( omim iHl tliat promoters of ( hit funds sliould he licensed 
and the provincial (fOvernMH'iit should consider whetiier a property 
(iniilificati(jn should not l>c prt'scribcd for the f^rant of siicli licences, 
l aicb (’iut fuiid must be separately rctjistcred m uc(^or<lance \^ ith 
the rules to be Hiadc under ibis ra vv Ae"^. 
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ANNKXIHK 

ynte hy Mr, W It, Barker on L(^it Offiei^^ tn lintgat. 

1 . 'FIk^ Fku) oft'uv??, wliirh art' sinull aro' 

deeply HKXed ii^ the mnumiie life t>f ih*n^rtl, and an\ pietinx^ Bf 
tlie pre^Xit l»ankin|' organisjition of llx j^roMinv would ho n torn* 
jfleto, and mi\ M'lioino for tlx* doNtdopinonI doftvtivo, with* 

out a pro|H»r undorsiundin^ of the nufKirl uii ioh» whioh thost^ loan 
oftiot^ play in tlio tH*onoin\ of Honj^al. 'How have attnu*ti<! tlid 
saviijj^> of a laojiitrt ion of tl.o niuidlo ola^s |H)jvnliiti<>n , and 

'“iiK'h hanking faoilitU'^ u> are axailahlo jii the rural areas are largely 
duo to them. 

‘J. It I'' luv ojunion that thest' U»jin olhoos sriM‘ a UM'fiil pur- 
even a> at proMUit , l>y (aterme t inelly to tlu^ vnnous maMin 
of the middie elass .salaried j»e<)p!t', and iho of tin' a^i tenii urists^ 
an<i 1 flunk that (lu*y oouhl h<‘ m.ule stdl mote useful if their 
ojK'rations were t<» h<’ extended to tta ie mid industry as w<di* 
Thetr tnethods douhtless recpnre to he o\erh?iul<*d and hr(ai;ih( iiit(r 
hue wnh iiMHiern Vainkmj: |>nrHMple-> a oreatiu extent tlaUi at 
pH's^'in, so llial the\ ini^dit atJajd lh< n*s«'|ves to n»‘W Iiiu s of husi- 
ness ar‘sin;j out of the needs of !r.idf\ mdusirx and a'jruuil- 

tiir(‘ d'luur M-niees mi^du uIm> he utih/tii in fostering' hankiiif^ 
iiahil'^ m the fx'ople. thereby in Mirii, f:u tlitafni'. the estahhsh* 
imuit oi \‘atioUs imtUuteuis deH{e(n^i} to ^erv<‘ the special tieials of 
differeii! siations of the |K*ople 

d. TIk' tmj»^ has eoint* when tiu’ loan offa 4‘s should adjust 
themst'ise*' to th« new eonditioii' and pfnvxjiii* re<|UirenH‘nts of tho 
proMnee. Thev should em!c*a\our, nv herever |)i>^>uhle, to as^nint^ 
more mid more iIm' ehararter of cofeiiKTeial hanl^in^’^ iieditutmrm 
ami take ujion ihems<‘i\es mainix . if not < X('hisivel\ , the task of 
finaminf.^ the movements <d internal tra<le Some of th<*m mif^ht 
well eontmiie ilieir pr<*s<’nt :n’(i\Ui»'s\ .au h us lendm;.^ to tiu* 
fultunsts and iht' zeimiulars <»n the inortpajjre f»f I;md. hut they 
will have to nuMlify many of their methods. sikIi as^ for insfane^^ 
lendiri*^' for lon^» {M'rHxhs out of short-tenn de|HmitH A^uiin, sorno 
of them may well he* e*\jKa't<‘d to eater ^t||| more h) the* m-eds of 
thf* middle elass and salaried |>*^oph' by undeTtakin^^ ftim lions 
analoj^ons to those (jf tlie Htiildirif^ ami I'^riendly Soeietie*s in 
Kurojie and America, 

4. A study of the various c redit needs of the |>c'oplf* of the pro- 
vini*e impresses one with the desirability for development of the 
loan offiees along thesc^ lines. The economie activities of th6 
people, wliether in the* fields of trade, industry, or agriculture, call 
luf^ntly for tiie supfiort of adecrpiate financial facilities. Tfiey 
dernand special measures for the initiation of sefiarate type# of 
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<Sredit Agencieg suited to the re^juireinentg of ea<‘!i clagg. Thei;p ia 
need foi: credit inHtitutumH lo aggigt i' o diverge iHottomic develop- 
inenta; there j« need for Agricullnral and Jaind Mortgage Banks 
to help tlie agnciiltunil elaas and ^Mieonr.ige (jroduetion from the 
Uiiid ; tliere ig need for TnduKtnal l^ank- to a^sigt in tlie foundation 
4Uitt *|frowth of Hinall Indian indu^tru's jud ifu re need for (*oin- 
tnereial Irnnkn to fmaiu'e adequatelv the inoveinenl of gofxlg Fur- 
ther there ih need for eretht iiwiu of lon*^ whieh \Mil eater to the 
c:onHuinptive ne(*dH, as op)»f)M-d to ihf pn>(lu< five needs, of the 
jpeople, therehv relieving therr dej endenc'e on usurious money- 
lenders. All flj<-s4* re^|mrein<uits oin\ he met {‘fTe<dnal!y by a suit- 
tible reorganisation of the l<»an offh t^s mto >|k‘( lahsrd groujx. 
<let(*rmined hy the credit re^juinunenls of tlunr clients, the eondi- 
iton of their investiinuits, ami th(‘ ^^\tcni of hu^Ules^ availaide to 
tliem. 

o I’he nnrneiiiate problem for solid, on, however, is liov\ the 
jpremuit jKisilion of the loan ofTices may U' sin'ngtluua'^l and im- 
jjroved h^»r this pnr|M)He it is mst'sN.irv to mve'^figate the n^aHons 
nnderlvmg their difhculties As rule, the l(»an offices, exe^ept 
the very r(*cent ones, ('onduct ilauv .r livitu^s vvitii a reasonalvle 
xlegree of caution, maintaining a due j)ro|><)rtion of capital ami re- 
Rona' in comfxiriHoii to tluur total depicts. I>ut, owing to eertain 
IcK'al conditions, their loans have to he niad(' mainlv to middle 
eiass [K'ople and agneulturists^ all of whom are directlv dependent 
on agrieuliural proH|H*rity for the homdation of then indebtedness 
C'cnsTHpiently during tin* general depn^^sion of i)ie la>,t (wo vears, 
the [xisition of tlie loan offices iias la^come somewhat difficult, 
uinee many of them iiave invested a la^'ge prop rtion of their funds 
on ti." scN-nrify of landed prop^rtien, mostly agra ultural Even 
wiiere good pTsonal w^ainty lias been availal>le, it h.m l)een found 
diffieult to realise loan owing to tiic e ononuc c'ondition of the 
lk>iTnw'er Ixung imfKined by depuideiu'e on agrK ult oral income 
WB, The i>lder institutions numheung about fik' which togetlier 
tlinniand a working fund <vf appn^xon Ks 7 <rorcs.out of an 
estimated total of lis P irores for all flie )o,an offit es. follow, as a 
rule, an extremelv <‘aidions pdiey in investrmud Tt is true tliat 
itINrosiments are not liquid l>ut imd iruestments have !>een few 
The investments, however, of evam ilies^* older institutions liave 
now In come more or iess “frozen” for tlie reasons stated above, 
and if is strongly felt tliat any measure devised to thaw tlie frozen 
l^saeis of tlie loan offices would not onlv enable the loiin offices 
to meet the demands of diqiositors !)ut ir would also give a great 
irnjvetviB to the development of commereul hanking in rural Bengal 
hy giving the Imn offices an opixirt unity of re organising their 
working mefhmis on sounder principles. 

7. Theae considerations suggest the nee<l for a financing eorpo- 
mtion, m a sort of ”apex” institution Tt would enable tliem td 
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convert their ' fro/en’' Assets into liinh for investinent gtsMlua^ly 
in more li<|uul form^ of induAtriai and n.iiunen'ial a|id 

it would greatlv faeihiale the denired re*<^rgiuiiHalH>n of the p*ru- 
vincia! haiikiu^^ system 1)\ indiKdng the gntdual transformation <rf 
these loan ofTues into nuclei of a coinnureial hanking system » of 
the urgency of whu li 1 am (^mvineed. In eiuleavouring to eatfc 
mate t)ie total amount of funds that would la* rcHjuuxMl to render 
thiss^Tvice. \\t‘ should remember that it is not nee<‘SK.'uv tior desir- 
able that iiM the Kvan office?- should give up their land mortgage 
business in favour tjf eorninenual hanking, and (*onse(|uentiy . in 
«ueh (ast's, no assistaiui' ^^^)uh^ f>e needed. In other instaneeH* 
again, tlu* Imm t>fhces would tlfems<d\es he able to n'lih/.e, m a 
rc^asonable fune. a fan pro{s>rtion of their outstanding Kmna. 
Tht»rt‘fore, the total relief n‘<|uirtHl from the |>n>|>(wd finance cor- 
|X)nition may ht^ estimate 1 at Its. *2 crorcs, as against the 
investfsl funds of these loan oflh'i's estimatisl at alaait Us 7 cTores, 
Kven this amount w<Mild c*ot be mx'essHrv all at onee and tlu' pro- 
gramme of relief may !»<' spread over a |Huiod of four or five years, 
at about ft)rty to fifty lakhs |x'r annum. 

8. TIu' finaiKung i‘or[H)ration may he llouled wnli an initial 

p4ii(l-u{> eut)ital of, say, Us. 5 lakhs (omributed inamly liy tin* liuin 
offices themselves. In addition, debentures of twenty times the 
amount .n capital may he issued on the Msurily of the kwvn 
offices. 'J'his initial (apilal may gradually he auginenU'd by a 
contribution of |mt <aMit. of the amount paid to the h^aii offiees 
from the dehiuiture issues, whih‘ .igain tot* enliaiic’emenl of (’apital 
by this flt‘\ ice may bt‘ matie the ha^is of fiirthtT th‘l>enture issuea. 
The share <-apital and n*serve fundn of tiu* cliitd l(»an offices of 
ClasHcr. I to 1 \' <as dt scrdied in jKirugraph 433 of tin* Ue(X)rt of 
the Provincial ( ommiettu*) is just ov< i Us. ] ( tote and can 

easily suhs<'ril)e 5 |¥^r <'ent of tliis ainoiiid without much diffu uUy. 
The cash in hand and witli hanks ladonging to these rlaHw*s is also 
about Us. 1 crone Iwaui if tfiere lie any ihfliculty in tlieir sub- 
Bcribibg the initial eapital of the ror[>oralion in full, tlieir inthience 
over their idients and the high degree i.f jHipiilar confuleni’c enjoyed 
by them would enalde thes 4 * loan offiees to imhice private investorH 
to take up the unsuliwrihed jxirtion of the shares in a little tune. 

9. Tt would l)e the duty of the cor}Kmi(ion to Hcnitinis^* care- 
fully the of tlie loan offices applying it for advancen, 

and of course* it sfiould lend only to thoH<* who-s? firove entire- 

ly to its sati.sfaction . It may lend to the loan offices on the security 
of their genemi assets, m* take over s[>e( ifu* agsets and {my to the 
loan offices jmrt of the amount lent by tl*e latter against ftuch 
mmeis and issue delienturea on either of them. In the former 
caae, the a<’tivitie8 of the loan offices rnigdit lx prejudiced by the 
fact that the woiild-l>e def)oaitor« may feel reluctant to enirnat 
their money to a bank whoae entire asmds are under a fimt charge* 
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but in any case, there would be good Becuriiy for those investing 
in the debentures of the C’orjxjratMn. Tl’o make the debentures 
attra4l!ve, the interest may l>e as high as 7 or 7^ per cent. The 
IfiHiifan<*e ('OfiifMinies, the exchange hanks and successful ludian 
joint-sUK'k banks cun he made to interest tljemsidves in the issues 
in the same way as in intlnsfnal or .icricnltural dehentures. but 
witliin n-asoiuihlc limits, ami it should tiot be di^heult Uy ^et the 
delHmtures taken up. 

It). Assiuiiing tlial the pro|M»Ke<l rate of per interest for 

the dehintun*s of (hr (orjMiration is aeeepted, as tlie raU* of in- 
terest geueralfN rhargrd on s<‘cured loitn made by the loan offices. 
iH he tueen 1*2 and JH per i-ent. (para. 439 of the iVovimaal ('om- 
miuei' s Ke[M»rt). this wouhl give ample margin for working 
<^\pi•nK<•s anil d(*c*aring a suitald** divi<Ien(l to sliareholdi^rs. It 
may even eontrihule towards reilm tion of interest rates on loans 
at the timn of reiu wals. 

11. Some assistance from tlu* ( Jiiverniuent \\ill la^ neressarv 

to ensure the <ii ‘ees< of the financint,r cor[H»rat ion . Vill 

have to take tlic initiative in starting th<‘ institution and hold a 
prehrninary (Uiijuirv to satisfy thems<dv<‘.s that the (!<‘hentnres firo: 
pased to 1 m' issued hy the ('orjiorat ion an‘ adiap lately S4‘cured. 
The (ioveiriment may a’so render direct (inancaal lielj> bv them- 
selves purchasing I’crtain hloeks of delauiturcs and thev imu also 
tmdertake (he sufwrx isimi of (lie working of the < (»r|ioration to 
keep witliin Hound and safi* lines, ddu^ would naturalh iruTeasc 
the confidence of the gemu'al puhlie m tlie pro|M>sed institution. 

12. One devadopment that may hi* exjXHted is tlial tlie financial 
corporation would i>e in a }>osition to intluenee loan offices to 
rc-adjust or re-organis4’ their affairs, or <*ffc< l amalgamations. 
Thereby, thev c-ould h<* led to deveio|> info commercial lianking 
insiitutituis adhering strictly to canons of sound hanking prac tice. 
9'he c'slablishmeiu of warcdiousces and the adoption of other devic.e» 
cnlculnted to develop a hill marktd as rec'ommended by the Com- 
mit tt*e would help greatly in the jirocess. 

13. The loan offices would act as agents of the corjionition 
for collecting interest and instahueiils of the loans on the swx'urity 
of which tlie ilelHUitim^s would Ih* iBsued- They may also be 
used for {KipulariKing industrial and land mortgage def>enture8 ; 
in (act. if our pro}X)#Uils regarding the financing of agriculture 
and industry work out sttcccssfully. the loan offices could be 
made, so hir as l^ngal is <x)nct?riuHl, to fulfil furtlier a very useful 
function. The facilities proposed to be provided through the 
corporation would, wnth the development of fresh lines of invesl- 
mem, enable a large number of loan offices to find an expanding 
field for their ac^tivilie® in short term finance. 
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14. I tiu not (>verkH>k tlie fact Uiat, in the iiulml at 

the K*iin otVues may have st>ine (litlu til' V m tiiuincu\|kt trade 
and induct r\ invmj:: htrk of ex|H»nemv. Stuh a c-ontm^enry ia 

inevitahio in tlio juitial of any enterpris** hut miu ti of the 

<Htf?rnilv m.»\ Uc ohvmled l»y tlie careful siiuiy of rccojjiUHiHt 
iiuUIukIs tif tominenial hanking, hy tlic appointment of a 
OuU'cr tr> ;u't is ailvisiir, and hy coimultation and (’onferenee among 
iht* loan oiVa cs l!icms«*h t's. hVesh avenues will have to In* 
expioiiHl for the ein|»loymenl of tlie fniuls of the loan oftiees 
t*irrt a^ju|riy in tlu* hnannne of tradt\ an«l progrt'ss in this direc- 
tion would h»‘ acoelerated hv llie cot|H>ration having a sjHH’ial 
inent for tht‘ enroiiragiunent of surh in tiN itics. 

IT). TIu' mana:4i‘nu‘nl of the l<jan rUTut's lies at present in the 
li tnds of thrci tor< uli(» ate mostly liiwyers. However eom|Kdent 
till javs’ iil direelors may Yn^ \\\ tluni own proftsssHui. they gen<*- 
raljy laei< < t»mmei<'ial and hanking ex|> 4 »ri<'nt‘e If, iheiadore, llio 
!onn iifiiees are t<i develop on commercial Inu^s, it is hipddy liesir- 
ahlt* that their muna;L'emt'nt should ht* uss<M‘iat(‘d also with trinlers, 
^nerfdiants and aratdars \\ ho-^* interests th<‘Se lianks should more 
ami more temi to serve. ddiis is neeossarv, also herause such 
husini -slike men at ilu' head would lie able to ins|ure (onfidene ' 
among tlie gem^ral puhlit and vvoulil also tiuni to attract jnv(*st^ 
mints srntahlf for comimTidal hanking. 

ir» li IS proliahle that Koine of the loan ulTu'es would |>refer 
to coin mm* ilteir preserg .syntrun of )<#ng-tenn u vestimujfH in land, 
'i'hough we have proposed elH<*\vh<Te the formation af special Inml 
mortgage hanks, vvitli initial sup|M>rt from the (Jovernment, then' 
can (ertamly he no ohjiNiion to privalr* joint st<K‘k tiaidvs also 
nno’ertaking smn’ar actjviln's. Hut, llte expcriimcc of the exiHt- 
ing Joan olVaes didinitely ):>omts to tin* inmlvisihilif y of iitiliH- 
ing sh'irt tiMin de jKisits for thes^- pmf>os4*K, It should, therefore, 
he ( Irariv laid liown that thoso of the loan oflu e.^ vvlm h mav 
<l(S’!<je to adopt a [Halicv of long-term cri'dits shouhl have a f'orn*- 
Sfs>nding v'oinme of long-term di*js>sits from their r'amls. If 
»)ecc;s;*rv, tliev should supplement their ov\n futiils fiauhiiji 
c .ijuta! and reserves hy the ishup of long term delamt un-.s. 

17. In this eonnection, it i.s also ne<a\HHarv to eonsnler the 
feiw5ifuhty of linking these loan o/Tices to the provincial joint- 
slcK'k laml mortgage hank wliich I have H<iviKHi*al and vvhuh 
tlie committee has fua-ejited. Hy thin method, such loan oATu'Ch 
UK rnav lack Kufficient fundu. ami alno have riot raifwnl tlie neces- 
noy fund hy their own delM^nlureB, would lx* enabled to find the 
funds for l>oth their old and new* rtKpiirernents. d’lu* fmuncing 
corporation rwominended here may lx* arnalgamateil with tlie joint 
Hlmk land-mortgage hank j>ror>om*d for the big larulownern and 
others if ind when found necersnary. 

18. We have yet to Ofinaider a further category. Borne of tfie 
smaller loan offices that may not be able a« separate units to 
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cocfonn to the conditiorif^ of the proi^oeed Lioaii Offices Act, may 
}cl be fit to (Ximbiiie into larger uiuts, thenceforward developing 
on the lines of coiiunercuil bunks as visualised in tha previous 
paragmphs. But, 1 am sure that there will still be a demand for 
facihtieK fur wage earners, wilaried men and middle class {>eople, 
fur pur[K>w^H for which it is iioi [losaible for the latter to approiikdi 
the commercial hanks and which make it neceHsary for them to 
resort to money-lenders, 1 suggest that many of these loan 
offices miglit <levelo|) along fuwv lines, and would do well to follow 
the lea<l of the Friendly Srn ieties and Buihling Sixieties of 
jingland, America and tlie British Bominiuns, a short desc-ription 
of \\lu(‘h may he iisidul. 

IVh ^I'he Building Societies in the (‘ounlries nientioruuF J>C%form 
a Very useful social funi'lion in that while tui('oiira;^ing tlie move- 
ment for tlirilt among the* middle < lass populatKOi . thev lielp the 
hit tor ill hui!<ling. |>ur rh;ising ami n^dotMumg liousrs. "extent 

t f thr hen**li( wliu h ihest* soru'tirs (onhT on th»* (*nmimmity ran 
l>e brst irahsed from iht/ir gopuiarit \ . in thrn* were m 

the I’nilod States ahniii I t liousand sueli so( it*tit*s with a nieTInher- 
ship of I’J imllioiis and asM’l> of miliion tlollar^^, whi'e in 

11)29, in Fnglami more than one thousand S4»rU'tirs with nu-ndHTS 
numhering j ixuit a imncm and a half had about i’dno million as 
assifts. d'ho eariu-r hmiding soeit'ties wrre usualK formed on 
M>-op'‘ra(i v<* j>rmeijdes, hut laior <ui tin* oniinar\ joint stock form of 
orgamsatuai has gained in |S)pularil v. ddu- 'oan offiers of 1‘vcngal, 
ha\« so long Ix’eii (arrving <*n lunetions somewhat -mular tO tlioBO 
of (lie Budding S(K ieiies of the \\ fst , aiul ihc\ will \erv easily 
he ahl<‘ to <'onform to sia h laws and ii gihat ions ma/v hereafter 
luive U> he fuiineil fur the {>urjxise. 
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lU’KAL FINANCE- vonld, 

M vkkktinc and movement of mors. 

General Conditions. 

:2r»(). rhr fill t tluit huln is tlu* iiuon injtrk<*t (or hrr u^ri* 

cultural jinxliKc uiakt\s tlu* market problem a veiy importaxii 
fiKtor ill rural Iniama-. I'rom the riovm« lal ( i)mmill<a*N' 

It ma\ i'o fonij Mittal that the value of total a^rKMiliunil prcKluw 
o^ Jb'itisb intha amounts rou^lily to Its. 1 /JOO or R«. 1,500 
(idreii. 'i'iir pr* -wai iipmit* tor I'HA-lt is pnonas K-. GKRlerores 
iougliiy i>\ \\ a<lia aiul Jo-hi i r/J# Wealth of liuha. pa.'ji* 01^. 

Gut of it iht' valih' ol the pjialiut' t xporii d out of India ainountn 
Totiphlv to IG. Joo eriaas, jf conta*. Ira. \t 7 ’elablt‘s and fruifn 
art‘ iiH liuied in a^rimUinal jMoiluco th^^'utrs arr taken from dVade 
Jb‘\lc\v fi'oin I . d Ins I roport ion . however, lelwtati infernal 
t oiv^'Unipt ion and e\fa>rt appears to be lower than that o|ven in 
the statement submitted b^ the liaiian <lei(*^uales to the Work} 
Iv'otM noe ( <*nh*renre <#; 1027. Ae<*ordm;.r to tins stMfein(*nt» 

India s ixpoit.^ repreM'Ut onl\ 1 lllfi of her total pro- 

djK’tion’ {r!*h paaM' bd of the Itef^Ut of the f onferelaa* ) . Xof- 
w It h^ta ndi tiLT tin- di j >endt*m s» (»f tin* Indian prodiu er almost 
fuitireh on the inieinal market. \\r find and our rindmo has 
supjsat of the I'rovimial f ’<»i!unit ters atal (»t}uT authorities thttt 
iht'n* is no 'onli'iK markrnmi^’ ' in Imba and tliat the Imliaii 
proiliK t r markets his priwluee under verv dtsadvanlaeeous eoruli- 
lioii.s ddie Ib»va! f f )mmiv>-M»n on u nit ur i> w hieli ree<*ntlv in- 
vesti^aited tla* luatt^-r sav at fsipu’s 'iHK ami 'IKD of tfadr rejwirt ■ — - 

’ I'raan all provtnei*H wa* reeeivfsl (‘oinplainls of the di»- 
ahiht'es under whieh the eiiltivator lahfjiirs in .<^*llinj2 
his proflme in miirketH as at present or^am/.eil. It 
was slat<*d tliat K<‘ak*«, vvaapditH and ineaHiires wefa 
manipiilatf'd a^niiiist )nm, a pnn fio* w}ii< h is often 
rendered easier by tlie ubsenca* of sta ndanhsiai wei^btn 
and measnrf‘s ami of anv system of re/^ulur in«fsa> 
tion. rKsliietions wiiieb fall entirely on him butt 
against wdiitdi he has no effective means of protcilt^ 
are made in most markets for relip^ioua and cl^aritahl# 
pnrTM^ises and for other ohjerts. 1 jur^e files'^ 

of his produce are taken for whieh he jh not paidT 
even when no sale is effected . Thar^^aing between 
the aliment who acts for him and the r>ne who nego* 
tiatesv for the piirr^haiier afe made secret I v tinder 
f 20T ) 
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cloth and he rcniainH in ignorance of what la happen- 
ing. The broker whoni he is coin[)elled to employ 
in llie larger markets is more inclined to favour the 
pundiaser witli whom he is brouglit into daily contact 
than tfw Sadler whom he tiiily sees very (xxaHionally . 

Tlu* (hsabiliticB (lemailHal in the preceding para- 
grajihs can only be removed by tfie eHtablishinent of 
jiroperly regulated markets and we hold that the 
eKtablisbrnent of such markets would confer an im- 
mense* hoon on the rultivaiing class4*s of Intiia’'. 

To the above (dialogue may be added another disiibility, viz , 
ilmt even after prices are H«‘ttle<i, at llie time of wcighment the 
price, is still further cut down hy refusal to take delivery on the 
ground tliat the (juality Is inferior. Tlie Madras Committee? refer 
to llie complaint that the bulk of tobacco grown in certain districts 
in Madras is iKinght by otic firm for its own use, and that the 
ryota are said to In* sulTcnng from various disability's such as 
"wailing inltuanumbly at the place wlierc llie tobacco is ins|>ected 
4ind purcbuHcd, ami luang i)tTered in the oinl prices not always 
Teasonal>le, I >r. 'riiomas in a dissenlmg inimiie has said that 
the att<‘m|)lH of lh<* ('ommitlee at gelling information from 
the Toliacco (\»mpanv provral futile. 

2fiV. The coi.ditions of external marketing of India's agricul- 
tural prcHluce are not less disipiieting. Se\cral witnesses have stated 
Indore ns that Uu' r«'j>utation of liulian agricultural pHsluce is 
very low. i*r, Ib (‘louston, who was deputed by the Imperial 
<’uuncil of .Agricultural Hescanh to the l^ntisli Industrial Fair, 
retauitly refMUled his iinpressionH to the ( unne:!. In Ins report 
tinted the ‘ioth March, lOdO, he state> : — 

’'Ihe re|uitation at Indian agMciiUurai prinlucts in tiie 
world's markets is low. I'he [U’Ha' paid i>v rorc'-uiners 
in l^urope for these pHnlm is is based very largely 
on that rejuitalior. and this reads unfavouraldy upon 
the price received by these cultivators who liave 
imiu'ove^l the (piahfy of their produce.*’ 

I>r, (Touston pnaetHls to point out that Tndia’s high grmie 
pnxlucts are not suffiiuently advert isial and that therefore some of 
the firniB in Kuropean markets hold that India cannot produca 
Itjgh grade wlient and other prmlnets. He also gives facts and 
tigureg th di^^iprove this fals^^ notion and pleads for fx^tter organi- 
Wion* The result is that the efforts made in India to improve 
of agricidtund pnxiuce by the intnxlueuon of irnproveil 
ny^oda tttid improved strains of seed hear no fruit, as the producer 
t)f purer and lK?t ter qua^ ties does not get a better price in the 
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tnarketB. The Koval CohiBiission on Airriovihure have sUUetl Iho 
position in these words ut page 31)8 of tlieir rejiort — 

'The iiuentive to gix>w' the improved i^rielies mlroducad 
hv the agricultural departments is pro (onto duniniahed 
if the cultivator fails to obtain the full premium 
justified l>y their supenority over thost^ urthnurily 
grt)\vn. Again, he has little incentive to market bia 
finxiiice in the Ix'st pusKil)le condition unless that 
ccmuttiun IS reeognised in the price lu‘ gets for it.** 
268. The foreign nunkmg ex|K*rts have jKiinted out* thd 
intimate r(*!ati(»n tnat exists between tlie e\|MHt market and ilie 
home market aiui have suggested that if steps are not taken to 
organize Iiulia s ex|H»rts in sueh a way as to meet the modern re-, 
quiremeiHs of world trail(\ there will 1 m‘ an mevUal>l(’ reaction on 
the internal market to the great detriment of the eultivatoi. W'e 
are told that in other <‘t»untru‘s the hanks tmgugeil in the linaiu ing 
of tla* r‘Xfw>rt trade reiidt^r invalnuhle assisiaiua' by supplying tlaor 
eustomer> with information reganiing the foreign markets and 
of thi* prevailing prues and that the existing institutions which 
linaiice tin* fonagn trade of India whjeh are almo,^! (*n(ire!\ non- 
Indian liavf nt^ taken any steps in this diraation. I'mtlier <’Vi‘n 
in artiele^ lik(‘ colTee, and ri<’e, m whu h Iihlia has a largr* 

exfiort trade, we undei^tand that there lire la^ branils b\ wlneli tho 
Iiidian arti('!<‘s arc known in tla* f<»reigfi markiOs. The <lefe<’tH 
due to want of f a ndiU ali/at ion and orgam/.alion are ohvmuH. 

dde ‘^e statements alKHit the disahilities of the Indian prtv. 
dueer in marketing his pr^Hliue are mure or li*ss borne out l>v tho 
several Pno ineiai t ’ornmittees' r<'pe»rts. A few extraets will Fiiflice 
to illustrat<» the po^itirtfi, 

fif'rtffaK 

The Kengal rornmitl<‘e have observed as follows in teg^rd to 
lack of standards of rpiality ; — 

* By far lie* greatest difficulty in markeiing lies in <hi» 
absence of definite standards of quality \vhk:h often 
disorganises the jule market in ('alentla entailing 
enormous IosHr*g ou the Indian men hants who inqx>rt 
jute from the mofiissil ra*ntn‘s. Jute is generaliy 
classified into five grades or standanls known kh Non, 
1, 2. d. I and rejections. Hut tie* xfXj^ ificalionn with 
reganl t^) length, gloss, cobMir and Klrengtfi apfx^rfain- 
ifig to f*aeb gmade are fmide Ur vary from year to year 
and soiMetimes even in course of one sinjlo season. 


♦ ApperidU* I, Eoekwture XIV. 
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Thiij variation in the fipedfications in stated to be 
brought about in order to de|>res« tlte prices. Some* 
times the [>ri(‘es are brought down by anotlier means 
without aJUTing the Hj>e<'ih<ations, When the season 
for jute oi)enH the iiiillB or rather their purchasers 
start huving o{K‘rationH on certain agreed sjjecifica* 
tiooH as to the standards of the different grades, 
but after the smison advances a little, jmnhases of 
the top grades are Hus|x*nded by a concerted lu'tion, 
with the result that later in the seiiSon the quality 
of jute which cotild have been tendered according to 
the agreed specification againat a higher grade has 
in to tendered iigainst lower gravies, for it 
could not he sohi otherwise. Several w'it nesses have 
estimated the loss of the growers resulting from this 
variation of grade sfiecifications, as amounting to 
m*v*Tal (Tores of The loss wdu(‘h arises from 

such manipulation of standards falls no doubt on 
Italian jute dealers in ('aleutta in the first ins- 
tancT, hut we think that it is partially shifttMl over 
to the (ultivators as well.” 

They therefore pnn’eed to rv<‘omiu(Mt(l “tljat the st itidards 
should ho made definite by some s|)(H‘ial legislation on tin' lines 
of the Am*‘riean (’otton Stantlard .\<*t . aitd that any djfffTence 
arising iMUween the buyers and s^'llers should he settled hy a 
Statutoiy Arbitration l^)ard, inchiding repres4‘ntativt‘s d both tlie 
I>artieH.” 'The matter ts dealt wuh in piiragra{>h ‘JS7 of our lhqK)rt. 


Ihfnihdij. 

The Homhay ronuuittee point out that some of the practices 
in un(»rgtini/.ed markets such as fi.ving jiriees secretly and reduction 
of prices on the ground of alleged rnfenor quality, act to the 
cfettlment of tlio agricultunsi . The Committee also refer to the 
diversity of measurement.s \vhi(/h makes it impossible for a culti- 
vator or merchant to know whetlier !te is getting tlie same price 
aa is paid to cultivators and merchants eis«nvlH^re, 


The Punjab, 

^ ^ "The Ihinjab Contmiitee report that the ordinary market is 
^ominilted by the iracier, and the cultivator has no voice in the 
control of market arrangements, no say in the fixing of market does, 
no representation on market panchnyaU and little or no means 
of ascertaining outside prices. In both villages knd markets the 
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cultivator is defrauiletl by the use of inaccurate weights and scmlea* 
As an iiistiiiice* ii is stated that 42^ seers of cotton are taken to 
be equivaieiu to a tnaund. The Provincial alsi> 

examined 1 107 st ales and 51K)7 weights and found that out 4)f these 
69 per of scalcvS and 29 per cent of weights were incorrect. 

V n I ( tui Pro V in ccw . 

The United ]'n>Tina's CoininitU^ enumerate the following 
defects in marketing : tlie us«' of a variety of IcK’al weights and 
measures, falst^ weiglnnent, the levy of a nund>t’‘r of incidental 
charges and iin[>osts, the absence of gnuling and s<HTet settlement 
of pnees. In paragraph 261 of their re|>oTt they refer to the 
practice in a n<nel form of the welUknown evils of cornering and 
dumping : they say that there is some evidence to show that 
ex|>orting firms are txcasionally guilty of dumping agricultural 
prcxhice to facilitate purchast' at lower j>ri<*es. 

270. More than one Provincial Committee liave adverted to the 
fact that the agricultural pnHlu<*e is forced on the market at 
certain [xuhhIh in siu h u way that the farmers fail to obtain the 
I>e8t })ri(e. There seems to Ih' little doubt that finaneial 
presstin*- the iitid of n*a<ly money to meet rent, rc'onue luul 
other s(*as4)nal < harg«*s ami pressure from i reditors- is om* of the 
ehief ( auses which imjx'i farmers to release their protliu'e in an over** 
fed mark(‘r for what it will fet<‘h. In this i*onnection it may Iw* 
noted that the Puiijah ('ommittoe rf‘eonum*nd that the reeovery of 
land revenue should not he cfT«v*t<»d at one atul tlu‘ sanu‘ tiniei 
tlin>ugh(»ul (lie [>ro\incc, hut sliould hi* distrihunal over difTi'rent 
areas lu iliflerent mouths. How far this stiggi»slion will )a?lp the 
cultivator has not hecn the suhjeet (ff investigation elsrwhere. Thf> 
financial pressure to which the (‘ultivaf<ir is subject also c'xhihits 
itself in the [dienonumon that tin* cultivator in many cases srdls, 
almost immediately afl<T pr^sluetioii, i*ven snidi pnxhiee as is 
reriuired for his ('onsurn[)t ion. He eitlier l>uy« it again in a dear 
market or ol)tanis it hy way of loan in kind frmn the* villago 
merchant or trader. 

P"lNAN< K Fon MAUKKTINO AND MOVFMKNT OF rUOl^Ci F 

271. Some of the ]‘rovim;ial Commiite<*H have taken markt^ting 
to eomprise ifie pnwcss of trans|K>rting and scdling |>rmluee hv the 
fanner and have distinguished it fmm trading whicli Ix^gins when 
the priKlme has Iwvn Iianded over to n merchant. But (his 
distinetion has not Iny^n ohmTved by all lire Committees and con- 
siderable overlapping is foiiml l)etween the sections dealing 
marketing and internal trade. This is not Kurprising m strictly 
speaking marketing covers “all the activities involved from tlm 
time the pnxiuct leaves the proclucer until it reac hes the cjonaumer’*. 
The essential and ordinary functions of marketing acc^ordtng to 

u2 
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the preliminary report of the International Institute of Agricul- 
ture and other writers on Agricultural economic* are : — 

rollection and assembly. 

(^) Transportation. 

(r) Wholes:ile distrihiitjoii 
(d; Ihtailiu^. 

(r) Kisk-bearing. 

(/> Financing in all stages. 

*(/!} ( 'f>!h ( turn ami (usst mhly. — The ( ost of tins function will 
he nnnimi/aai hy sfKcialisation of agriculture in a district as opposed 
to diverHjfi< ation , hy slandardisalion, and grading and uniform 
fuicking. 'I'lie formation of co-o|»<Tative wale ww it'tiew by fanners 
will Iw useful in .‘W‘curing economy in these of>erations. 

(b) Tran, sport. — Trans|K)rt niav fall into s(‘veral stages of which 
tlie following may he mentioiual : — 

(i) from the rural aii-as to the railway station, 

(in front the nolwax station to ih<* t(Tnunai point, and 
(m) from the terminal i»oint to the utlsui f-4>nsignee 

Som<* instaiKos of how fanners eetUioiiu/e in the first 
item ar<* m<*ntioned h\ th<* Frox iiHaal < '(anniitt<a*<, \ large 
jXTeentage c»f the cotton en'Wfr- of Hrrar bring tiie cotton 
in (1‘eir ou n (‘arts. In Murma, the eultivalor often takes part 
in traMs|)orrat ion aiui is paid fur it. 'riu' tlnrd jourijt'V is usually 
in tin* Jiandw of the wholcsah' and n*tail dcailers \\h<» can I'cduee 
eostw hy inerteising etVu ieney. 'Ihe cost of the sreund journey 
is heytuid the (’ontrol id farmers, iuit large--eal«‘ t t>iU‘eting agencies, 
private or e»>-operative. may he ahh* to secure < hi aper rates than 
wtnall disorganised grt)U[ns of (‘onsignors. (\>su^ tan aKsC) be 
redtu’ed hy standardisat irui, grading and uniform [backing. We 
have refernal to the uwdul [>art that the railways can play in 
encouraging the movement of ag^riculiural produce by giving con- 
ecHMional freight rah'S for iiif^ rnoveinern in Cliapter IV. 

{<') dislrihution . — The cost may he reduced hy large- 

Bcaie ofxerations and by organiwation of consumers* eomfx^rative 
societies and In* standardisation and grading. 

(di !tisk-hfarin{j , — Fluctuations in prices give rise to ini|X)rtant 
nuuketing risks and may l>e controlled hy orderly marketing, by 
proper tnuitment of surpluses, by collection of agricultural statis- 
iifs and diss^nni nation of correct informaii{>n to farmers and by 
tariffs and subsidies. Fo-operative sixdeties of pnxiucers may also 
regtilale prixiuction 

♦Fourth© anAlyxix rvf th© ftinitien« we are in"lebt*^t3 to ' Agricultural 

IKeooonokVtX^ O. O' Brian. 
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Such fluctuationg are violent ami unnatural wlien in a market 
where forwiird Inuiin^ is in vo^ue, large' quantities are dealt in 
on paper without such salea being backed by actual iHuninoditieH. 

Organized fonvard trading cxMitres run on approved lines with 

the approval of t])v^ governments ^^onrenunl if neeessarf — would 
control sueh reckles* operations. Ihuds, Uuh bull and Unir, in 
forward markets are undesirable in the interest of i>rderly inarket- 
ing. 

(e> Ftfuinrtn*j is *m{MHlan( as, if not more im{H>rtant: 

than, any tlie «>ther marketing fun<Oitu>s. Tlu* farmers reipnre 
finam e to «Mial>le them ie)i to uhl(»a<l tlu ii stuff all at the same 
time and thtiv di*]>n*s> pnees. ^'Iie \vhi>l*‘sale and retail d<*ah'rs 
all reijuin' linatiia' to (arrv on their fuiu'tions. 

'211 Assnmmg the rvisteixa* of a givj*n prjri', the farttuu 's profit 
will Ix' affecUed In the laisl tif all thi* marketing funetionH includ- 
ing tlie price pai4l for fmanee. Wh* wish to iUuphasist* tliat ( verv 
part of the marketing pnx-ess h a link in a continuous chain and 
that the strcngtli n( the chain dejHUids on tlie strength of all it8 
parts TIh* IVovincial (\>mmitlees have rightly d<'alt with all 
as[xM-ts of marketing so as 14> give a ('ompl(*te picture. Whien 
it i'ofnes to making recommendations, we as a Ikuiking ('om- 
mittee are coneraned only with oiu' asfxa't of tlx' sul)j<’et , nz,, 
finance. Hut (annot deal with the question in a sat isfju’tury 
maioier without <'X[>reH.sing our views on tlse other nhieh 

pnunote orderly and profilald*' markf‘ting of agricultural presiuee. 
Witfiniit att<'m})ling a dclaihal examination of thf's** factors, we 
expn ss our coiu urrerxa' with tfie fonowing nMaanmend-itinns of 
tlie Koval Krmnnission on Agriculture* in Imhit. and the various 
Provincial Ikinking Ivrupiirv ( 'oinmit teies, for improving ami (»rga* 
nising agrif'ultural marketing : — 

M * Irnfirovenumt of triins|>ort faciliiies inrduding rural com- 
munications. Wr must not he undcr'^toofj to rmaan 
that we naommemi an in<ljs<*nminat(' Huhstituti<»n of 
bullock carts hv motor lorries, 
f‘2> Ta>wering of railway frfsigfii rates and grant of otlif*** 
railway facilities. 

f3) Es^tahlishmeni of regulated markets umler iirovincial 
legislation on the general lines of the Berar and 
TTyderahiid flVecan) Market ActH, 
f4) Standardization of weighta and ineaHures. 

(51 Adoption of mea«urcH to Becure improved rpiality of pro- 
diu'c by organization amongat buyers and tradem, 
and to guard againiit adulteration. 

(6) Pixation of standards and gradea of cornrnofhtieH 

^ (7) Promotion of co-operative aale societies and othor miitabte 
organizations for puq>o»e» of aale. 
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(8) Holding of auction Kales by agricultural departments to 
ensure increased price lo the cultivator^ who produce 
ifiiproved varieties. W't advo<‘ate that tlie Govern- 
foent should not make any [>rofit for themselves from 
such sales. 

(9^ C'arrying ()ut of luarkei surveys 

(Ko Apfw>intiiient of exfH*rt rnarketiug officers on tlie staff 
of tile Agricultural I >e|wirtinent who should l)e able 
to uiuicrstand tlu* language of tiu* market ffnd lx* con- 
versant with the customs connected therewith. 

We should, however, like to make a few" ohservatHuis in regard 
to some of the re<*ommendutions mentioned above. As regards rail- 
way fa(‘ilitieH, we un(lf‘rs!aiHl that then' is no guarantee at jircsent 
as when a consignment of agriniltural product* is likt*iy to be 
deliverr*d and that it often hafkp<*ns that by tlie lime the articles 
are received at the f)lace of destination the prucs have* gone down 
consideral)ly . This uncertainty has to he guarded against by the 
tradc'rs and it is therefore not only cheap railway freights l»ut also 
(juiek movement nf produce that requite- eon*^ideration at the 
hands of the railway aulliorities. 

As regards standardization of weights and measures, we would 
ifO'ite the att(‘ntion of rro\in<‘iaI (fovernments to \o<e ti* in the 
l{i‘[M»rl of tin* l‘unjah l*rovmeial Ikinking Idujuiry ( ommittee 
which gives tlie results of the t*ncjuiries made by the Board of 
ICconomic* laujuirv into the accuracy of weights and sealc*s in 
cc^rtaiii distric ts. W'e think that it is not onl\ necessary for IVcv 
vincial (iovernments to undertake legislation for standardizing 
weights and nu^asures. hut ii is aUo ineiimhent ufsm tlami to see 
that <‘very thing is done* to ensure tliat falsc^ weights and measures 
and c*ons#v|uent fraud are rooted out. It has het*n s<*riniisly c'oui- 
plaiiual that laxitv in this matter has brought alM>ut a state of affairs 
where it is jMrssihh* for a trader to make irregular firofits hv nuuii- 
pulating the weights and .^‘ales. using one set for buying and 
another for selling the produce*. 

Adulteration is undoubtedly an important factor which affects 
the market for, and the firice of. the prcHluce. The demand for 
Indian agrieultural products will receive a serious Pet-back un- 
less effective action is taken to prevent adulteration by e'fery 
agency thnuigh whose hands they pass. With regard to the 
adulteration of milk and ghee, to the evils of which the Roynl 
C#!nrnis»ion on Agriculture have drawn {K>inted attention, the 
existing laws seem to Ih* ineffective in ao far as they penalizi mjcb 
adulteration only when the article used is mixed things whiefi 
are injurious to health. Adulteration of dairy prodncla will dfive 
away the genuine products out of the market and thus affect the 
dairy-farming industry. 
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273. We now proceed to treat in smne detail the financial 
aspect of luarketiiiLU The first fioim whieh nH|uires notic'C in 
this connection is tlie system of advances on ('n>pH which is pre- 
valetit in srf)iue parts of India and has u very intimate Injuring on 
marketing:. The li^eneral feature of this system is that in many 
pliW'Cs not only tlo the advaiues carry liigh rates of interest, but 
they also |)ut the Iw^rrowers under an oldi^alion to stdl their 
prcHlncc for Ic‘ss tlian tlic anticipated market price. The following 
are some instances : 

(i? In Orissa nev nuTchantg sometimes make advances to th«r 
ryots direc t. No intc'iest is i hari^ed if there is a eontraet for 
delivery at a particular pn<v and on a fixed datev Ihit if the Con- 
tract is f(»r dcdivcuy al the market prico at the lime of deliver)", 
intere.^l at to IS] |H*r < cuit ts c harood, or }fss if tlic «|uantity 
involved iA iar^^cv 

MP it said to hi* a eominou practice in Madras for ryota 
to take* loans «ui condition of n^paymcuit at the* liarvest. It is 
usual, w hen* the Ituuler is a slic)pkec*[)er oi incTc haiit , to have a 
stipulation that the* crop sliall U* sold al a rale*, Koinetinies pre- 
arrani^UMl, hut iron' frcajuently at tin* prevailiiifT market rate or 
fKT ecfit )«*''> than the* f>tc‘Vuilin^ rate*. In tin* ease* of the 
ryot, lliP ac Is to the* dc trmicuit of his int<*rc’s(s as he has pracM ieiillv 
to a^uc*e ttj the neTchant’s terms, "I'hc* more suhstanlial r\ot, on 
the* othtT hand, c an dt‘<“id(* w lien to sed! his produec*. and as he has 
some knowled;:r of tin* market, he is aide* to -eenti* a fair [nic e for 
his laoduee. 

In iien;_'al. in place's wliere* tin* .HCfnie in of c/fu/uu }»ie cads, 
it is said tliat the* cultivators eann<j| avail t he-msedve-s of a free 
mark(‘t for tlieir |»nMhu*e‘. Sometimes, ilu* advanee's carry interest 
from 21 to To |><‘r cent ami the rate* at which the* ^oovver hincU 
himself to se'll IS often lowe-r In 10 to 2a p<*r c<*ni than the* anti- 
ei[)ated rnark<*t rate, 

OvT In Ihinna. it is stall'd that in one or twci distnets tlie? 
Ien<h»rs eorn|»el iHirrowers to k** 1I the* produec* to them, }»ut that 
generally the^ current markc't [irice is paid, ddie reason for the 
stipulation is said to } h ^ tlie lender’s anxi«*tv to pre*ve*nt the* borrower 
fWAn his money leefore fmyinfr his dehls, 

fy) In the Ik)Trd>fiv Presidency, money is advanced to tlic* sugar- 
canei grern’et^ on the seenrity of the erof), wifli a condition that 
the gurjnmi be sold through the money ^lender. But salens are 
ordinarilv effected by public auction and it afipears the rrioney- 
lelfder can secure by this system only the csomrnission which would 
otherwise go to some other commission agent. 

(vi> and Orissa, two kinds of advances are in vogue 

In Rugageane crops : — 

(a^ Advances of a large amount per a<Te at a more advanced 
stage of growing, canwing intereai at t2 per cent, and 
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(b) Advances nf a small amount per acre at an earner stage 
of growing, < arrying no intercut, but coiintei'balanced 
by other advantages to the lender. 

In both cases the c rop is to l>e delivered to the lender and the 
price is the rate of the s<‘ason and the cultivator up{>earH to get 
the fair market price, 

(vii) In tlie of jiiie in Bihar and Orissa, when the price 
is low, tlie rvolH take a ninall sum as ♦‘arnest-inoih‘V for which the 
lender who is the huycT of jute gets inerelv tlH‘ first refusiih I'lie 
prixlurer is fna* to sell as and when he detons fit and is siiid to be 
well informed an to the ('akaitta prices and its probable tnoid. It 
in rejjorled that the system of advanet‘B is no longer considered 
profitalde to the lender and lliat its discontinnanca' is cofitemplated. 

iviii) A system of advances carrying a liability to sell tlie pro- 
duce through the lender is al.so rf‘fH)rted amtng (‘otton and sugaf- 
cane growers and flower and gliee dealers in the rnitral Provinecs, 
and pn^hicers are said to obtain for their produce It^ss than 
they would have got if thc*y had betoi free to market the* prudne^ 
themselves. 

(ix) It is reporUai that in regaiai to marketing of ccs'oanutK, 
in ‘2o per ccoit of the sabs m Bihar and Orissa, the gr.nvers 
are givtn advanc-es whieli carry no t»i>hgation at all, hut (‘arry 
intc'rc'st at \2 to la per cent per annum. 

(x'' Small p!ant*‘rs in ('oorg who have* l>ornjwe(i from local 
moncv-lendtos do not get thc» markc't [^rica*, lait only a definite per- 
centage* or amount below that pricac 

'271. \ scM'ond piint brought out m tl»e Pro\inesal ice} e,rts relates 
to the t'ffca i (»f the cultivator's indel.>tednc‘ss on tlu'^ marketing of 
Ins |)riHifa‘c. cmmi if the eultivatt)r d<Ms not boronv specifically for 
raising the eroj). The l^»cngal Ccanmiitee rejiort that the cultivator 
who is nulc*l>t<ai i.s always jnvssed heavily by tlie creditor imme- 
diatedy aftcT harvest, for rlu‘ latter knows tl.at if the debtor dex^s 
not })ay after selling iiis pnxluce, it will not Ix" yx>ssihle for him 
to pay till the next hana'st. The eflect of this pressure is so 
great that the borrower is compelled to sell liis pr<xliu» as quickly 
a« he can. and if ail wdl at the mine time, the price iiaUiraHy 
comes down by cian|x^tition. The Punjab rominitlee think that 
in ordinary cir<*nmstances. the wdler should naturally be {H‘eju3ired 
bv Ixung in dc4>t to his dealer if only bec'aus<> equality camnot 
stibsist Wtween debtor and creditor, but the evidence beforti 
t}^in suggests that the disadvantage to the seller is lei^ ihan*fe 
generally supposed and that it tends to diminish with iiiipft3Pre<l 
communications* spread of etlucation and knowledge ot market 
rates, ‘ r-# 

275, We haw carefully consideretl the barduhip canned to the 
eiilti%lttor by th# |Mractices referred to in paragraphs 273 and 274 
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above. - In tiie t'tyie of crops intended for ex|x>rt, adoiiua^ 
remedy , for the,^ evils will not l>e fortlicomin^ untU armugemenla 
are made for orderly marketing. But the orgamiLation i>f co« 
operative sale s<xnelies which can advaiU'C money to the cultivators 
and enHl>le them to avoid btdng forced tt) aell their prinhice at un- 
fHvoural)le rales will a great way to help the cultivahns in the 
case of (TO}>s iutended for internal <*onHuinf)tiou. We therehae re- 
commend that tt>-ojyeralive sale societies should he cstnhlislied 
wherever then' are reaM>nahle clmnces of their smwssfni working. 
We do not rci lauiiH'iu! Unit sih h .s^nueties should purchasr' their 
ineiiduus’ priMliUf* outright. l>ut wt* it'commeiul that tlit'v should 
contiuue the prt '^'ut {.niv'tuc (»f a« tu\g as agruts to pnslueers for 
tlie Wile of ihcir |>rt)du<'»*. It is desiralde for th«‘ present that these 
lijLM'ieiies should dea> only with tho produt o grown hy th»* memhers ; 
but if in any paila ular lot ality tin* MK'ioty is ( < tuijH'tr'nl to <leal with 
noiMiuMuhtTs* pnslure. there oamuit h«' anv ohjeotion to surli a 
eour^:^'. \\*e shall r»‘fer to thesr sale siw ielios again later on 

‘i7t> Tlie nt‘\t point that inav \m^ noticed is the praeiict* of tiu* 
salt' of standing ctops. It is sjud hv tin* P»omhav ('oiiimittee tluit 
n small pt nentage of ugrieult urists sell their standing ero)>s of 
cotton, lUlher for want of money or for sjuauilation. 1die mango 
('fop in Isunhav 's almost invariahiv Hohl wlum it is on tlie trei's 
and sonnuirnes evrn Ixdore It is aetually’ staui in blossom. 'I'he 
Usiiahy f>urc‘hasod hy contractors who [siy f>ar| j)f the jirice 
iininetiiately afU'r tlu' bargain is stnii'k and the rest in instalmentH 
wlien tilt' crop is gatlttut'th The rsiiiN' iirar titt* is re|korleti in 
regard to marke ting <if orangt's in Ttwirg, Wt‘ do lot think lliat 
unv nsfdul action tan U' taken in this ('oniua tion. 

g77, \\ ♦* now conic lo one of the inon* iinjiorlant aspects of 
marketing fmanct , namely, tli<‘ intt'rest (diaigi*s paul Iw tht* varitum 
iiuddienum h»r oiilaining fht' ntMa^Hsary finaiiet' for moving lht> 
crops hvrward. Tlie following summary from tht' I’rovim ial (san- 
rnittees' x'(*jsirts w ill Ix' found intereKting : — 

fit AsKdm . — Some herwinx havt* thtur own capital hut others 
are financed l»v bigger ht parts ainl arafrlars f k caHiormllv eulti- 
valors with sound seeurity. who lend to fellow' villagers on amdi- 
tion of repayment by handing over f»f erop, borrow from MarwariB 

IS to 24 per cent, to re-lend at higher rates. The village mafia- 
jans who make adv;iiiee« to growern of finxluce work partly on 
^4heir own capital, and partly on loans obtained at 9 to 12 por cent 
Irom Marwariw and other merehantft in towns on the undersianriing 
^e former will make over their crop to the latter. 

(ii) Odmfwiiy.— Village or itinerant dealers in cotton, petty traders 
iA lobaeeo and rice, and contractorH for fniitH and vegetahles, get 
their fitihpee moativ from town merchants, ahroffa and eommisaion 
agents and pay high rates of interest which compel them to 
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law {friceg to cultivators. The rate paid by trader^ in tobacco, 

instance, varies from 18 to 24 per cent. Coinmissioti agente 
have to f>ay from 9 to 12 j>er cent to lotal bankers when they 
thein^lves have to Ixirrovv, A large class of merchants and 
traders, it is stuUnl, now remain outside the sphere of business 
of the IinfHerial Bank of India and joint-sUxk hanks owing to 
the following cauw:*B, ru., disinclination to pledge stocks with 
bunks, rigidity of the regulations governing advances by banka 
' agaiimt ihe K*<‘urity of gcxsls in the godow ns of banks and public 
rity given to such advances. 

(iii) -The finance is generally supj)lie<l by traders who, 

in addition to providing theii ow n <'ai)itai. cH’casioicihy obtain Joans 
from money- kuulers and indigenous hankers on huudis in res{>e<*t 
of [»nHlnce vvliicfi is exfK»rtcd. Tlie luercantile firms of Calcutta 
finance the movement of produce through tlicir purcluising agencies 
and branch offices in the mofussil centres. lo tJie < ase of inde- 
pendent f»urchasers, tJie finatHC is furnished by the money-lenders 
or l)\ (irntdarn. Tlie v\bolehale dcaIer^ of ralcutta obtain acc'orn- 
ifKxlaVion geiu»ral!y l>y borrowing on personal (r<*dit an*! they also 
grant credit to tbeir clients in the same way. In rare cast's, raiU 
way receipts and bills of hiding are used as ve< urity for advances 
by banking institutions. 

fi\o /b/rue/. ~J>ealers arc tinaiu e<i b\ < fa-lt i cars. Bauson’s 
Bank and the Imjx'ria! Bank of India on tlic ja unty of iigncul- 
tural produt c, Tb<‘ ratt^ of interest generally ( hargaal by ( bt^tiiyars 
is 12 to 2t |MM' cent. f»cr annum, the u^-ual ral»' m the busy season 
being 21 [ht cent. Bin in tlie cas<^ of advanc(*s !(S|nired for tlie 
markaning of groufid-imt*^, tt»e interest t hargral varies from la to 

p<T cent. 

(v) HiJiar and Orifisu. — Idie prevalent systfuu of marketing 
finance is for tfn* <‘\pt>rt bous<*,v and commission agents to raise 
money from tlrar own banks or from the Burra Bu/ar at ( alcutta 
aiu] to fmance the u[>-<’ountr\ traders or (johidars who have no large 
<a[iital of their own. Tlie latter m tut it finance the small be;>am 
and village money-lenders wlio buy outright from tla* cultivators for 
cash or credit already advanced. As an illustration gihe 
interest rntoH [laid, it may he mentioned that in the ca«e of lae, 
arhatuhs tluough whom jmiknr^ sell lae to factories, charge k the 
12 to 24 cent. The Calcutta arhatia^i to w4k>iii the 
factories sell their pnHluct offer the same kind of actx>mm^lation^ 
to the factories as tJie l<x*al give to paiknrs. The gotadnrs 

aifd tJie big grain men bants are also occnsionally assisted by tb<f 
Imperial l^mk of India and the joint-stoc‘k hanks, but it is said tfiat 
assistance is given on such strict conditions regarding security 
that it nrely availed of. In one town the golndarn weie fodhJ 
willing to pay 9 per" cent on advances from indigenout^Bankem 
jmther than pay 7J per cent joint-stock banka^ 
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Cmihal Prortnces, — T\ie middlemen in iIm^ C>ntral^ 
vinees lire normally finaneed by the indigenous bankers and 
lenders, the rales of interest charge<i Ixdng 371 l>er cent jxet 
anmiin. When advances are taken for (he whole season, the rale 
is al>out 15 per cent. The wholeside metxdiants genenilly wotk 
with tlieir own capital and if they \\ant tredit, they Iwrow from 
banhs or indigenous hankers on the Ktvurity of tbeir giKHis, keeping 
thesc^ Ml the gtxlowns of the lendeis. 

'\ii' (%Titn(l Ar*<h <. — ('onunisEion agents in tlie tnandis charger 
0 to |H‘r i'i ut. to the bigger agruailtunsts and village ilealers who 
store prtKhire with them for short {KMicnls. 

uijji A/f/dr^,v — 'Tiie middlemen supphinent tJieir resources 
by lK>rro\ving on shorl-icrm iredit from joint Kiix k hanks, which 
dis('ount }ntn(lts and hills, jind from indigenous liankers and moru*y- 
iend(‘rs, who lend money hy disrounting }iufults and also on jiro- 
notes or pcrs<uial erixiit. IjOiins aiui cash (Teilits can also lai 
ohtamed from the Irnpennl Hank of India hut twi> signatures are 
re(|nirc<l on pronotes in sin/h easea l»y tlie Hank Act. 'TIh' Impe- 
rial Hank of Indr.i al.so discounts hundis and grants loans on pro- 
duce. A great deal of the produce loans is said to [»e in tfie hands 
of tlie Imperial l^ank and the indigenous hankers do not ap|K*ar 
to do inia h hiu^iness on this basis. 'Fhe reason is that the mcr- 
< hant can g^et loans fn»m the Imperial P»ank on this seeurity at 
rales far hrlow the ordinary lending rates of interest of the 
iiinnt‘\ dfuidcr^ rhe urban c<>-opcra(i\(* hunks alM» pluv a nunor 
pait find a h v, .)r the nidhis w hieh tlo ordinal v [>ankintr husin(*Hin 
Ien<l for ihi> purpow*. The mdigeiHUu hankers lend at tuglu'r 
rates of int<*rest on f>er.*ional credit. 

<ix‘ I'he (ommis.sum agent works mainly with liift 

own ( apital supphuMcHlCil by dej)osiis aHraiaed from rdativi s and 
neighlsMirs, The smaller agent i»hlains lalvaiiees, if nMpnred, frtini 
the l»igger agents at to 12 p<‘r <*ent interes?. 'I'lie largiu' com- 
mission agfuits U>rrow from tlie uidigefionH liankers and commercial 
hanks at 0 to i) per cf iit acc<»rd!ng to the Ms unty offered. W hen 
the seenritv is grain, the rate is 7 ff» 7.J p(*r cent. it is houm? 

|>rojiK"rty, llie rate is 9 jkt cent. In the shuk mniwm rates are l<»vveir^ 
and are 4 6 fx*r cent. Large sums are now rulvanced by 

the ImiMMial Hank of India against produce, f>o#is^>ssion of wfiieh ia- 
taken. TkTore an julvant^ is made, the applicant's firiarK ial prmitiori 
is carefully enc|uired into and also his general tnistwairtfiiness, anif 
on the results of tlie eiujuirv a maximum credit limit is fixed and 
in advance is made. Generally, advances are allowed up U* 75 |K»r 
cent of the value in the case of grain and up to 70 fM‘r cent in tha 
case of cotton. In the event of a fall in prices, the margins are 
maintained either by abiding to the prt>duce stored or by repaying 
a part df the loan. Advances against produce are also given by 
the Allahabad !]^nk, the Central !]^nk of India, tlie Punjat^ 
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National Bank and the Peoples Bank of Northern fndia. 
The last two find it difficult to compete with the rates changed by 
the Imperial Bank of India. The Amritsar Sugar and Grain 
Association alwi grants advances at rates of interest varj'ing from 5| 
lo7i per cent and up to Hi} [K‘r rent of tlie value of tlie produce. 
In luidition, i^'CMiown rent has to paid. I’he Imperial Bank’s 
rate*? for finanrinj.,^ (otton in godowim are said to lx* higlier Than 
tijost" for ^rain lH*ranse money is (hearer durin;.! tlie cotton st>a8t)n 
*^iKj insnranf’** rute.s are hii^fe-r, most of tlie i»»Huranc<^ companies 
in fart refusing' to insun- cottmi whon stored in faetorv oonuxninds 
( 'onstMjnontly the Ptiink’n «idvances are almost entirely confined to 
rottfui ston*d outside tlie fartor\ . 

(x) IJnttrd Prt.rmro?.— The burden of marketing finance falls 
on the pmun arltatui \vlu> borrows from liis shruff,^ or Ixink 
at rates dep<*ndm;4 on his financial jKoition, the volume of his 
business, and his relations with the shroffs or hank. In llu» case of 
which lie stores, he pledp^s them with hanks or i>ankers. 
'Die imdluxls of the in<h;.fenou.s l>ankers art' found to l>e more 
favouralilt' tlian those of organised hank.s, as tie* ha'mer are ;4cn- 
erally satisfied with a smaller mnr^nn and even forci^o it in some 
cuHcs. They are also (’ontent to have merelv the kev of tin* eoiiown 
in which the nrfiafia stores the erKnls, vvlsTt as the commensal 
hanks want to put tlieir ow n loi^'k and si^oi-hoard over the fjodown. 

‘27H. ''rile methods <*inployed for ohtaimne finant lal ac<M)m- 
nio<lati<m also deserve mention : — 

in) \\'h(’n ^<x>ds are sent from one middlenniii to atmlher, 
funds are eonenilly drawn l»y nnMn,‘> of darshani 
hundis winch are cither sup[>orted hy railway nM'cipts 
or are cKmii. Banks L'tuieniily pnder hundis sufifxirt- 
ed by receipts since their risk is therel>y reilmvil, but 
sf>me eonsienees insist on railwav ret'eipts hein^ sent 
djre(‘t to them either as a matter of presti^a^ or ts> 
take an advance to pay the hnndi or to save dennirrage. 
The list* of usance hills lias Ix^sime less common in 
recent years. 

(b) Some f‘f tlie Provincial roinrniltees rejx>tt that the small 
brparis and village money-lenders who hny^ agri- 
cultural prmhice from the cultivators make their 
purchase* mostly on a cash basis. If these beparis 
and money-lenders require any addition to their 
capital for this purfxxse, they in their turn get actual 
cash fmm urban centres from larger tnwlers or urban 
money-lenders. This arrangement does not admit of 
a direct contact with the money market. If the nm 
of fiwruiM could be enc'ouraged in connection with 
tbe«9e trimsswrtions, such hundis might l>e diacounted 
in the money market and the rates of interest paid 



RrRAt F»tANC»--IIA!Ut«TIl«0 AND IIOVBMRNT Of CHOF8, til 


for act'ommodation for the moveioent of cropa niigbi 
thereby lx* lowered!, 

270. AfUT Htudying the [Kxsition preBenUnl m the n»fK*rt« of 
the various rruvine.a! Banking Isnquiry ( urimuuees, we have I'orna 
to the following coneliisions : — 

(at Tlie jK>pular belief that the middlemen and tlie Binall 
rnereliants jx'rform no fuiH'liona i» erroneoua. 

Most (d the IVovineial C 'ommittcM's liave found that 
tlu^ charges made by them are not exorbitant. 

(h> W'e ar«‘ told tfuit the disindinatlon (*n tlie part of 
incnliunts aiul tiadeiv to plt'dge stcH'ks vvitli banka 
IS gradually iiisappt'anng. \\<* thiidv that in tlieir 
own interest merchants anil iradtrs shoidd entirely 
aband<»n tlu ir prcsi'iit atliludt^ and lake all stepn tliat 
are |>ossd)!c to ust' tiie litjuid g<HMls in I heir posM'Ksion 
for getting (heaper in'coinnaMlata>n fiotn baitks. It 
wcuild a great ludp to agriculture if jtunt stock 
banks and the Imfxnal Bank of India wtadd 
ad<»}it a still m(»re bberal policy in tlie matter of grant* 
mg advances against agricnituial produce m go4l(mnx- 
fri I»n{}i in connect K>n with advanct^s l>v banks on tin* H/*('n- 
nlv of agTuailturiil j>roducc^ and the profnotion of tbo 
UM* of full- mrlh a view to s<>< unrig t<» the middlennm 
rr»giigrd 111 the trade fmanctal acc< mmioda! ion ut 
rhoa|w*r rates of mtenrst. it o* nc(»'^ arv (o provide for 
f;t d.ue'^ for storage ac<'(aiunodal ion in v.^vnous 
p iTts (if v!h‘ rountrw It sijaagc' .u t onitnodal inn is 
[Hovifkal in independent w arciiouM's , rcecipt.^ giveai 
bv lhe-<' waradiouses nuiv be le^cd as credit iieitni- 
ments on which accornnnwlat ion niav be obtamed. 
Thi* provisirin of sli>nigt‘ facilities would als4> give the 
( ultivafor imd seller of finHluc #’ more freedom to be»ld 
it up if the priee were unsatisfaebiry or if aiu eir- 
( urns! a ru es ar4>se vvbiefi made suefi n C4uir*^e dra iralde. 

(ioruSW'NH VNr> WaIUOIOT SKS. 

W’e reeomniend that Provineial f fovr'rnnients should con- 
sider the desirability of ndvaneing long-term loans at ronees^ional 
rates of intfuesf to co-ofxrative siuaeties t<a luiild godovvns in <’entrft^ 
which jxovidf* gr>f)d niarkelsg We are aware that in MiidraH tfrA 
ProvirK;ial novernrnent already gTant loaris for this pur|H>s4* u|, to a 
limit of half the amount spent !»y the s/xiefics, not <*Xf craliug 
Rs. 2,500 in each case. We are infornud that onlv a few gfMinuni., 
have Ixen eonstnuded in tiiis manner and that the shw progress 
IS due to tlie fact that the rale of intcTcsf charged on loarts fo. the 
Ofnernment in honrv and t!»e charges for storagt? aeeoujtritHlafiori 
are Idgh owing to the ex|>ensivetiesH of con^^truef ion and il> utjli/,a* 
♦ ion for erdy a few months iti the year. We migg^eet thaj( the (ypo 
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of goclowiift l*onBtnicted in future may l:>e on a less e x pen* ve scale 
consistent with safety and that where the godowns cannot be used 
fox the whole year, the possibility of hiring a godown may be tried. 

281. We fully realii^:* that the main difficulties in connection 
with storage and warehousing would be grading and mixing of 
•^ks of difTereni parties^ though it is fxxssible that this difficulty, 
Would not arise m the ca.se of warehousi^s made use of by ine lift'ger 
men fiaiits. We find it stated in the Iteport of the Punjab Pro- 
vincial Hanking Enquiry (V)mmittee that the cultivator has a 
rootcti i>bje<'tit>n to pfxiling and that this objection aione is a serious 
obstacle to the scheme of warehouses. We feel, howeyet*, that 
experiments should l>e made at selected centres, and that the 
benefits of standardization, gnuling and fxx>ling should hw* brought 
home to the agriculturist by this means and by propaganda and 
education, us the warehouse receipts w'f)uld Ix' welcomed in il:e 
money market and wouM l)e a very efFective means for chcapiening 
the rate for marketing finance. We should like U) note tliat 
similar difficulties existed in Paniula as late as 1907, hut have In^en 
overcome by ediKuitive propaganda and ex{>erience f>f the servi(‘es 
o( wareliouses. We, therefore, re<‘oinmend tliat the question of 
|)roviding warehouses by private ageiu’ies aiul licensing them, and 
the provision of (upital for their construction. Ih' taken up by Pro. 
vincial ( lovernments. The Tnqxu'ial Pouneil of Ag^i('^ilura^ 
Peseareh ini'jht als(^ co-ordinate the efforts of the l^rovincial 

Governments in tliis matter whicli is materially conneeled 

with marketing, a suhje<t coming witliin the purvi(‘\v of 

the work of the rouncil under its ('onstitution. \VV re- 
produce in an annexure to this chapter a (‘oj>y of the draft 
Bill of Hhe latet Mr. B. F. Ma*lon for the eslahlishinent of 

su<*li warehouses. We f*oinmtuid the f>rovisions of tlu' draft B’l! 
for the c‘t>nsideration of the Provincial (lovernmenis. We ngree 
with the Ended Provinces Provincial Banking Enquiry (V>mmitt<M» 
that provision sliould be made in anv future I(‘gislation reganling;^ 
warehouses to the efftvt that the w-arebouseman should not be fx^r- 
mitted to deal in. or lend money, on gmxls of any kind which he 
receives in his w’arehous<\ eitlier in his own account, or that of 
others: to buy or s«^ll others* goods on eredit, or to aet as a 
guarantor of such business. The object of this pmvision is to 
rtmov ' any tfunplation in the way of tlie w^areliouseman to tampt»r 
with the gofsls in his custody or to exercise ui«due influence on 
the depositor to sell hi.s grxxis to him. We also sujrge.st* that in 
connection with any scheme for the establishment of warehouses, 
T*rovineial Governments should give careful attention to the follow- 
ing detail : — 

(i) Anv permn who is licensed as a warehouseman should tie 
of recognized mtegritv and rfiotild have business abilitv to run a 
warehouse. There should be a licensing board in each pnwince 
fewr the griint of licencea, which would consist of one Government 
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officer and a niind>er of representative^; ot Uxal biiHinesj^ inteiesls, 
including agriculture esjM^cially for ujvcountry areas. Small 
licensing hoiirds may liave to l>e apfKunted for sonu^ divisiuim of 
the provinces, cj;., (iujerat, l>e<X‘an, etc. 

(ii) The warehoustunan should have a reaa>nably substantial 
capital. If on tlie other hand he hirers the wareliouse. he should 
dejiOKit witfi (iovernment a suhstantiul amount, in cmh or si*curi* 
ties. The st'curiiy deposit shotjld, however, not he so exorbitant 
as to drive out private enterprise. 

(iii> In areas where grading of priHlucc is done, it is neces- 
sary that there should he represetUalives of the growers on 
the lisehsing Inwird. In such cam*s, (iovernment sliould ensure the 
availahility of trained and c'ertihed graders and the warehouseman 
will he retjuired to employ only sindi graders. 

(iv) All pnxluce stored in the warehouse sliould l>e insured 
sguirlst fire and other acc idents. 

(v) The licensing authority ahould he empiwered to decide 
among other things the following matters : — 

(Vn ( lassificat ion of commoditii^s into {xuishahlc and non- 
perishah’c* articles, arlicdes deteriorating with lapse oi 
tim<‘ and non-deteriorating atticdes, and the* appit- 
tionment of the risk of damage hctwccui thf* wan*- 
housemaii and the owiuu’ of tin* produce m regard to 
* the* class of articles. 

ifci The a[v[H>rt lomnc'iit of risk hc*iwt‘<‘n the w arehou-teman 
and tile owner of produce of any daiuicg** arising from 
riots and civil commotion. 

As some Trovincial Hanking iCiepnry (’ommitlec*H have 
BUggeHled that (iovernment should examine the possihi lilies of 
starting railway wareliouses in llie chief cenlrcH of trade, we 
^J^rioughl tie* suggestion to the iiotua* of the* Kail way Hoard and 
als^j diH< cissed the matter with their repreHentativ<‘s. 'PIm* Hallway 
Board were also kind c‘nough to furnish uh with an estimate* <d the 
cost of provision and working of warcdiouses at ccTtain scdecled 
railway centres. Thes^* will he found m A|)|K*ndix III in tlie 
volume of Written Kvidemee Wfiile the Hallway Hoard state 
that the*} are anxious to do all in tht*ir |>ower to hfd[> ilie trade 
of the country, they consider tliat the projxmal for the 
estj^ldishmeut of nulway vvarehouscft would necessitate a detailed 
inTcstigation so that the full implications might l>e imwie elc*ar. 
In view of the imj>ortance of the suliject from every 
of view we Rhould urge ufxm the Government that a detailed in- 
vestigation of the problem in all H« a«f>ect« shotild b<* undertaken 
by the Railway Board and that the railways should Im? asked to 
atari experiments at selected centres, n% we believe that such ex* 
perimenis will be of conaiderable benefit to the country. 
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VVe alBO dificn^sefl with the representatives of the Itailway 
Ikutrd the question of ti»e railways allowing private enterprise to 
provide and work warehouses in th.e vitiniry of railway stationa 
and we have been kindly furiushed by the Itailway Board with a 
copy of the terms of the leanr^ that would be acceptable to the rail- 
ways. The liaifway Itoard’s letter furnishing these details is alao 
included in the Api^ruuhx referred to above. There are two itema 
in those terms which, frotn tiie [)oint of view of promoting private 
enterprise in the direction desired by us, seem to call for some 
remarks. It is stated that on the tenninatiim of the lea.^e any 
hiiildings, works, etc,, upon the land leased may he purehased by 
the Itailway administration, and if not so purchased, sliould be 
|)ulled down and the material rernove<l from tlie land bv the lessee 
at hi.s own ex[>er«se within two montlis. We consider this most 
unsuitable for pronK>ting |>rivate enterf>ris^‘ and that, at a ininiriuun, 
(he terms should l)e altered somewhat on the following lines : — 

If the Ua.Ko in ttaiiiiiialed by notice giv<*n by tlie Kailway 
cdioimstration , any building on the land eonstnated 
by tiie lesss‘f‘ shall be piireliast'd !>v the Kail way 
adni.nist rat ion at the ( urr<‘nt maiket pric<* of 
the huiiding, be vjdued by an impartial p>'irty in 
case (»f (liflerenci* between the Kailway ailmiiu^^irution 
and the Ics-a'c. (hi the <!tficr liaiui, if tie* notice is 
given hy the h\s><a* hiinM*lf, arnl llic Kaihvay admi- 
nistration arc not willing to jam base tlie luulding 
t!!erns«d\ <*s as al»ove, the ie-sce would he at iil>ertv 
to sell the building to any otlau* person subject to the 
a[»proval of the Kaihvay Board wha h approval shall 
not be withheld unreasonably. 

Where railway land is luit available and a wandiouse is jurovided 
(Ui f>rivat<‘ly owned land at some distance from the railwaN goods- 
sbed. it IS stateii that a railway siding, if practuable, will be pro- 
vider! on tlie usual “assjsterl siding*' ttTins. In view of the im*. 
jiortanre to tla* agriculturist and the trader of the jirovision of 
acxoinmodnt ion for the storage of their produce, we trust that the 
terms for the jirovision of tlie raihvay siding wifi he more favour- 
able than the usual ‘'assisted siding** terms. 

28,'b The subject of railway warehouses leads us natunilly to 
n eonsideratiou of the question of raihvay receipts, be., receipt# 
granted by the railways for the transport of giKVds from one place 
to anotlier. In connection with the marketing of j>roduce, we 
have referml to (he use to which these niilway reeeipts are put. 
Thev are either attatdied to the or drafts on the pimdiaser 

of the gtHxls. or are s<mt (o the ('onsignee to enable him to raise 
an advance on the security oF the reeeipts with wdiicli to pay 
the or dniKs wlien they arrive. At pre«‘^nt tlif^se receipt# 

are not neg<7tiable or transferable. They do not give either a 
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full or a correct tleseripnon of the goods. They are not also in 
the same j>o 8 Uion us bills of lading as, with the passing of tlie 
Indian Con l nil i Act. ihe provision of llte l*'aciors Act making 
pledge of dtM•uIncn^^ of title lo g<H>d« etjuivalcnt to the pledge of 
gotxls has l>et*n ahn>gatetl. The decision* of .lust ice Waller ol the 
Madras lliglj Court clearly eiuuu-iates that banks di» not get 
«afe security m the siiapc of a railway receipt whicli is endors^nl 
to them. Without go!ng into all the ii^gal t'oinplhal ions invoKanl 
in the interpretation <«f the stvliona of tlie Indian ('ontrart Act and 
the new Sale of (iuo<ls Act. we iccoumuuu! (hat a railway receipt 
should be j)ia<aal by the hgislafure on the sanit* footing an a lull 
of lading. d'fns \sill dt -ytuiM* waib \arinus dr\ u cs that liavf' locn 
suggi'-ti^il to make ibe railway r«‘(aMpt a valid unty. sucli as 
the plt dgoi addo ><n:g a to the o, I'.ip.oix ;tdv(Smg 

tln‘ loioji niv ileit ho lai n traii'-iVi rcil bis int< re^l in ibo goods to 
a bank. i ho b:t?d-; m fo?'w;oding tlie plorC’o? s kliei orfrnolmg 
(he r.olw.iv . ootj .Uiv to bold the gootl*^ lo its oftlor and tho r.nb 
w a\ ooi:ipan\ ho ng |a‘< p n. i| to aoi » j>t sUrli u isl i net ;ons . \\*o also 
ita-MinUM nd that r;iibva\ I'o. oiptv b< mado ncgotaibk* and lliat tla* 
raduav a n boiji -lionld im-liuctjons that tbi‘ la’cript sbouhl 

gi%t* as hili i tir<( i .pt'on a-' |»o '>ddo n| t)t4’ gooil-. laeotfal b\ it 

M SUK I- UNO I ;o \ f;OS 

'JH-f , We .fio iodt biod to Mr. .A i* M4 Coug'all. one of the 
foreign hanking oxporm. for an m^e^^^s(mo rnomorandum on 
* ^ Markrg i ng ' . dw*> ''Ui.io-t a »ns m lba( inemaujindum ba\4’ nn- 
[iressetl us consid< rabl\ . 'I'hi'V an* (he osi ;jblrnhinenl of a inarlcf't- 
ing Ixiard and of a jutc *‘ontrol eorporaiion Mr. M(l)ougan 
rec'onuiM'nds a central inaiktling board with prosiiuial bramhoh 
Wo regret we (ainnot a<a (*f)t this suggestion in the laecise form in 
wdiich il has bf*en put by Mr. M^'Hougall, as Hueli an arrangement 
would riot fit in with (lie fainsi itnlion. 'Tlie marketing boards 
should, in our opinion, he on a prciviruial basis ami |)ro|w>Hals for 
their estnldisljinent should be examined by IVovineial novernmenfn 
in rrainec'iion with the creation of regulated markelrt by jirovinriaf 
legij*latifin as riaaxnmendial hv the Koval CoininiHRion on Agrieub 
tnre. 

The niarkading board wall have many imfuirlant duties to 
perform. It would lx* one of its fiinetions to bring abfait the 
co-operation of the variiais int^^reste in ihe hnilding of godowns 
and wfirehouHes throughout the pnivinee. In ('onsnitation with 
the m-operat ive antliorif icR, the hoard would assist and support 
the promotion of eo-o[>erative marketing. The Ixwird might also 
help in tlie marketing of prochictR of cottage industries. It 
will be one of the main dntiea of the fKinrd to make 
a mtrvey of the eonditiouR wlrieh govern the marketing of tlie 
▼arioiiR products from the ryot to the final market. In fart hy 

^ JiHigm^ni d*Uv«H»d on tho 7th Jmnnmry 1030 in CMRotnl AMii||iMNi nf 
Hndnift ICnrenniiln Bnnh of Ibdin. 
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Htandardifiing and organising ttie country's supplies of agricult arat 
produce, the marketing board would help the agriculturist to get 
a full and ailequate return for his prc^uction. The marketing 
surveys that we have recorn rnended will be made under its super* 
vision, and the marketing officer, we have proposed, will be closeljty 
associated witli this board. 

285. W e realize the necesHity for eonie agency to eo-ordinate«^ 
the activitien of tlie provincial marketing l>oards particularly in the 
caw? of agricultural prcshice which is intended for exfKirt from the 
coiintry ; but, as slated alxwe, we do not consider it desirable, to set 
up any C’entral Marketing Board with adininistnitive control over 
the [irovincial boards. Such assistance as may be given by way of 
advice and rew»arch may usefully l>e furnished by tlie Imperial 
Council of Agricultural Jtew'arch and we umh^rstand that the Council 
irdend to have a separate section to de^al vvitli these. |>roblem8. if 
it is found later that tlie work of tins scjKirate scxMion 1ms growth 
nml a se|Hiralc defmrtmenf is necessary, \vt‘ have no doubt that 
licit department will come as a matter of course. 

JCTK CoNTUOn (’OHrOHATION. 

2H(), Mr. McDongall has alw) recommended the (*stab1is)nnenf 
of a jnte (ontrol corjH)rati()n. He considers that jute is the only 
crop of any magnitude whicli under the existing conditions lends 
itself to such a form of control as w<mld ensure a stabilized price 
to the grower. The corporation wouhl have “f>owers to fix price^?^, 
for the raw material, to eliminate unneiessarc costs of distribution 
to control output, and if necessary to undertake distribution and 
effect all payments’*. It should have a capital provided by the Pro- 
virK’ial Ciovernments in the jute-growing areas and its manage- 
ment sliould be in the hands of a directorate constituted on oertairr 
prescribed lines so as to include representiitives of all the intereftts 
ctmeerned. For further details of the working of the sclictne. we 
would refer to Mr. McDougnll’s memorandum. We hiife gfven 
consideralde time and tliought to the consideration of this proposal 
for the stabilization of price and the regulation of prodiiclion of 
jute. We admit tliat there are several gocnl points in the sclieme, 
hut without consulting all the interests involved in a proposal of 
litis kind it is not possible for us to support the particular scheme 
or to put forward an alternative one. We recommend that the 
Oovernmcnt.s concerned should examine the matter in the light of 
Mr. McT>>ugairs proposals and introduce an arrangement which 
may he suitable for all interests affected. We also consider that 
in any scheme wffiich may he evolved in the future, the following 
fv^ints may he considered : — 

(1) The share capital of the corporation shonld Pot be wholly 
subscribed by Government hut should come from the 
producers, the business interests and the State, the 
ahare of the State being gradually diminished as the 
* oilier interests can repIsM it. 



RURAL finance — MAREETIKO MOVEMENT OF CROrS. 

(2) The bettieinent of » fair price for the |>roduce cannot be 

left to the iimuageuieiit of the corjioratiou but there 
sliould be an independent and untiartial body to 
undertake this taak. 

(3) Tlie prmlueers mugt under any circuinsUincen Imve ude- 

ijuaie repre3S<.uitation on the management of tlic cor- 
jxinition ho that their interests in it may projxuly be 
safeguarded- 

(4> We do not approve of the neheme of representation HUg* 
gested by Mr. Mel>ouguli in the (onstilution of the 
fH)ard, and \vt* |mrtii ulurly hold that tlu*re is no need 
for repreH<*nlatu>n for overseas interests. The details 
of thi^ oomjMisition of tlie board will Imve to be work(‘d 
(»ut in eonneetion with tlie seheine as a wdiole and 
stefis will have to he taken to ensure that no fmrti- 
( uiar interests pre|)onderate on tlie hoard and to 
[>roviile for tlie repreMUilation of the State, if neces- 
sary . 

(5i For tiu' su<'e»*Hsful working of the eor|>orii(ion , it is 
ntxessarv that hoth its eonstitntion and its fnnetions 
slioiild be provided for by statute. 

(fl) It is es.senliiil to have a preliminary surv(*y of jut<* pro- 
duction in the three firovirue. of Bengal, Hilmr and 
( >riHSii and As.sjim. 

(7) Tlje (piestion whether in ease' of restriction of jute any 

lands winch are released frean jtitc* can us»’d for 
growing othcT rro|is is a matter which will rccpiire 
the attention of tlie Icx-al ( lOMTiniHUits which will, if 
necessary, c'onsult thc> Iinf>erial (’ouncdl of Af.ouub 
turn I Research. 

(8) The Jute ronnnittee recommended bv tlie Royal (’om- 

mission on Agriculture, which we have reason to be- 
lieve will he apfx)inted in the immediate future, wull 
no doubt deal with these and c^ither matters. 

21^7- In ]Miragraph 209 we have cjuoted from \hv re[K»rt of the 
Bengal Provincial Ihinking Enquiry Committee their opinion that 
the ftbsenev' of fixed standarclH resultR in ccinsiderahle loss lo 
growers of jute. We consider it imjxirtant that cMirly stiqm shouicj 
I>e taken to remove this disability ; and we sliould like to observe 
that it is one of the prineij>al rc^asons why w'e aflvcxate the estah- 
lisliment of a jiite c^orporation on sound lines as early as fx>8sible. 
We recognize, however, that even if prf>mf>t action is taken by the 
GovemYnenlir concerned in the matter, it will take some time 
before the scheme materialises, Tn view, however, of the great 
importance to the producer that the standards sIwRild be fixed as 
early as possible, we forther recommend that the local Govern- 
ments concerned should take prompt steps for the fixation of pro- 

f2 
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I>er standardB of jute. These standards may be revised later on 
wlien a corjx>ration, on the management of which lx>th the buyers 
and producers will be represented, comes into existence. 

Tlie }5<mgal (OmmitUx* have [x>inted ou,t that the East 
India Jute Association has been esiahlished with a view to impart 
a steady ton<! to the inoveim/nts of the price of jute but that it|. 
present constiiution and working have not achieved the purpose. 
The ( ornmittce hav(\ tlien hire, ret'ornmended that a i>rojXT)y 
organis'd futuo*s market should l>e estaidished })y legislation. Wo 
think, however, lliat if a( lion in t!u‘ direction contemplated in tlie 
pn-ceding paragraphs is takep, tlicre will he no necessity for consi- 
dering the p'coininendation of the IVovineial Commit tee. 
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291. Ac<x>rdiiig to the re|x>rt8 of Provincial ('ommittees the 
position ill regard k> the growth and succt'ss of societies is as 

followA : 

(i) — In order to crt'ate a favourable market for the 

grower of jute, the Nowgong (\>-0|vrative Sale SiH'iety wan started 
ill 19*27. The businens was not a hnancial success owm^ to inHufli- 
cient capital ; lack of lousiness exjx»rieuce on the t>art of the manage- 
iiient ; inal)ilitv i<» ;.:rant advances to cultivators to extricate them- 
selves from the gnji of the Marwaris; and, finally, disloyalty on 
the part of tlie members, 

(ii‘ iii^ltihay . — (hi tlie dlst Mauh 1929 tluie were 28 cotton 
salt* scK'ietiiVs and dl otluT sale so< icties and the total valut' of pro* 
duee sold tiuough tlu in was over Hs. Tdk lakhs for (he year I92H- 
29. \\ e are told timt the sotieties have been »Nueeessfiii. ^I ho 
cotton s<K‘ie(i(»s supply s<*ed to memhers, arnuijie for gmutiU! and 
gra<hn ;4 with the assistanee of tlie Agricultural th'partuu iit and for 
sale by aiutam or h\ f)n\ate treaty. As a furtluT step in inioket- 
ing, ginning fa( toru's have In'eii started ami (heir work ha iM‘(*n 
eO'Ordinateil with the sale soeieties. It is said tliat no (linieully 
has liefMi feit in regard to (he supply of finamac Some siK ieties 
levy a fine for dislo\alty on tla^ part of inemhers. 

{ui\ JUnujal . ( 'o*<»p<Tat ive sale i;<H*ielies hav<* hi'en estahhslied 

in many centres in Pengal, di'ahng in eommcMiities like paddy 
Infe hutf with riire ext f|>t ions, tlu'v have not yiebbal exfx'cted 
resnlt.s. Tlie jute sale sexitdieH have resulted in failure. 

(IV I }i\iuir liti'l Ortssd l\vt> rxpf*rinu‘nts wen* nmd(‘ in <’o- 
ofH.*niliv(* marketing in I’dhar and Orissa ami both of (fiem ref uh(‘d 
in disastrous failures. 

('cutral /Vorou f .v. - Kxix rmieius mafle in i o-operaM v** sale 
societies or adat sliops have not met vvitli imieh Huceess. 'rheir 
number on .H9th June lt)29 was d and (lu^ total memberslup 290 
and the value of business alaMit Ps, Id tMiO. 'I'Ih' Ibgo arar’« 
refKirt for the latest y(‘ar available shows that there is a (dear 
indication tiial th(*se ins! ilntions stand a Ixdter ( hanee of rn<x*e^8 
if the gmading of eotton is regularly introdueed as is (fa* (iise in 
Fimilar wH iet ies in Itornhay. More intensive projmganda is also 
wiid to T>e fus (*s<ary for popularising tlu* c(co|>eraf lv(* sale soeieties. 

(vi> Afadra^v.— Many attempts were made, soum were sur ( ('ssful 
and some proved failureF. Pour co-ofierative siile #x>eieti(*H have been 
atarted for (otton. They are in their infaru v JJie total }>aid-uj) 
share capital r>f thes(* (vwieties amounts only to le than 
Rs. 30,000. They are said to be a gueeeRs in the limited scale in 
wdvieh thev are carried on. The rvotw arc allowed to put their 
cotton in tlie gmlown, take advarues on them and ha\<* fliern 
graded and fiold. Tn the case of planting pro<IiKe. if i^ that 
‘There ia too much disparity betw*een the big and the liille to enable 
them to combine readily**. 
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(vii) Punjab , — In the Punjab, the number of societies at the 
time of the C<«iimiitee*B report wa« 25 and the value of produce 
sold through them Rs. 58 lakhs in It is said that 37 per 

cent of the produce sold was on account of non -members. It is 
also urged that these sfx'ieties make litt'e ap{)eal to tfie small 
holder, and most members are lukewann in their Bup|X)rt and many 
do not uHi* them at all for the stile of their j>r(Hhice. Reliable and 
suitable managers are not easy to secure and embezzlements are not 
infre(|ueiit . The financial jiosition of the scK'ieties in the canal 
colonies is said to be s^iuiuh and very little advantage is re[)orted 
to Ih* takt*n of llie storage facilities olTt’red l)y (‘ornmission sho[>8 
tliougli they are mostly prepared to advance np to 75 jx‘r cent of 
tlie value at 9| jx*r cent. 

(viii} Viiitf'd Prortru'cs , — Tliere has no j^rogress in the 

direction of introdneing co-o{>erative sale societies. 

292. W’e have already |>ointed ont the directions in which co- 
of)erative wile s(k ieties can introduce economies in marketing costs. 
We agree with the Provincial (’ommiltees fliat the suc eess of such 
Bocieties tle|H'‘n<ls u}H)n four factors : — 

(i) There should be u inargin la rueen tlj<’ lowest and" the 
highest [jri(‘e during the j><‘riod for winch the product can be stored, 
•Bufticituit to cover wastage, interest and managtunent charges and 
xtill leave an apiinnialde economy. 

(lii 'fhe management of the scxdeties should he entrusted to 
managers with local knowledge and commercial exjx^rience. 

iiii) There should be loyalty among the {)r<>ducers strong enough 
to keep them from tlie tem}>tation of stdzing o|>|x)rtunities of larger 
profiiH bv selling elsewhere, or from deserting the srx iety < n the 
first ap|M"arance of loss. 

(iv> Tlie wxviety slionld got a fair shar? of the turnover in the 
area in whic h it o(>orates. 

293, On tlie whole, we think that tliere is much scope for 
improving and extending the existing mac hinery and that with a 
tdear line of advance and with sound and comt>eteni guidance, co- 
operative marketing is full of possibilities for the future. We may 
ol>s<^rve in this connection that the F^ononiic Depression Enquiry 
CJommittee in Madras has recommended the organisation of more 
co-oj)erfttive sale societies for all kinds of agricultural produce, 
especially commercial crops, and has urged that Government should 
give liberal grants to such societies for tlie c'onstniction of godowns. 
We also consider that Provincial Governments should not hesitate 
to make advances to co-operative banks at concessional rates of 
interest for the development of co-operative sale societies. 
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POSSIBILJTT OF PoOLS. 

294. The Rihar jukI ihi^i CoimuitliH^ jH>int out that tl>e 
pool iovoives an agreenierit among individual prodiuers not to 
self except at prues ji^reed on by the whole IkkIv of producers 
acting througli an asscx iation, but it dtXN not nm?xsarilv mij>ly the 
jjJiysical col lection of the products in one or inort^ ^^toruge lenlres. 
They my that this form of organization in already working 8Uix't>8H- 
fully among tfie indigo growers .n North Mihar and the ^uccesH o( 
the orgarhsation is due to the fact that the n urn her of growers dtx's 
not exceed 2tKt ii^ all arul that they are well educated men witlj long 
exfx^riemv of their hnsim ss. The Committi^e add that tliere is no 
i^rricultural {>rod\u‘t in (hat [province which at present holds out 
Ifluch lK)|)e of similar organisfition aiid (hat no otic has (ome for- 
^^rd to adv(M*a(e the idea of stimulating the format of jHsds 
^tlier Committ<'e- are of opinion that pools are not a practical 
proj>ositit>n in India at pnvixmt, (Ine f\)mmilt<s' douht if tlie 
Agriculturist will gain anything in the long run hv forming a pool, 
and are of o|>iiur>n that j>ools will Knul to clash of int<*rtMts and un« 
haj)tn disfaites. 

205, We have already referred to tlie possibility of establishing 
a jute control <'or|H)rat ion to (’onirol (he |)rodnction and stahiliz.i' 
the prices of jute. We do not think it is po.HHi})le to take similar 
action in regard to any otlier produce at present. 
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Draft Bill hy the lute Mr. B. F. Madon, for the Ew {juragcmcni 
of the Establishment of Independent Warehouses, 

The ejitabhshmeiu of iiulepeiuleiit war ‘iiouBen for the pnm ipal 
irtapK? products of Irrdia is a iiereHsary corollary lo the establish- 
riieui of thr Jfeseive Bank of Ifidia. lliere is a wide spread 
feelio',^ that Uihajuale finaru ial fa ulilies an* not avaiiatile for buliau 
prodnrts vvfjetiier raw pro<lii(‘ts or niiinnhu lures, and tliere is an 
Arn[)reHBion that llus is due to present hanking resouiees of India 
being iind(‘r the control of foreign exc hange* and other banks, and 
that tliesc* liaidvs are partial to foreign [uoduets or to Indian pro- 
ducts destinc'd for fortugn (‘ountries, and <]e\()te their resoutie* ia 
such products only, 'rids iin[)n\s-ion has led to great hopes being 
built on th(* future Beserve Hank for satisfaetorv facilities for the 
finaii *e of Indian jiroduds in view of its gn*at resources, but it 
not appreciated that the real diflicnlty is nc)t the partiality or other- 
wise of tiu* e xchange or otlier hanks, hut the want of sotne system 
I y which giMais and merchandise ( an ht* taken in pledge* |>y banks 
on satisfactory lines. It will be n adily understood (bat gavods in 
the {>osK(*ss!on (»f the borrouer birnself caiMiot form a satisfactory 
K(*eurily for advanc'es on sneli goods, and that vvliat is wanted 18 
goofls stored in warehouse's uiidt'r inde'f>end»uit ounership, as ware- 
house rect'ipts issued hv such iiuh'ia'ndent owners for g(K)ds lodged 
with them will give* the iu*cessirv seeuiity to hank«*rs. without 
rtujuiring lla*m to ('nt<*r into {divsH al |»oss(\ssion of tla* sau>»v It 
is TmIIs made* against such goexis that forio the kiial of fhlls that 
a U(\s(uv(‘ Bank can safely disc'oimt, and. as will he seen the 

provisions of tla* ]{(*serve Ihink lidl. if i*' only thnaigh redistount 
of such Ihlls (hat the vast resource's of tla' K(*st*rve Bank can be 
placed at the service of Indian icnwluci* and Indian mamif;uiure8. 
Slab inde|M*ndent wandiouscs are practically non-existent in India 
and for tla' satisfactory working of our finaneial inaehinerv it ift 
essential that sueb wandiouses should be brought into existence. 
To f>rf)vide sia h ind('fx*ndent warchouHcs. surtieiently large to meet 
(tie requirenu'nts of trade in mu b big centres as Rombay and Cal- 
entta. and eipiipfX'd on the most upto-date lines for the Imrdling 
of inereliandis<' (*fliciently and econoinic allx , will call for a great 
outlay of capital, and it may fail to give an adennate return for 
some years in view of tlie |)res(*nt pnictice of merchants of storing 
their gcxids in their own gcxlowns. It is confidently anticipated, 
liowever, that the advanlairea offered by such warehouses to l>oth 
Ixirrowers and hankers will come to be raf>idly appreciated, and 
not many vcais will pass Ix'fore every ineli of spivee in such ware- 
houses will l>e called for. It ia feared/ however, that until a few 
such warehouaea |arove a success and give an adequate return 



BORAL FfNANCB — ^MARKBTINU AKD llOVKltfENT OF CROrS, 


233 


the invci>tor, capital in this country, u^iuilly lUiy, will not be 
fortlw'ontin^r building of «uch warehoim"#?. It is am>i*dingly 

projK>8cd tliiit a guaranty of a iiKKlerak* dividi^nd l>e givan by 
Government in order to bring into exiHteme this very chmMitiul link 
in the fahn< of India s financial orguni/.ation. It is further ptt)- 
jh,s<n| To < reat<‘ some rnarldnery for insjavtion and supervision of 
wareliouses that may winh to be licensed under tin* terms td this 
Act. SiK'h machinery is lux'essiirv Imh'husc the vvurehoUHc leceipts 
nvv t<» f<»rm the basis fur advances of large sums of money hy 
banki rs, and they would like to feel secure about ruch advoncfs. 
Any attempt at su[KU'visi(m hy them, however, is liktdy to he resent- 
etl as due to suspieion of the hont*sty nr the solveru v c>f the ware- 
hou.scman cn the h<»rro\\ing ensfomer. while supervision hy an 
impartial autliorily <‘reiited for that purpn e hv (hnernment is not 
likely to raise any sueli suspicions ami mav even he wele >med aa 
ins[»iring greaf<‘r <-onfnlenee in warchousi*- suhji'ct to such super- 
vision 


Hrii ft (if a full ti> encoufiKp thr rstni>hs}n)t( fit of uuit ju vdrnt 
U'ure//offv« V {ft Ittdia and prnndr for fheir i>ri>prr sujn rrtsion 
and (ontrid. * 

Whereas it is expedient to t*n<-ourage th(' r^HtuldisImumt of in- 
defMUulenl Wandioust's in India, ami arrange for thtur pro|MT 
supervision and (amtrol, it is hendyv i*nacled as follows : * 

1 (I> d’his Aet may he callc<| th(‘ Indian 1 ui’ensed Ware- 

houses Act. 

(•2‘ It shall exOuul to the whole of British Imha and 
shall come into force from - 

2 . In this Ael . unless lliere is anulimg rcfaignant to the 

suh]('ct or the context 

0/1 " \varchous»‘' ’ will m<‘an everv huildiug, stnaiurt' or 
other fvrotei'ted eTK'h»sure in vvhieh any raw pnidme 
or riiaimfact ures are sf fired. 

(b - w ill include twai <»r irnaf* jM*rKf>ns ael mg in 

fKirtncrshifi or a ( funjwtnx registered und**r (lie 
Indian (’orntKinies Aet. V.ll'b 
(m ' ‘ vvarehouseman' ‘ me tiiH a jx^roui lawfujly engaged in 
the f)UsirH*Hs of stfiring gof ds and merfdiandi e in- 
chad mg agritailf ural prodiaao 

(d) 'rtx'eipt” means ref cipt issued hy tin* faroprietor nf a 
warcliouH^" for grMxls entrusted to him for storage. 

3. Tlie (iovernor Oenenr! in Council may on application to 

him inmie to any warehouRcrnan a lAtanca for tha 
conduct of a w'arehotiae or ware}ious#*H in aor ordanco 
with this Act and ^uch rulef^ and regulations as may 
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be mude hereunder, provided that such warehouse is 
found suitable for the storage of the goods or mer- 
chandise named in the Application for Licence and 
the warehouseman agrees to comply with and abide 
by ail the terms of this A<’t and the rules and regula- 
tions nnule in pursuance of tlie same, 

Provided further that each such Licence shall l>e on such 
terms and for nuch jM^riod as the Governor General 
in (’ouncil may deem fit and sucli liicence may l)e 
renewtul extended or modified from tunf‘ to time at 
tfie discretion of the Governor General in Council. 

4. The (lovernor (ouieral in Councii is hereby authori^ed — 

(a) ui)on application of any pers4)n for a Licence to in»l>6ct 

or caus<} to be inH})ecte<l the warehouse or ware- 
houses ( ontern plated in such a|>|)licaiion, 

(h) at any tune and from time to tune to order msjxM tion 
of any warehouse or warehouses licens<*(i under tins 
Act, 

(c) to determine whether warelionses already lieeused or 

for whieh licences may have l)een applied for are 
suitable for the [»ro|'.er stora^^^e of iht‘ iwuticular 
class of gcHsls or mendniiulise conl'Un|>Iated in tlw 
Iuc(*nce or A[>plicalion for Li<*en('e, 

(d) to classify vvarehousces licenced under this A<‘t accord- 

ing to ownership. IcK^ation, const ruiUion, surround- 
ings^ cafXicity and otlier (piahties. 

(c) to pres(’ril>e within the limitations of this Act the 
duties of the warehouseman conducting wareiiouses 
lit‘ensed under this Act. 

(/) to 8US[>end and if necessary to revoke any licence 
granted under this A<-t fi>r any hreju b of th^» pro- 
visions of tins Act or of tlie rules and regulations 
made hereunder. 

5. The Governor General in Council shall be entitled to 

collect a reasonable fee for examination, or inspec- 
tion, of any warehouse that is tlie subject of an appli- 
cation for a liicence under this Act and shall al«<3 l>e 
entitled to collect a fee of not exceeding Rs. 
per annum for each licence or renewal thereof under 
this Act. 

0. The Governor General in Council may upon preiienta|ipn 
of satiftfactor}^ jKOof of competency issue to any per- 
son a Licence to inspect sample and/or classify any 
agricultural product or products stored or to be stored 
in a warehouse licensed under this Act according to 
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t'onditioD, grade or otherwicke atid to weigh the same 
aiid to certify the weight thereof upon condition that 
8uch person agrees to comply witli and abide by the 
tenns of this Act and the rules and n^gulations 
prescTibed Iiereuader so far us tlie Mine may relate 
to tiim. 

7, The r^i<‘ence of any such jn'ison iicenst^tl muler ctaust‘ (> 
may i>e Husjxnided or revtikei by the (lovenior Cione^ 
ral in Council if he is Hatisfit' I that suc h liicensee has" 
failed correc tly to insfHH't, samfde. classify or weigh 
any agricultural prcnluct or j>ro<lut*ts or has violated 
any of rlie provisionn of this Act or of the rules and 
regulations made hereunder or lias nsial his Idcence 
or allowtal u to he ns<»d for an\ im|>n»|s‘r pur{H>so 
whatsoever. 

6. Kvery wartvhouscunan conducting a warehouse lic’cnsed 
undc^r tins A(‘t shall icceivc* fca storage* thermn so far 
as Its c apacity {HTinlts any g(x>ds or mca< liandisc' of 
the kind customarily stored therein hy him which 
may he* tendered to him in a suital>li' condition for 
\v areliousing in tlie usual manner in the ordi- 
nary course of husiness without makiiig anv dis, 
crimination hetweem js^*rsons desiring to avail theno 
selvc*s of warehouse' facilities. 

th ]\vt*ry |M*rson who de}>osils gcxuls or merchandise incd tid- 
ing raw agricultural produc ts in a warehouse iicensc'd 
undor tliis Art shall he deemed to have* dc»|K>Hlted the 
same sul)je<'t to the terms of this Ac't and the rules 
and n^gulations prescril><*d hereunder. 

10, For all gcxids and merclmndi^c including agric ultural 

products stored in a wareliouse liccuised under this Act 
original receipts shall he issued hy the warefiouseman 
conducting tlie same but no rcMadpi shall he issued 
for any such gCKxls and merchandise or agricultural 
products unless the same are ortually stored if< the 
warehouse at the time of issuance therexif. 

11. E very sucli receipt sliall cunhody the fcjllowing 

culars namely — 

(a) location of the warehouse, 

(b) date of issue of receipt, 

(c) consecutive serial number of receipt, 

(d) statement whether the subject-matter of the receipt 

is deliverable to bearer or to a sfjecified person or 
to his order, 

(e) rate of sUNUge charges. 



tu 


CHApTsa xin. 


(J) markB^ number and weight ol packages received 

vided liowever that where it is some agricultural 
product in bulk the destTiplion and quantity thereof 
nhall Buffiee, 

(g) the class and grade of any agrit ultural product re 
ceived for storage where the de[)ositor wishes it to 
be shown on such receipt in which ease it shall be 
as certified l>y a |a?rson licensed under clause 6 of 
this Act, 

(//) a Htalcment that the reicipl issued subject to this 
Act and the rules and regulations made hereunder, 

(i) if the wareliouHernan is owner or joint owner of any 
g<KKls, the subject matter of such rec’eijit a st»t6- 
ment to that effect, 

ij) a statement of the amount of advance made to the 
dejMJsitor or any other liability by the dejxisitor due 
to tii(' warehouseman lor wbu li he claims a lien 
pnwided however that wla re tlie [►recise amount 
cannot he* asc<;rtairH*d at date* of issue of sucli re- 
ceipt a statement that lu‘n is claiimsl will sufhco, 

(A:> suci) other terms and eonditions as iiiav Ice laid do>\’n 
by th<* (lovernor (leneral in Council in this bedmif, 

(/) signature* of the warehous<‘ma;i or of some |K;*rson duly 
autlic)ns<'(l by him and the number of lus Licence. 

l‘J. So long as an original nceipt issued under this Act is 
outstanding and uncaiuciled by tlu* w archouMMiian 
lumscdf no other or ftirtber rec'cijit shall he issued in 
rcsjH'ct of the* siime g<K>ds, nu‘nh:indisc* or produce, 
provided hovvevcu' tliat in case:* a recei[»t is lost or 
dcst roved a fresli n'ceipt mit; he issued in identical 
t^'rms and hearing the sanu* date* and number as the 
original on satisfactory bocinity heung given by the 
fkuson asking for such du/dicatc* on lines laid down 
in the' rules and regul itions made in pursuance of this 
Act. 

13. UjKin demand made by the holder of any such receipt 
and offer to surrender sneh rcH-eijit witfi such endorse- 
ment if nc'gotijihle as may Iw necessary and upon 
readiness to sjUisfy the waireliousemen's lien and/or 
charges, and give proper acknowdedgment or dia- 
chnrge, the wwehousernan shall forthwith deliver ilie 
goods that may be the subject matter of siKdi receipt 
provided however that all siH?ii receipts that come 
back into his hands duly discharged shall be forthwith 
cancelled by the warehouseman and preson-’od on his 
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re<H)r(i for at least three mlerular yeiirs from date of 
sindt dis^'harge. 

14. Every wareiiouKemHU lieeiiA<iHl tmder tins Avt shAfl keep 
in a [>laee of Kafoty eoiufdtMe and <*orr<a't rtn-ords of 
all agrieultuial {irodnetJ- atortal therein and withdrawn 
llani from and of all reeeipts issued by him rind of 
leeejpis n'tnrnial and t aiieei’ed aiul shall eonrhi- t tim 
a rehome in ah respeets in co!n|‘han(‘e with tins A<’t 
and t!»e rules and rei:n!a( ions made thereunder. 

la. hi ensed u ara ln»u>eman shall n‘|u>r( (o tin* (Jov- 

einor tienera' m ( lumeii ihe eniulnuai of lie ware- 
housr* ,>r v\ ,o <‘hf >us(‘s, and ilie ennti'Uts, ojx'ration and 
hii-.'ue (he? ad ui '.la h lane and at ‘Oieh tina's as 
I ! le i in\ » » iH »r (ieneia) m ^ mav re^jinif 

ltd d'hr (iioiain)} (iiu.'ia; sn ('nn'e'' mu ean *■ an 

f aai *a - xaminaium ti* he matif nj an\ vn : el i* >iea» 

!a-eint'd lieiaainder aOil nl lia^ -iM'dr. s'nrsd thitrin 

and ol the () 0 (d-.> and ireiada thiMenf a{ an\ Imu h\' 

I ’^r>"n lar jaa. onv a| pmnh d h\ Imn m ihai h-'l alf. 

17 . ^^{lem'^el .IS a la; nil <d siieh <va!ninal!on n i . fmind 

jIkO a \\ a.rt Iimus. man >s nwl ii ndn -liii;: I i> w aii hnnse 
it! areni*dan<’e \vith |!j( ^ Art (,r the lailes all I le^mla 
tioiu inad<' hrii'undto' of thit he is eliai;onp nurfaa- 
-Mna}>'a‘ and e\4>rlait.i nt die (in\a*rni)f iiefierjij in 

t’onneil fna%‘ nfaier lus 1 .lea ner to he hUs|»erid<*d and 
if sat Ktuel<»r\ rupiaiiat leai n| the l^iaanh iif liiis Aet 
or nf ill” rnli's and repolal loiia inaile hereunder is not 
fortheoming may order sUeli 1 .aa-nee to he n voked. 

18. Tiie (h>v«'rnor (lenerai in ( Ouneii may order to he pnh- 

lishetl m the (iaretti’ of Imitu the r<*sij|l of any im 
vestit^ations under Clausi* d ta under (‘lans<va Ih and 
17 . ddiere shall also be |>tddfs))#al in the (inzrttt of 
huiui tlie narnert and loeations of warrdionses liiauisivl 
liereunder with the nanne^ ami addreKs<*s of tho 
Lirens<*e.s as also a h.si of all lieenet^n revoked or ter- 
minated under this At t and the reasons t her- for 

If). The tiovernor (reneral in Conneij shal! from tiino to lirno 
make such rules and reguiations as may afipear tt) him 
advisidde for the proper earryirijz out of the provisions 
of ill is Art. 

/20. livery pt rson who shall forge, alter, coiinterhut, Himulate 
or falsely represent or otherwise* nnlawfuliv use any 
Eieenee lasiied by the Governor General in Eoiincil 
finder this Act or shall issue or utter a false or fraudu- 
lent receipt or certificate and every person who shall 
without lawful aiitltoriiv convert to his own use or 
use for the purposes of securing a loan or remove 
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from a Licensed Warehouse contrary to this Act or 
the rules and regulations made hereunder any goods 
or rDerchandise stored or to be stared in such ware- 
houiie and for which Licensed lleceipts have been or 
are to be issued shall be deemed guilty of a misde- 
meanour and shall u[x^n conviction be liable to a fine 
not exceeding ten thousand ni[)ee8 or double the value 
of the g(KKls or merchandise involved \vhi(!hever is 
the greater or imprisonment for a period not exceed- 
ing twelve months or both at the dis<Tetion of the 
Oourt and the owner of the goods or mencdianuise so 
<onverted used or removed may in the (TiW retion of 
the Cu)vernor Genera] in Council be reimbursed out 
of the fines so collected to the extent that he may 
not otherwise have been reimbursed. 

2J . Any [person who shall with intent to deceive draw a fals^ 
sample or shall wilfully mutilate or falsrdy repre- 
sent a sample dniwn under tliis Act or sliall classify 
grade or weigh fraudulently any agricultural products 
stored or to be stored iiruler tlie provisions of this Act 
shall he deemed guilty of a rnisdemetinour and upon 
conviction he liable to a fine of ru|M'es five hundred 
or imprisonment for three Uiontlis or both in the dis- 
cretion of the Court. 

2'2. It shall he oj>en to tlie (lovernor (Jeneral in Council to 
offer an inducement to the erta})lishinent of Licenw^d 
Wurtdionses as <‘onteinplated in this Act hy way of 
grant of land free or at a nominal rental or by a 
subsidy towards tlie cost of construction or by 
guarantee of reasonable return on tlie total <‘a[)ital 
invested or in any other way that may a}>|H^ar most 
suitable to tlie Governor General in Council in such 
pliK*e or |)la<‘es and on such tenns and conditions as 
may app<MU* desirable to the Governor General in* 
Council provided however that where tlie induceiHenW 
to be offered is a guarantee of a rea.sonable return on 
capital it shall not exceed a retuni of more than five 
per cent |x»r annum and provided further that where 
any payment by the Governor General in Council be- 
i‘omes nei'essary' under any such guarantee a separate#, 
accotint shall ^ kept of the same and Governm|nt 
shall be entitled to one-half of all earnings of any 
warehouse so guaranteed in excess of a return of sit 
per cent on the capital invested until the amount 
paid to such warehouse in order to implement the 
guarantee given to it and standing at the debit of such 
separate account shall havo bean entirely wiped off. 
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IU haI and CoTTACiB lNDrSTfilK», 

2Q‘). It will ho oonvoiiiont to oonfino oiirHolves in thin chapter to 
the problem of financing of i‘ottagc and rural indiimiies winch 
more appropriately come under tiu? head of ‘'vilhige and donioatki 
induBtries” jiroviding Bul»suHary cHcujMilionB to tlio agricultui isiH. 
The other ty[H'8 of rural iiaiustries of the ordinary factory typo 
located in nirul areas and which are mor*^ or less organized indus- 
tries are more conveniently dealt witli in the c“lm|>ter dialling with 
indnstriiil hnaiue, along with major industries. 'The IVoviruinl 
Committees have m<mtioned among cottage and rural industries 
o(^ the “village an<l domestic tyj>c‘’* handloorn weaving, silk, gold 
and silver thread. Iirass-ware, hell-meta), hidi and cheroot-making, 
rnat-rnuking, giir-making. hand hulling, extra<*tion of oil in the 
village oil firess, dairy farming and tlie wiak of tlie village artisanH 
generally. 

2t)7. The first (piestion that prescMits itself in this connec- 
tion is wht^ther tlie agriculturist lias tlie recpiisite leisure [iro- 
fitahly to [nirsiu* one or other of these small industricH 
willi li view suhstantially to add to his income from agricul- 
ture. On this (picsiion the Royal ( 'oinmisHioii on Agricul- 
ture have expressc*d iheinscdvcH in thcHe words : “A pnanineni 
feature of Indian agriculture is the amount of spare time wliich it 
leaves to the cultivator, I'his varies very greatly according to the 
local ag^ricultiiral conditions, hut it may he assumed as a broad 
generalisation that liy far (he greater nurnher of cuftiv.itorH !iave 
at least from two to four nionthfi of absolute leisure in thc^ year. 
The methcMls of liringing within the cultivator’s reiuh industrial 
opf)ort unities to fill up his sfwire time must vary with Ics^al cin urn- 
Bfelirttes. As agriculture in the greater part of India c irmot offer 
emplownent for the whole of the year, the prolilcun is to sugeest 
lines of work which c*an suitably he* undertaken liy thf* cultivator 
or his family ii: their spare time and without detrimcr4 U> the 
cultivation of their land’". We agree with the Royal ronamission 
and with most of the Provincial Banking rkirnmittcH^s, and 
hedd that by far the greater niiml>er of agriculturists in India 
hav# the time at their disposal to pursue profitably one or other 
of the small village and domestic industries with a view to 
add to the income from agriculture. The Royal Commission pro- 
ceed to discaiss fl) the industries pursue<1 by village* artisan, 
(2) the handioom. pottery and rope-making industries, (3) seri- 
culture, (4) poultry rearftig, and (5) lac industry. A^iart from 

( 2S« ) 
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U)e [)roviHioR of finance the factors that tend to encourage tlie de- 
velopment of these industries are, in the opinion of the Commis- 
Hion : (1) development of new ideas such as the supply of jittractiv# 
patterns, (2) careful and thorough instruction in modem processes, 
and (3) finding of markets in and outside the l(K*ality. The Com- 
mission hav(‘ said licit thes*‘ forms of assistance would best be given 
by (’o-opTutive and Industries I )epirtinenis to artisans organized 
on the (*o-c|)<M'ativc Icisis. We are informed tiiat steady and strenu- 
ou*^ (lino jon lhro;iL;li MfsHially cn*ated s^Tvices of ad\ice, infcnna- 
tion Jiinl ( iliK-ation has aehi(‘V(*d inucli in tlie dr^veiopment of rural 
itMhHtncs in (h ruKinv and {•crlain otlier eountric's. I ’x) follov ing 
(juotalion fr<)in the I’niU'd IVovinces ( V>mniittee’s is rele- 

vant in tins rf)nne( tion : “Mnch can l>e acliiev«‘d hy Slate aid and 
i-ion ns ( h-rfrian e\[ierit‘nce pfoves. In that /onr^ t v, thanks 
to the State’-s ecoivunic small scale indu^Iries 

about twodiflhs (d tlir* pr^puhitirm and more than Iti) p^‘r cent of 
lhf‘ ijidustrnd estnidishnauit ♦ ♦ « • ^ 

Man\ industries, houa-ver, wa-n* ’ en ated ” hv Slata'-aidcd 
action, [or exampK', watch-making in Saxony ntnl ;hr fuaking \)f 
pcia ils in r*a\;n'ia. Thus, le-vi indu^-lrie-. ])n\r lam inlfoducgfl on 
•a. laigc s<alc m <!ciri<t^ !.<!i iiU rrtdu 1 1 -a v\;*s iu;-t 

tidvanl asa'ous, ,\ ot la rifi ir; j f-aulufc.'d ^ iS -jcln.-tiay 

which gives tegular etiiploynicnt ihrouckoul tic \c;i!'. -'i.nhlo^ ’ho 
ttgritailf urail C!)jint of Mura»p»' i ) ‘uaiiilnu( a den-u . ‘JO - 1 
300 |H'rs(Uts t<» the s<juar<‘ mile. in <^nr [UiA itc *' wlcs’-- ? h< (Tv'’ irv 
is from aOO to 0(>o m the nvta \all<‘Vs. and when* agrie'd'ure ‘anno: 
normally (unploy the p«>pnlaUtan for more than 7 momhs m Mie at , 
the ne<sl for rnral indust rir‘s as suhsidiarv oecupation to agraailture 
»s fur greater. For a stay-at-hoine jHapulation like ours, enforced 
idleness ihiring a vear of searcity is a f>iiradox. which indicates the 
lack of balance of (xaaipations in llie Indian village vvliich Famine 
CoMunissious havc‘ repeatedly sotighi to remedy”. 

2tlB. The next (|UC'stion that <*onfronts those engageci in the 
promotimi f>f village and dornestii* induslrios is what the i hanees jjire 
of successor the rnral industries and whether they can really stand 
com}Kdition with the organized factory industries. In recent years 
the Provincial Oovernments have set up sf>ccial departfnenta! 
agencies to make a eareful sttrvey of the various mttage industrie.s" 
which are still extant in their provinces, and to examine the pro»- 
f>ects of their future stability or expansion. A sjXMual committee 
was appiinted by the Madras Government to repjrt on J,lie pros 
pects of the liandltxnn industry, and the repirt ref*enily published^ 
ogives some interesting figures which show that in some varieties 
of textiii .-, the cost of production on bandUxnns is less than that on 
pow'er loom«. A bulletin* recently issued by the Deiiartment of 
Industries, Madras, sliows that while the imports of foreign cloth 
liave fallen after the War J^y 1,0G4 million yards per annum, the 

• BulWfctn No* 13, Hand loom Wonving in iho Modm^ Prmddonoj, ISSOl 
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handloom products have increased by 199 million yard^ j^er annum. 
We should also like to refer liere to the following passage at l^age 
Clow's “The State and Induslry’’ ; 

^ ‘“While aeknowiedginent must l>e iiuule of the stimulus given 
to the industry by the [political movement in favotir of luunhwoven 
cloth-* it apjx»ars to l)e the aise th.at, at present at any rate* the 
hand-kx)in weaver can more than hold bis own against the mills 
in simple economic competition.'' 

The Koval Commission on Agriculture have, however, uttered 
n general note of warning in thest wortls : “'Even with the aid 
of new ideas and assisiaiue in training and marketing, llie contri- 
butions which several rural industries (an make in redueing the 
heavy pressure on the land is infinitesimal and in the natur«» of 
tliillgs th**> cannot, as a rule. ho|>c for ever O) survive the iiuTeas- 
jng -comjxUition of organized industry *. I'lu Kihar and (hissA^ 
Committee strike a similar note, huf they give particulars of soma^g, 
flonrishing cottage industries in their refx>rt. J 

In sjuie of tlieir dec line, cottage industries in different proviruTR 
siiHcuiplov a hoge [M^pulation. In Bihar and Oris.^i, we are told 
that no than gA million {HH>p!e are supfK>rt«‘d hy the^e ind is- 
tne**. In Ikanhav fieojde are employed in the hand-loom 

jndu''!rv ; and Id.OtM) jK*o{>le are employed in tlie gold thr(*ad in- 
fiiistrv in Surat. The hand-loom industry in the Punjat) snpiK>rts 
19'2.rH>0 weavers. 

I'xistim; rosiTioN is inK IhuivivcKs. 

200. We giv(' hf low a brief d(*scnpiion of some' of th<* rural in- 
dn‘'tnes dealt uitli hy the Provuicuil Conimitte(*«. 

Hand-loorn trrariug — JUimhay. — d“he v\ravt‘rs are of 
I'inds : H ^ indejKUident W(MV(‘r.s who work at home, OJ) karklumdarH 
who have weaver.s working^ under their snfiervision , and (3) dejxnid- 
♦ nt u>M\<Ts {H^rfV'tnally in delu (ither to a d(*alf'r m \;irn or a 
kari.li^nifldr and ndying on him for snj>[dir*s. FIh' md(’|Kmdenl 
and harkharularn receive yarn at a high price on ( rod it rai 
’^wulition that the manufaetnred g(KKls are wold tlirongli tl»c lender. 
Karkhanihirs and tlie indefwTident w(*avers ulio work uith their 
(‘Upitnl eitlirr srdl tfuougli the )(K‘al dalal or an aihiiija to the 
menduHit and, if they sell direct, they (jften find that punhaserK 
insist on credit for a month or two during which they have to find 
accommodation from the HOirrar at heavy rates of interest. In 
addition to tliese difficulties, the products of the industry have !<» 
compete with machine-made goods. Co-Of)erativc industrial wocii - 
ties have been formed to enable tlie weaverg to overcome these 
diflBcttltieR ; but com paredi to the magnitude of the industry , the 
number of peraom helped by the movement ir exceedingly smalh 
OnO noCabte feature of theee soefetiea is that they liave compamtively 
Kmall arreara* 
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'Hand4oom weaving^MadmsM^There ar# four , classes of 
weavers : 

(1) Those that weave cloth for ryots who g^ive the yarn and 
pay for the lal>our. This system is no longer commcik, 

(*2) Those vJio buy yarn, make cloth, it lu the local 
shandy or hawk it round the villages, and carrj;, on 
with the sal(‘ pnxceds. 

( 3 ) Tho^f who buy yarn from tlie local dealer on creiit^ 

selling l>ack the <‘loth to him. 

(4) 'I3io.'>e \\ho are su{)[>lit*d witli yarn and finance and return 

the clotli to tlic sinrear or master-dealer. 

The fourth class is generally seriously in debt wliile those in 
the third class are slightly better off. Tlie former are not 
at libel ty to *^‘11 when tliev like, and are bound to s<dl ihoir goodi* 
at an agreed price to the master-weaver or the merchant to whoin 
they are indeliti'd. Thos^^ in ciass CJf are in a sointwvhat higiier 
stag*' (H'onoinicaily . 3’lie diffuailty of marketing is great on 
a('connt of the fac t that the mill-made cloth governs the price of 
all. The Industries Department has done mikli to irn|>rove the 
industry, hut with existing diflicultit^s efforts can only liave very 
slow renults. 'Phe ("o-operative 1 )e|«irt ment has organized stxde- 
ties of various kinds, to jirovide raw material and to grant loan^ 
and to fiu’ilitate marketing 'rieere wcae I') pureha-'e and ^ait^ 

soeit'ties <*x<‘]usivrl\ foi* ^^ea\(‘^‘^ cm the 3(>ih Jura* 10*2‘.h whiidi 
sold to the members raw material worth about Rs. 1 lakli. 

Ifanddooni treaving — Central Provinces . — There lias been a 
considerable diHdine in tlie number of ]x*opIe engaged in thi;^ 
industry due to the eom|>etitioii of mill-made tlotli aiai to ilie 
financial and marketing difficulties of the weavers. Tlu: Weaving 
TVpartnient has betm studying the apparatus of wea\ ing and lias 
introduced a number of improved lly-shuttle slevs in 1,730 centre'^ 
capable of itu reasing the output by 75 cent. No attention ha«, 
however, been paid to }>ro|X"r marketing facilities for the increased 
output, with the result that in one centre the depression in prices 
due to overpnxluction made the aveavers discard the improved fiy- 
shnttle. The average small weaver purchases raw^ material on 
credit and f>ays heavy interest charges concealed in high 
After manufacdure, he has to sell the finished product for whilfiftflfil 
price he can get. 

Ifanddoom n earing — Pf/u/Vih— About 2(X) co-operative societies 
imve been formed to finance weavers. These have brought down 
^the cost of raw material to the weavers by 15 to 20 per 
have not how'erer been able yet to tackle successfully t||e 
of mai*keting, and the result has been that the weavg:: ggta 
favourable terms now from Ae middleman than before fvhe^ (J^ 
waver was dealing with the middleman throughout,, A 
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depot bus Leen started m Lahore uirdet A uiauager sptn iall) s^elected 
for hia business cajMcity. The CouunitkH? refer to the results of 
certain special enquiries made by co-ojxuaiive industrial insjx'ctors 
ia five selected villages m five districts. Owing to cotn|vutioii 
with foreign imi>c)ris and want of organization the weaving tiuius*- 
try found to be declining. 

(ii> Khadt productiofi — BUiar and Ori^m . — The business is run 
bj' 4be Bihar branch of the all-Indm Spinners* AsstKviaMon which 
«eU« taw maicnals and buys the finished product. It also su{>|>!ies 
the tatpitai, nuinaging ability and marketing organi/ao iiui wiiici; 
the \vta\ers need. Must of tlie materials are supplied 

at cost, or at tlie lowest jK)ssible priee, and the t>er\ ices of many 
able workers are rendered free, 'riie As.s<h iution suggests inijauv**'! 
methods and apiiliaives with a view to increase techmeal elVu iei cy. 
Tli^ entire ra|jitai of about Ks. 2 lakhs engaged in khadi prtHhk tion 
m Bihar, with die exci*ption of Hs. 4,4KH) dejiosits from wtawto*-, 
has'l>efii >u[>pli«*d by tfio central fund of th<' Asst>ciation. It 
not jinown whether any interest is jvaid for this advance or for 
the fikivivnees in kind to the spinners and weavers. ruder tins 
system, khadi worth Bs. 24 laklis was [irodueral in about 
centres, khadi worth Its. 3,17,fMH) was sold in th<* y(S’ir l‘d'JiS*2!) 
and about Hs. oO.tXM) was jiaid in wages to \vt‘avers. Thert* wert^ 
inevitable lossf*^ on pioiUMTing Viork in the first y(*ar. bm la'^t 
year, th<‘ tliird year of ofKTation, sbowta! a small profit. 11 *■ 
principal activity in this business is the production of yarn. b\ 
the us(* of the rharka, in t!ie liands of j>ersons who hav(^ had no 
previous expc^rience in spinning. The weaving (vart of the husine^-' 
is carried on by the ordinary rural weavers. Tlie orgam/rtt ion li es 
not lieen working long enough to judge whetlier it I«kelv to b * 
a permanent financial sncces-s. Rome of the pioneiu* (( uin s have 
^been taken over iiy inde[>en(ient linsiness organizations Imt it i* 
too early to say whether profits will accrue. In the .slack w^ason, 
wfiefFprcKluction is at a maximum and sales at their lowest Icvd, 
the Association is corrifielled to take advanees from banks on oM*r- 
drafe account against the Becurity of its Btock's. 

(iii) The gold and silver thread industry — Bon bay. — The 

orgaaieatian is similar to other cottage industries. Tlie market for 
lim product is spread all over India and tlie j)t^rk«d of sale 

ofierationa is prolonged. The bigger karkhandars are aometimes 
able to obtain deposits from the public. The smaller merchants 
rely on indigenous bankers or bigger merchants. The indebtedne^i; 
of dependent workers leads to sweated labour. 

(iv) Phe "Bhagalpur silU industry — Bihar and Orissa. — This is 

BcW partly in organized and partly a cottage industry, fiand- 

kxiihs 4>ei]i|f bwi^ by weavers and 1250 by the factories. Ihd tfie 
tactortea elho finance and market the goods of the weavers who are 
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in chronic debt to them and other merchants. The weavers work- 
ing in factories are equally indebted. No weaver would work on 
hire for a master unless he is i»aid Ks. 150 to Bs. 200 in advance. 
No interest is idmrged for this advance, but if the weaver changes 
liis master it must be repaid by the new master. The independ* 
ent weavers borrow against jewellery or against personal security. 
Only illO per cent are free from debt. The rest are practically 
tictl to tlieir mahajatu who have a sort of trade combination 
to protect tlicir unsecured debts. No weaver can go to another 
inahajan without a certificate of discharge from his old mahajan. 
A weavers’ co-o|XTative society was organized to help them, but 
the improvidence, dishonesty and lack of seinirity of the weavers 
proved such stuml)ling blocks in the way of success that 
a s\un of Hs. 80, (KK) was lost in the venture. Advances in the 
sliafM' of raw materials instead of cash were tried by the Bhagalpur 
( entral (’ooj^erative Bank, hut iliey were converted into cash by 
the thriftless w’eavers hy selling them at less than market prices, 
fiovemn^ent have started a Silk Institute at Bhagalpur to teacH 
tlie weavers the use of improved methods and appliances with Wic 
object of helj)ing them to hold their own, but the independent 
weaver suffers in competition with the factory owners, and the 
industry is tlius slowly progressing towards its inevitable end, the 
factory stage. 


(\) Silk-uorm naring and ailk utovnig — Assam . — The rearing 
(A thi* various kinds of silk worms, endi, muga and jxit , and silk 
wtaivmg art‘ iniiH)rt}ir\t cottage industries in tlie Assam and Surma 
vallcvs. Most of the weaving is for u^e in tlie houscdiold, hut 
there are jaufessuinal weavers also who deiM^nd on the industry for 
tlieir livehh(K)d. The Sinx'rintendenf of sericulture is dtwoting 
uuuh attention to tiu^ n%aring of the worm wliich yiekfe fine 
silk, and i>rogress has been made through the aid of six demonsli^^ 
mrs. 1'herc is a g<XHl market outside .\ssam for endi and mugu 
elotlis. the price of winch has greatly increased in tlie last ten yeai"s. 
Whi nesses h(*fore the Provincial (’ommittee have taken an optimis- 
he view of file market. The Government em{x>rium at Gauhati 
Ihivs i’iotli from the middleman and from the actual weaver and 
sells it, the weaver receiving ihe sale proceeds less a dedttetidn 
half or one anna in fhe rupee. The Committee doubt ivbether 
much financial assistance i.s required by the rearer of sillc "Worms. 
If, however, some help is required, they think that a small grant 
fiom tlie Tle|'»nrtment of Industries might he made. The Gauhati 
emjHuium supplies good yarn at a reasonable rate to the siltf 
weavers and finds a market for the finished goods. For further 
pi'ogress in this direction, more capital is said to be needed and 
the Committee have recommended that GoremmenI idiould 
increase the working capital of the emporinm. ^ 
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(vi) Brass ware indmify— Madras, — TIub industry thrives m 
Kumbakonain where Uiere are al)out 1(X) smitlues run by workmen 
♦ and tlieir famifies and l'2o run by master-workmon employing 
ocher workers under them. The owners take bnis.s-sheets from 
the traders, receive uages in advance either in luiuj) or instal- 
ments at stipulated rates, manufacture the uriicles rei|uired l>y 
t!ie rraders according to their siRvification and deliver the goods 
wiiiiin a muinh, fading which they interest at 12 \Hr eeiu 

beyond that period. The inaster-workman gives athantav to tho 
workinm under hint out of the advaiue roeeivtai froiu tlie traders 
and pays tIhuii wages at a rale lt>wer than tliat |«»id to lain l>v 
tfte traders. Soiu»' master- w orkinen huy hrass-slusets on llieir own 
account either on enslit fronj trad^srs ot from then* own eapilvl if 
tliey leiNe any. In tlie>e (‘a'-e^- tiiey sell theii* f)ni^luei arlitdeA to 
dealer- in tcsun for rt .nh (“a-h a- Ih.ey c annot alTord to sell on c redit 
to /c tad dee!) i - eiin-uie tlu' towti>^ hut the trader ^ nppnjpi udis 
the pf'oin iVir th^uu-elves xslusth^'r tlew gi\e luas-. ^Iieet- to the 
uorlcia n oi tie lattt r hu\ them can them* own rua/oiinf. Workmen 
fiavc geriemlly money dealings only \vith traders, \n 1h) give them 
jjof etid\ their wage^ ui advanee, hut also lend additional sums d 
nsjUirrd. ddu* owned eafufal of tradtUs is about Hs. lo lakhs with a 
borros'vi'd < ajutal of an eipial amount, lugger t radius who have* 
their o^^ n ( apifa! do neit l>orro\v, hut the smaller traders borrow 
from hank- and o< easioiiaiiy from imligiuioii;- li;ini<ers. 1 anidholder*. 
and ollierv w hn ha\e surplus eash to inM*sf sometinurs defsosit iheiir 
inoiew ith Himrs of the^e traders, d'lie traders givs* ihiur Ira -^- 
sjieet- jo v.oikmen and f)av iliein wage^ in ad\anem Ida* finisln 
ed aMieles art* sold iimsiiy on eredP to d<*alers in various parts of 
the Ih'estdiMiey and in f'eylon. Artieles arc* also H(*nt for 
ready ( ash or against F) P drafts to tin* T(‘lugu distTi('ls. A finidl 
|Mir<*entag(' of tie* arti( les is also sold for v.ihU to loc al c <insum« i . 
The" itidnstrv is praciif'aliy run hy < apitalist traders, the worker- 
^tting only their wage.s. 

(vii) Brass industry - Central Protmccs . — Tlie artisan i-i either 
f>aid wages or remunerated for his manufacturing chargs s. Bom** 
artisans borrow money from money-lenders for the |>ureluise of 
bras-.~.sl]eets for tficir business . 

(viiir BrlCrriefal industry — Central Vroviners . — d’his is a 
flourishing industry and the hulk of the wares is disfK>:ied of locally. 
The big prodiK'ers sell to itinerant traders on rredit, and the latter 
sell to villagers on credit for four to six niontlis, he., till harvest. 
The itinerant trader has to pay a higher price for credit piircbaseH 
and in addition interest at 1 per cent |)er tnontli. Some of the 
difficulties to be contended with are — 

(1) Competition of articles from Bankura (BengJil) due to tbe 
inferiority of the metal and lower cost of manufacture f>r(>i*ght 
about by labour-saving machinery. There is also the competition 
of alnminium and German-silver ware^ 
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(*J) One big firm ha§ c^tained aa fa>ui the local branch 

of the Allahabad Bank, but the terms are not long enough to suit 
the Hygterri of deferred sales. Some Poona and Calcutta firms from 
whhii raw material is iinjxirted gniiu eredits for a month at a time. 

(ixf Bidi-makhuj — Central Provinces . — This is one of the 
iiiOBt promising forriiH of subsidiary industrj' that cran be develoj^ed 
in the immediate future. Tlie actual manufacturing of hidis is a 
simple prcK’css and is easily learnt. Provision for the supply of 
suitable Ik)ml>ay tobacco can be made at rcaj^mable lermn and the 
only other important raw material, viz., tendu leaves, can be had 
in abundance in the province. 'I'he ordinary hiJi-rnaker is paid 7 
annas a day for bidis and many of tliem can earn about 

12 annas a day, if not more. The htdi establi-shments are largely 
managed by (iujeratis and Maruari^ who have plenty of <‘apital of 
their own. The ('onimittee’s einpiiries showed that the exist Uig 
fiM tories do nut stand in need of financial assistan(‘“. 

(x^ Chrroot itohtMtrij — TUirma -Thr |»rinci|xil <»rn|>l()\s kw^al 
mrls to make the cheTCKits hy hand at his house, and he Imvs the 
lohu<’Co an<l other materials witli money horniwed ircin the io<’al 
Cliettiyars or otlier lenders commonly without security, 

(xii lUiniifOO nuit ieda.sfrjy — — Ad vain av are Liven by 
mi<ldlr*mcn in tie' slatpe of rau materials at iuLh prii cs. the finished 
/irodiK t Is sold to them at low prices, and there is (aaisiapient imre- 
nmncrative htisiness. The only way to improve the situation is 
hy orLani/ing co-operat ive societies. 

i\u> i'lnfHt-fi'fdvitKf, f'>y-niakitiii . # tc. - rm/cj /V<^rmcf s\ — 
Alanv small indu<tn»‘s are followed in the pru\ mce of a t\pe ^uit- 
ihle to firovi/le the (iiliivator with <H‘rupation for his sjuire time. 

< ‘ai pet-wea\ ing is an iiufKirtant rural industry. I’he dealers 
usually supply yarn ami dyes to the weaver, who advances to the 
jounieymen worktu's. In certain villages of tlie Ganges valley the 
♦ ujtivator follows tlie profitable industry of turkey-breeding. 
Vlowcr gardening and scent-making are also ('arried on in various 
parts of die province, and oils and seents rommand a large sale in 
the towns of Bengal and Bihar. In the -svndy khadir along the 
Ganges and tlie other rivers, tlie making of ropes and baskets from 
grass or reeds is an imjxvrtant subsidiary industry. Blanket 
weaving is a famous imlustry in the suh>inontane tracts and in 
some distriets of the north-west, the women spinning wool and 
their hushands spinning during spare hours in many districts. 

/xiii^ PouUnhfaTmind — Vnifrd Prorinces . — Afuch has l>een done 
fo improve the jHudtry of the province during the last eight or ten 
tears. Government have given assistance to the United Provinces 
^Poultry Association and the Ttah Mis^^ion Farm, both of which 
biue done much to improve the breed of the counfry fowls. 
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(xiv) Daify-farwUng-^^uam . — ^Four milk supply eoeietieB 
^nanced by the Sylhet central bank have been fonned and the 
members who are also culiiTators are financed to enable them to buy 
good cows and to supply pure milk at a moderate price. The sale of 
milk in Sylhet is arranged by the central bank on behalf of the 
societies. The Ii>an is repaid by the mernbt'rs in easy terms by the 
daily supply of milk. It is pn)ix)8ed to have in due course a milk 
union to sujH'rAise tlie working of the scKvieties. Government 
have recently grunted a lofin of Ivs. 5,(KH) fiw of interest for five 
years and also lent tlie sc^rvices of the Manager of the T^pjW 
Shdiorig Farm for organizing and siijwvising the stxdeties. In 
Kcrtain other parts of Assam large^sinile dairy* farming is carried 
on, financed by Marwaris. Tliere is a ready market for the pro- 
ducts, and es|x»cinlly for pure ndlk. 

Work dunk hy lNr>t sthiks and ('o-opeuativb i mrAUTviENTs in tub 

PnOVINCKS. 

drK). The l)c[>aitmeiu of Industries in Asstim is intrcxlucmg 
imprtoed iiKuns on the liire purchase' system thn>ugli <’0-o|KM‘utive 
s<H‘ietU‘s and granting industrial loans at (> [km* ttuU iiiltTcat. 
Wlic (io\('rnment tuiiporium at Gauliati is providing a market for 
silk cloths, buying both from the ini<]dlernen and tla* actual 
weavers. There is a weaving institution at Gauhati and a new 
weaving braieh atta<hed to the Sylhet Training ScIkmiI, Th(‘ru 
are also tcainng weaving parties. 

'Fhc Gr)Vernm('nt of Furma liave for about ten yt'ara runplovecl 
;in (jfiictT as sufM^rinteiident of (Ottage industries for tlie purfsiso 
of promoting cottage industries and improving tlieir nmtmals, 
appliaiu'es and technique, and in particailar to assist them in <»biain- 
ifig th»* ('r«‘dit they need. The ofiuvr works in vUm^ ( o-ofx'ration 
with ilie Fo-o[«M'ative Itepartment. Fesides eo-o|a‘rative 

soeieties banied for partic ular irnhistricg, urban co-o|x*r:it ive bnnkrt 
also --upply crcilit to urtisan.s and small industrialists. The rate ef 
inbre-t no Icsins from eo-operative sfKueties is 1| f:>cr cent 
mensem. 

Tljough the InduKtries IVpartment, uliich was estaldished in 
Biliar and f)rissa in ]1>20, lias some dt)ti**s to }¥*rform for orga- 
nized industries, its main function has hitherto liecn to assist 
eottage workers. In this task it works in chm^ touch witli tlie 
<jx)jiK‘rativi* Department. Between them the twr) defiartmentu 
endeavour to provide the cottage workers with 0 ) technical assist 
ance, (2» marketing facilities, and (3) finance. They have, to 
some extent t l>een successful in giving technical nssistance enjw;- 
ciaily to weavers by intro<lucing more efficient hand kx>in^ and 
supplying new ideas for patterns. Technical assistance has been ^ 
supplied both by central institutes at which workers can be 
trained and by peripatetic inttmeton*. The Cottage Induatries 
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luHtiUite hm done something in the sphere of marketing, and 
ceiitral banks have also attempted to market the products of the 
members of 8{>ecial BOcietien such as weavers and bell-meial 
warkers. Through these socdelics too finance has been supplied. 
C ruler the Bihar and Oris.^a State Aid to Industries Act, provision 
is made for the grant of as-istaiuo hy ( fovt^rninent in the form of 
proi»aganda, denuinstration and technical assistance. lUit the 
IVoviiK’ial (*oinmittt.*c reports that the {x>ssihilities of developing 
cottage industries in rural area^ have not l>eeii as well examined 
as one slouid desire. 

'riif* ( O-operativf Bepu tmciU n* Madras along w itli the Indiis- 
tnes 1 irpartnumt has done a great deal of work in improving cottage 
indu.stri(‘s. ami in organizing sociciu's of various kinds to jtrovide 
raw maleriuis. to gram loans and to faidlitate marketing, ruder 
tli(* Mailras State Aid to Industries Act. (iovetiiment as>!st;inre is 
available for r*ottagr‘ industries. 

'The I’niied rioxiiae^ Conjimltee report that tl'c Ijahi-tnes 
f)cpartment has atlcmpltMl \\itii siierr-.. o, j!iipro\f‘ terliuical ami 
industrial training, 'hhr rro\inci:il Stland of .Aits and ('rafts 
tle\oti's itsrd to artistic edoiation, tliout:;! (»f late the school is 
rejtortcd to he iiajie coman iusl w ith profit :o t . 

There is little douhf that one of the main reasons for the 
deelinc o[ som<’ of ihi- cottage* indu-tra-’^ j- tla' link' of inrciest 
taken bv (bncrnincnt in t!c' pa^’, at an\ rate to lOgl, in the 
bjsfcrmg and devadopmen! of tbe-e rndiolrir-. M !;c cuvnmstaiie('s 
nliicli Ital to this situation art* deiailed more fulle in i hanter \A I ; 
and shfiuld Imu** like to oliserxe tlcO tlic poliey ihra'eni out- 

)nu‘d in n^gard to the attitudi* (»f ( b na'inment towards imlu^tries 
in gtuieral luTore TdJl applies also to cottaga^ indu^lMo. After 
.some progress has been made in sc\<ral of tiie provinces in 
tlu‘ direction of the iliw ek>piik‘nt of these indu>trh‘s, but :t will 
take some* time to make up the lec-way arising out of the fv>luy 
of ina' tion in pH‘Vjous \t‘:»rs. In view of the faet that some of 
these imlustriirs j>ro\ ide subsidiary (H <nf{»ations for the large mas> 
of the agri(‘uknral |H>puIalion. wijile some others are likely to 
provide alternative (xvupation for people now engaged in agricul- 
ture. we consider that provincial Governments shouhl devote their 
mrnest attention to the develojiment of these industries. 

From a study of the Provincial Committees' Rejxirts we 
have come to the conclusion that by the introduction of new* and 
Bk? expansion of the existing industries much can l>e done to 
provide the cultivator with a suiuibTe siibsidian* occupation for 
his s|>are time. I>espite a complete lack of organization there 
are ruany thriving industries with established markets both in 
India and overseas. All the industries stand in need of organi- 
zation and guidance in the selection of designs and processes^ 
aaabtance in obtaining suitable tools in marketing, in the diffusion 
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of market mtelligeuce ami in the advertising of their waiw. The 
cheap supply of [K)wer for agrieultunil pur[H>s<.‘s is likely to stimulate 
some of tlie existing industries and also to enable new industriee 
being sierted. There is a gtxxl dtal of useful work tluit can be 
done by bo’h the (\>-o|HTative and Industries IVpartuienis in the 
intnKhution of new ami the develo|nnent of existing iH>ttage in- 
dirslnes which wih ultijimlely result in relieving the jHvveity of 
the Mtiali cuinvjitor ami raising hhs standard of liv/:ig. 

d<rh A conur.oii haiure about tiiesc* industries is that the [xeople 
engages! in tlaao do not. a ndo, makt‘ for stock l>tit only make 
to ordi r. ha\ing nre xed tho iic<<“^siiy raw mateiial or an advance 
)ii uaairx . Tiii^ slid to ht' d»c' to a varicU (if iciison'-, rt:. 

(If lark n{ ra[>itai : 

{*J’ unrrr i:onr\ ah air mai KaU me j'lodort-, do*' to iin[>oriaI ioU 

of r!j<'a{‘rr inoK' (’< iovrior nt sul>stOntr>; 

(d' uio\ dhi;.; or-- to lako n|> oaitra'is foi ron?mn*-d ircolar 
supply dur to mahility to oigaiozc tla* business so as 
to oh; am uaifonmiv r<l puahty m lht‘ raw m.atciial 
and m Ihi' v.orkniaiohip ; 
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■ Tla* rrsuh of \'oa k mg on ra a. malrnah. snpphial by drairr- 
on rredit and scllmg flu* rmi>!u‘d pnalut-ts to tia* dealers is said 
tc) |>r grm rally tc» thi* dotrimcnl of the artisan, as he has to pay a 
luglicr fuico for tho raw rnaterialw snpfdiod on credit in addition 
to iutciost on their value, and is allowed lowcu' prires on tla* 
manidarf ur»*d goods. In our opinion, tlu* reinedv for this state 
of affairs lies in tie* formation of < enofM^rative societies for helping 
the artisans, though the gem*ral exfK rienee of the working of eo- 
ojx^rative artisan sex-iedies has not Iw^en Hatisfaetory far in rnowt 
of t!u* f>rovin(*es. Horne industrial c o-o}x*rative WKietios are, 
however, working ?<ueeessftdly. For instance, the Basin Weaver 
Society is rejKirted by the Central Provinces Cornrnittee to b» 
working verx' sureesafully. Other inwtanceft are alao found in other 
Provinciiji! Committees' BefKirfs, Tfie cdiief difficulties to be sur- 
mounted are generally : — 

(i) indebiedne8« of the nrtimin!j, 

(ii) lack of organization among fliem, and 

(iii) marketing diffierilties. 
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CHAFTIR XIV, 


I^SENT FINANXUl FACTLTTTES. 

3()5. Tlie financial needs of the rural and cottage industrieg may 
be summed up under three heads : 

(i) purchase of raw materials ; 

(ii) working exjxnhes during the period of production ; ai|d 

(iii) financial accoinrnodation between the [period o£ pra- 

(Itiction and tlie final disjKvsal by sale in the u[>-country 
markets. 

3t>C. Th'* financial agencies are : 

the urban and rural money-lender; 

(ii) the mercliant or dealer in raw materials or produce of 
an indiistiw’ : 

(lii) tlu* co-()jK*rative banks and }>rodurers’ societies; 

MV) the ImiK^rial Ikank of India and tlie joini-stcK'k banks; 
and 

(v) Chivernment through tlie l>epartment of Industries and 
the C o-ope ra i i v e 1 ><* pa rt u i e n t . 

Several Provincial ( omnutlcx's iv{><>n that the ImjaTial Ihuik of 
India and the joint-stock lianks jfrovide practically no finaru’e at 
ail to these rural industries, 'riie enlerpreiieur is, under the exist- 
ing orgam/at ion of ^l^all indusino, th»‘ domuialing figure. His 
methcMls and the moriey-lendtT .s methods are rej>orted to be far 
from salisfaetury. 'J'he rates i>f interest eharged by them, in most 
cases, are exorbitant. Some independent artisans work on their 
own. If they are part tiim* agnculturistB owning land, it is easy 
tt> raise monev on its secnirity at llie usual rate, hut where this 
(‘redit res<jure<' is lacking, they havf to htarow from the munev- 
lemlers who huy tlair fini‘-hed j»roduct ami who s^dl the raw 
materials. As examples of iij«‘ iniiaest rate's jiaid by traders and 
artisfUH, tlie follriwing may be <|Uotetl from tiie Proviiuaal Ik'ports. 
Tlie weaver in the Punjah pays interest varying from P2.J to 37 J 
per cent. The nuister wiukmeii in the lirass indiistiy in Madnia 
buy tiieir sheets on credit from traders f»Jtying 12 pt'r eent interest. 
Artisans in tliis industry in the Central Provinces have to pay 
money-lenders interest at 0 to 13 jx'r eent annum. In the 

CHBe of the IxdPmetal iiulustry the firms who supply raw^ materials 
charge interest at 7} to 12 per cent per annum, Weavers in the 
s^ilk industry in T-diagalpur pay 12J per cent on loans against 
ojivtments and higher rates on loans on personal security. The 
Chettiyar's rate of interest to people engaged in the cheroot 
industry in Bunna are to 2 per cent oer mensem. In Bombay 
bigger karkhaudars pay 3 to per cent on deposits from the 
puhlie ; smaller merchants pay 6 to 0 per cent on loans from indi- 
i^enous bankers and bigger merchants. 
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What credit agencies can do. 

^ ‘XW. A pro{>er agency for iinancing the riiral inda*?triaUftt on 
cheap terms and fo# restming him froui the clutcbea of the rnonay- 
lender and the miildleniau, where these drive unfair l>argains with 
lym regarding ^iupply of raw material and sale of finished producW 
appears to Ih' very esst'ntial. In spite of the not very hoi>tffui 
^fcc[)erhm(‘e in the i^ast, we lliink that oo-ot>enitive industrial banks 
or well organis<.\l (‘tvojH‘rative urban hanks are tlio Wst agencies to 
meet the re^piirenients of thes<» industries gjitisfaclorily. We 
Tec'onnnend tluit eo-operative institutions should Ik* established to 
fman ■ tlu' iin;j| industries on a larger scale than at present, 
(hrmim e\}H*ijen(e in the held of co-ojx'nitive organi/ation for 
su.all industries and small traders and ndaiiers is worth studying, 
and this nnglu bt‘ done by deputing men to go and study the 
pnddem on the spot, as it is not iKissilile to lay down general 
prin< ipit‘s in the cast* of small jnilustries as can In* <lone in the 
(Use of large industries. Sueh institutions should Ik* able to larkle 
the problem of indeldedness of tlic artiwins, and by propaganda 
and education remove the existing defects in their ehariuier and 
effiuieiK'v. W'e iTi'ominend that (iovernnuMit should give assistaneo 
in connettion with propaganda and ralucafion and Hhouh! al«i> bo 
pre|>are4l t(» provide funds f( r the moveimuit. if it grows on a largo 
scale and is in need of such Prod-. 


Tl ClTNK'Ar. AOVisr?.* in INIU STHlAJ. SOCtKTJKS. 

It IS not luae-sarv lor the (o.ojMTat i\ e wshdics (haling 
vviili such industries to have industrial or technical a<lviscrs on their 
pt*nnancnt stafT. A managt*r with ordinarv (ommonfs’nsc should 
he ahl»* Ox arrv on, and tluTc should he no difficulty in securing valu- 
able advice and guidance from the px'ople in charge* of large sea lo 
indu-triei; withour anv cost. 


W vHEHOr SKS AND (aVoPKnATIV K SAf.K SOCiETirS AM) lU^rOTS. 

3o9. The Provincial (’ornmiPces have also rryoinmended the 
establislimenf ri licensed warehouw^s and eo-ofs rativtr whoh'sahj 
de[)ots for storing and sale of ppsiocts (»f cottage indnstries. We 
are in agreement with this rci ommerulation, and we hope (ha^ 
with tlie hel|t of t!ies<r warehouses and wliolesale depots, and tinder 
the miufK tt nt guidance of the |>rovincial marketing lioards vvhi<h 
we have rci oirnnended elsewhere, most of the marketing difliculfies 
will be reduced, if not altogether removed. Co-rffimtivc sale 
societies could also be of much help in of^ening markets for i>ro- 
ducts of niral industries in cornmereial centres. 
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310- We may refer iu this connection to the useful work done 
hy the Arts and Crafts Eaj{x>nuin, Lucknow, which L reported 
to iiave eetabiiidied a contact between the products of the 
and vilhige industries in the province with iutenial and external 
markets. We support the recomraendation of the United Provinces 
Coirimittc^e that its activities sliould be extended in various direc- 
tiong such as imparting commercial and tecluiicai education to 
the induHlry and trade, assisting in the protluction of approved 
designs jireparcd In the ScIhx)! of Arts and ( rafts, advertising the 
artistic }m)dnctH of the industries and acting as the licadquarters 
of a system of sale depots not only in the province l)nt also in the 
major towns of otlier provinces. 

State Aid to iNnrsTiuEs Act. 


311. 33eo(%*ntral Proviiices aiwl ( oiniu ttees have recone 

liMUHied tht‘ t'naclment of St ite Aid to Indmtiic'- Arts in their ]>ro- 
vir]<‘eN on lines siinihir to !!e»<r in M.uha loid Bdiar and 
We commend tliese |>ro)>osa|s to the Ponineiai (lovernments for 
their eonHideration and we are jjlad !*> imte tleit ^oe!? a Idli has 
been hroiiLdd htdon* the I’^etiLed Lect'-lat iv(' (*ouned. thougli we 
lijjve no infnrinat ion regardifej i*- pr(*'jre«- \\h' D*fer again to 
these Aels iatrT' ot\ in pa nnoanh-^ 111 tr 41 s m eonnre'ion nit Is 
organi/i'fl indiistrie . Tie* ptovaiK'ia! itidn^tf j.d <'or|a>ra t ion- \^hs fl 
\Vi* have reeomiiuMi/led el-a v.her<\ ma\ al-r l.a !p Tura! and eollag<‘ 
industries, 



CHAPTER XV. 


FINAKCIAI. REQUIKEMENTS OF OTHER CLASSES OP 

l>OPULATION, 

31*2, We iiave tleiilt in the preceding chapters with the fiimncml 
requirements of ttie agi'K ulturist and the J^eople engaged in anmll 
rtiral and cottage industneti. We shall deal in later chapters with 
the financial facilities rt*quired l>y the class<*s of |Kjpulnlion engaged 
in small . middle-si^^cd and large industries* and in foreign trade. 
In this (diafaer we sliall devote some attention (o the needs of Iho 
intennediate ciassc^s of tlie fHipulaiion* namely, the middle elasH 
)>eople, small traders and shopkfH'jx^rs^ Milaried c lasses, ix>ntraetor» 
and labourers. 


Mii>t>i>e Class roruLAXiON. 

313. In order to illustrate the jirobleins of the middle elai*« 
jKqailiition we summarize ludow the jH>sition of this class frotri 
the Ihq*<trts of some of the Trovineial (’ornmittees. 

Bemjal. — I’redit is rcijiiired for financing individuals to take up 
rlefinite ixciq sit ions. Tliore is no aswK-iation or institution for tliia 
purjKxse wiiii h <‘ould give credit on the j)ersonal HTSMirity of the 
l>6rro\vtT or on the guanintee of a third fsirty, but the need for sucli 
institutions is great owing to the growing unemployment among fher 
middle rlass |wi|)iilat ion . I'inancial nccommmlat ion is nlsfi required 
by this ( lass for the accjvnsition of houses and otlier tangible assets, 
loans for which can he repaid in instalments. 

lUh^ir and On^ina. — T.oans required hy ixofessional men and 
others engaged in inisceilaneous rs'cnpations are mostly on the 
security of }>ouse profw^rty, jewellery, fixed de|K)sits, insurance 
|Kdieies and 'tcK’k exchange se< unties. Very few l>anks lend 
against ^>orsonal seeurity alone, the money-lender eharging hig!i 
rates of interest being' tlie usual resort in such eases. The insuranee 
rempames and the ImjxTial Bank of India a<harKa* only against 
first clases security sucli as Government securitien and insurance 
jxilicies, t)ut such advances are not large. Joint-sto(*k hanks in the 
province fake a rma h larger share than might exf>ected in 
financing tliis class of population and it is said that the high rates 
of interest so obtained have tiie unfortunate fendemy of diverting 
their resources from productive credit to eonmimers* credit. 

The Central Areai . — The Ontral Areas Committee have also 
urged the need for financial accommodation for the urban com- 
munity and have referred apecialh^ to the facilities for acquiring 

houfies. 
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Surma.^The Burma CoLUiuluee refer to the example Bet in 
Kew York by the PerBoual Loan Depart meni of the National City 
Bank of New York wfiich grants loans of R>. 150 to Hs. i,00O to 
«tiy person who earna a regular iiK ome or Las his own businejis, 
on }M^i>K>nal B(^(*urily, on tlie se< ur:t\ of guarantors, or on suitable 
collateral security. Jcu ilities are given for repayment b\ monthly 
irintalmenls and arrangi^ment-. are made for the insurance of the 
life of tli(» l)orrovver. Loans are aUo reipiired to j>a\ medical and 
educational cx|M*nse.-n, taxe> or insurance [aemia ami for otlier 
objects sucit as the pun'liast* rd hou'^djold e(|uijnnent. 

Halauied (‘lasshs. 

.M14. Tlui Bihar and Orissa (’ommittef* re{K)rt that a large 
majority of tin? salari{Hl 4‘)a*>->e'^ borrow from monev-brnder*- at 
riiinons rales of interest The ( Vntral Area^ ( ’oinmutc^t* also refer 
to the m‘ed of th(‘ clerks in (Jovernment and Muni<’i}>al s<'r\ices for 
finance for j>urchase of iiouses. nuniag^**' in tlw^ family and educa- 
tion of children and add that some of tiiem are ac tuallx paving high 
rates of interest varying from 'M\ to per cent 

CoNTint'Tous. 

315, rontnic(<»rs form a lar^c <dass of urban Ix^rrowers in all 
provinces and have often to horrou for <'arrving out their (‘ontracts. 
liiko agriculturists and traders tliey are at pH'^ait <om|H')led to 
pay higli rates of interest and their loans are from joint-strn k banks 
nnd urban money-lenders on the s<Turity of bouse projvt^rty, 
jewellery and eash (‘erlifieat«'s. Tn many no stHiirity isi 

Ordinariiy available and const'<juently they have to sul)ject them- 
eelves to paying the heavy charge^ of money-lenders, 

Smaij. Traders axd Snop-KERrKRs. 

31fi. Small traders and shoP-keepiTs also find difficulty in secur- 
ing credit on reasonable ternm and have to depend u}>on money* 
lenders for finance. These tniders and shoj>-kee{>ers have tbem- 
Belves to give credit to most of the stUaried and professional classev 
in the cities. 


Co-OPKn\TIVE rURKN BaXK.S 

317. M^>st of the Provincial Committee agree that co-operative 
societies of the f^ hultze-Delitzscdi type' are tlie most suitable 
banking agemdes for all middle class and working p«>ople other than 
agricultnriBts, We agree with the Provincial Committees and re- 
commend that limited liability co-operative societies, generally 
known a« urban banks, should l>e established, wherever necaasary 
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facilities and conditions exist, for the baietit of thcise ehisats of tte 
population. We have suggested in eomu\iu>n wnh the agricub 
tural primary s»Kueties tiiat their meiuherslui) luust not be confined 
to a sfx'cial creed, caste or (ailing or to a sjvcial class of agricul- 
turists. Ill the ca>M- of these urban banks. \\t‘ do not see any objec. 
tion to sjxvia! so ittics for salary-earners if ihesi' stxheties ai*c 
looked u[K>n a- thrift MXMeties for collecting and investing tlie 
savings of tlieir rnenihers. The duty of these urban banks should 
be to try to do for the ^n»a}{ trader, the small merchant and the 
middle class pipidat ion \siiat the launmerciul lianks are doing for 
the big trader and tlu‘ big merebant, 

318. I'he following statement fhe number of members 

and capital of nrhan hanks wanking m tl\e various proviiu'Cs 
dn th(' 30ih .Tun*“ lU.'tn* show- tlu* pr<»crt'’--- «d tiu< class of co-opera-, 
tive SiHirty in India and the va-^t tliat still (‘\ists for their 

further expansion in the future : — 

rrfffin 
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of 

1 1 Cm . 
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(apitnl 
a lid 
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90 
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) 
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Assani ... 

4S 

S.fiO 
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|0,7l I 20 
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Bengal 
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Bihar and OrMMa 

' TO 

10.214 

10,85 

J2,9a 1,00 

i 25.48 

( 
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65, HO 
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1 2.82,47 

Barma 

91 
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17.95 

10,14 89 

1 i 

1 28.98 

Central Province* 

j Not furni<«hed. 


1 1 
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1 Not famished. 
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i 

United IProvincea 

7l 
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8.85 j 43 : 
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• The vmty reference to the co-operative year in each province { 
the latest figorot avaiiabW are given 
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* 319. In view of th^ importance of the expansion of urban 
bankn,^ we have diacuBsed thb Bubject in some detail with the 
foreign banking exj[^rtB and we make the following recommenda- 
tions : — 

ii) Area oj operation . — The development of large urban banks 
FhouW be eia ouraged though restrictions on tlie area of oj)eration 
may l>e considered with nderence to the extent and jK>pulation of 
the towns K^rved hy tliCM* banks so that the oi>eration.s of the bank 
may not become unwieldy. 

(ii) Share Capital.— In view of the fact that urban banks arS 
<n tlie limited liability haftis, unlike agricultural credit societies 
where the liability is unlimited, wc see no olijection to members 
of the urban hanks being asked ordinarily to take up reserve liabi- 
lity not exceeding twice the subscribed sliare cajatal. Where the 
sliare capital is fixed at a relatively small figure, the reserve liabi- 
lity may, however, be <*orresf)ondingly high in order to (Toate a 
sound business basis. We consider tliis kind of additional liability 
a good safeguard for creditors in case of bankruptev, and it is cal- 
culated to enhance the confidence of the investing public. 

(iii) Management . — It is necessary to have as manager a (|uali- 
fied fK*rson trained in hanking. I'his r.tMcssiiy arises from the 
fiU't that there is not (he same mutual interest in such institvitions 

is exjM^eted to exist in agricultural (redit srxicties. As in the 
rase of the latter so<;ieties, we do not see llie ne('essity for creating 
in these urban societies supervising hoards apart from the manag- 
ing cf)nnnittoes. 

(i\0 ]htsinc.^s. — There is no objection to these institirtions 
doing all kinds of hanking business to meet llie rerjuiremenis of^ 
thtdr members, i>ut tliev should l)f‘ debarred from entering into 
forward delivery contracts in any market either on iheir own 
nrci>unt or on aci’ount of the members. As money < irculates more 
rapirilv in urban <'entres than in village'^, tiiese urban banks, on 
account of this special feature, do nuHlern advanced hanking hn.si- 
ness and deal with their members on eurrent account. The grant- 
ing of cash credits, dealing in cheques, crllecting and disemmting 
inland bills, clearing and remittance business have all been per- 
mitted nearly evervwliere for urban eo-of>enitive credit societies and 
should he encouraged in India also. 

(v) Aihanres. — Advances should ordinarily not be for long 
term, but if the Imnks liave adequate resources, they can grant 
intermediate credits up to 50 per cent of their share cat^ital and 
lesen^es and 75 i>er cent of the long-term de{x>sits, in conformity, 
in the latter ease, with the periods of maturity. 

We agree with the Bombay Committee that urban ^ banka 
ahould not be allowed to finance joint-stock concema as they are 
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not inteiuleil fur such coucerns. I rlmu priiimry ru)n-crtHlit i;ocie^ 
ties may he fiimiKetl by urban hiiiks actordiug to sjwial loc^ai 
conditions. 

We recoimnend that urban banks may he |>t*ruuued to a*lvanco 
money on the stN urny of gold and silver ornaments, on the funner 
up to To per ceni imd on the latter up to oO [h.u* cent of the value. 
Su(‘h loans ner-d not ne<‘ess4irdy be limited to the individual 
borrou ing {>o\ver of the members as Rxeil by the managing com- 
niittee. (Jreatest care is. however, rtapiirtHl in valuing and hold- 
ing in f ustoiiy gold and silver pledged N\ith tlie Imnk. Advanct^ 
to trailers may also he given on >1 nmd and authorized warehouse 
receipts. We also rcvommend that sc^ far as |)oKsihle these virban 
hanks may adopt iIh‘ Morns plan of advancing and recouping loan*^, 
particularly to the salaried classc‘.s, who.s* i hanu ti'r and numme, as 
Well ns sureties, are sotmd. ‘bhe }»uneipal fmitures of the plan are 
usually as follows : — 

Idle Morris plan hank is organized to met‘t the eredit needs of 
the salariinl uumi who cannot ap|»r(Kic'h the regular hanks. In the 
Ciise of llie salaried man the following pnsedure is adopted. 
Loans are made on tin’ applicant furmshing refeieiiies as to 
character ami income and two good snreii(\s. If he borrows 
interest is dednctcii at ti [mt reuit . for !h<‘ \tnir and 
lie is paid on iiis agreeing to become a subHcriher to tbo 

( class ( e-rttheate on tlu’ basis of hfly weekly instahnents of I tX) 
eai’h. 'rheie* IS a j^'iialtv of five cents in tin* case of default (*f any 
instalnumt . soon tht* lifty paymentH are made he becomes 

tlie liolder of a [laMi-np cei t ificat<\ hut lus loan is due only after two 
more weeks when he can use the certilirale <ather to lane- ! the 
lojtti or io obtain a If ( lass <*t*rtitt<‘a(e willi mtiuesl at e per t ent 
ami make new anaiig^uuuits for tiie repayment of tlie (dd loan. 
Ho h as thus eome to borrow l)Ut remains to Icuid as, onec’ the habit 
of Hiiving the wc‘eklv dollar is created, it goes on. Ih' could use 
tlie B Class certifieal(‘^ as eollatefal for new loans !)tit he need 
not provide suredies in tliis ease. He can laish flies<' ccm t ifhiitc’s 
on a rnonfli's notic e. Tims tlu' man who would liavf^ lMa*ri at the 
merew of a loan shark is coma-rted into a vnluahle efeofK*ni'or, 

fvi i Finnn^ iuff aqrnry and halaaring renfrr far as 
tlie faeo[>enitive central banks shouid aet «« fmanc’ing ag^uicies and 
hnlaneing centres for non-agnctihnral urban l)ftnks recommended 
above. Where urban banks are t-tronger than centnil co 0 |K*ratlve 
banka of where the latter do not meet the special requiremerfs cd 
iirf)an banks, iirf»an banka abmdd f>e allovted to deal directly witli 
the provincial crw>f>erative bank. Sufficient ca^h balances should 
l>e kept by urban hank?t with the central or the provincial banK 
from which they receive diacoimt or rediscount facilities. It might 
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l)e necessary, if there ig a conBiderable developuient of urban 
hankw, that the latter ghould have their own central l>ai^s differ- 
eyl from the central banks of agnrultural credit societies. But it 
Hill be undesirable to liave a se|>arate ojiex bank. There should 
t>e only one provincial bank apart from the jirovincial land mortgage 
corjxiration. 

tvii) HeUitiom inth cummercwl banks. — With the apfiroval of 
the liegistrar, large urban banks may be allowetl to keep accoutita 
witli commercial banks, esfiecially for the purpose of discouniing, 
ilearing and remittanc.e busineBs. 

(viii) /iMfiiftrif/ — (Jur projKiwils regarding provincial and district 
audit uihonn in (Chapter IX apply to the audit of urban banks also. 

C’o-oeKHATivK Bocibtiks for Labourers. 

H20. 'rhe iiibar and Orissa Committee have given some atten- 
tion to the re<piirement« of labouring classen for crt'dit and have 
jK)intcd out that co-o|H*rative so(‘iet:cs organized for them have not 
i)een |«vitH*ularly successful owing to the lack of tlirifl and edut a* 
lion on the |>iirt of the meinlH'rs. A?- jK>inte(l out bv the To\^nH<»nd 
(’orumittcc oti Co-ofxTation in Ma<lnis, lahouring^ (last's arc ex- 
tremely |KK)r and co-o|KU'ative societies for tliose classes offer sfxvial 
problems of organization, sujxrvision and financt*. We share the 
liojx* of the Ibhar and Orissa (’ommittee tliat education and hettei 
organization may enable the landless labouring classes to form and 
work suecessfully co-o[x rative six'ieties of their own and thereby 
t'wajx* the evil effei ls of resort to iuon<*y-lcnders. We also suptKirt 
the nHommendation of the Committee that employers should in 
their own interest give greater attention to the provision of credit 
fa<ilities for their employees and should also take more [>art in the 
su|xTvisu)n of ro-o|x'rative sfK'ieties started for their benefit. We 
suggest tiuit emfdoyers may assist the ( o-o|XTative organizations 
by effecting rectiveries of loans by deductions from wages, an 
lirniugement which may fonn |xirt of the contract for advancing 
file loan hv the societies. 

Othbr Aobnobs. 

S21. We do not think that co-operative urban banka alone can 
tolve the problem of the claaaes of population we have mentioned 
above. Private enterpriae on a commercial scale should alao go 
""fmnd in hand with the development of co-operative organixatioiia. 
In Germany* for example* tliere is a great number of public bank- 
inatitutiona which go by the name of City Mortgage Inalitu^ 
Tipofti which are the leault of extension to cities of the princtple 
of iMndsehafim in agricuUural areas. They are engaged in the 
hnsmeaa iff granting amortixatkm loam to owners of improved real 



KlKANClAt aBQClREMKNTS Or OTHER C1*A8SES OF £ 

or of land in |inx?eB*i of being develo[>ed. In tiudr orgaiiixa* 
tion and their regulatioues tliey reaernble tlie Land^t haficn, Tlie 
<?stiiblialinieiil of tviniilar institutiouB in India is a umlter of urgent 
iKxeasity. 8urh mstitutione may be useful in jelieving some of 
the sound Itwin oftict's in Bengal and some urban i<>-oj)enUiv# 
banks els<»u here of j>an of their land and house inortgiige business 
'wiiieh is not their normal function. Thest? latter institutiona can 
tlien render greater }iel|) to the middle ciassi's by furniidung short* 
tenft credit, keeping then* assets more li<jnid and increasing the 
\ekx*ity "of the < irculation of capital. 

3'22. The Bihar and Orissa Committee have referred to tb« 
difficulty pliu ed in llie way of crmtractors getting fiiuini'e at reason-' 
nhle rales hy the existing rules of husiness and inetliods of atx'OuntJl 
of the Pnlilic \V(»rks Oejwirtment and |»ubli<' Imdies, whu-li dot^-s 
iK)t allow of all paymentH being made to the contractors through 
llieir fmaie ing iKinks or hankers. They Imve iviaordingly recom- 
mended that ( ontrartors should he encourage<l to arrange finaueo 
throngli a[>proved Isinks or hankers and tliat the }uve()tan<’e of 
fenders should he conunmncat<al to the contnu’tor as well as to tlie 
hank, which should further he assured that all nionies due to the 
s’ontnudor \\il! Uq jxiid to it. On the basis of this arrangement, 
hanks would he prepiired to finance contractors up to approved 
limits at lower rat<\s of interest than are charged at pn^senl. Wo 
•^up|K»rt thr* recomimuidation of the Provincial Corninittee that any 
tct hnical difie ulties in the way of implementing such arrangement 
shtiuld be removed. 



CHAPTER XVI. 

riN VNCiAL KKQUIHKMEXTS OF INDUSTRIES. 

ThK FOSrriON of INi>l .STJ{IKS in thk economic life of the cocntry^ 

H*23. India is pnalonnnanily an apifultnnil country. Accord- 
ingly to the i’cnsiis tables of RF2I, only afM)ut ten j>er cent of the 
f»o|>ulatioii Mas crn[>lo\ed in industrial oc-cupations as compared 
uitfi about 7d jH*r <-eiit on a^^riculture. At tf>e Biirnc time, the 
r*c<*d for imbiHtriali/at ion in I tuba is great from a purely economic 
j>oint of vie'v\ as well as ni the interests of tlie agricnltural 

|)ot»ulation of India. 

321. 'Pile fxibev followed f>y tlie IVitisb A<bninistration in 
India in regard the devfdopnKuit of imiusfnes up to the time 

of tlu‘ ( I real War is explained in the following passage taken 

from |mrngra|»b 10:“) of ilie R<MK)rt of thr Indian Industrial Uom- 
mission (lORVlB^ : - 

“Tbr corninercial instincts of tlu' bbist India ('oni- 
pany bad from its earlh‘-t da\s in tins cuunti\Jed 
It to make wirious attemptstu inipr<>\c those Indian 
industrits from wbidi its c\{>ort trade \'.as iargtdv 

drawn, as, fo»- exainjdc, b\ organnojiM and t'm’iia ing 
the n tamifa(*t urc of cotton and silk [liccc-goods and 
silk yarn, ahlaaigb tins f»ob(\ nici with 
from vcste<i interests in I'nt^iami. wl!i< ii Mere at one 
time sufbeiently poMao'fnl to insist that it sboidd be 
sus|H'nded and that the Uompativ sboidd instead eon- 
(‘cntrate on the export from India of tbv' raw 
mat<*rial m^ressarv for mannfaeturcs in Idigland. 
3 dif‘ efTeets of this traditional {>olir*\ * continued for 
some time after the romt>an\ bad «’eased to |>e a 
trading body, ami c%’en after it bad l>een replaced 
by (lie direct nde of the C'roM'n, and doul>tless 
moidded stu b stibseipient efforts as Mere made in the 
same direction by (lovernment. Rut as fnur 

vicM's gradually gained increasing acceptance^ both 
in England and in India, these s^xasmcKlic efForfs 
became lesa frequent, and the first attempt at 5 
general |x>licv of indtistrial development t^>ok onlv 
two forms — a very imperfect provision of technicaY 
and industrial edncatioit. and the collection and dij^ 
st^mination of commercial and induptrial informa- 
tion.** 

• For of * Hi« poHry «©o pal^ 207 to 300 of tho Report of the InAitast 

Ind^lri*! Co*nr»i*»dofi. 
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3^5. Tills |Kjiicy i)f nou-iiitei voiun»u in Uic devek>|nnnnt of 
Iiidian iiuhu^nio was ^vnetally pursncil uj» to I '31 1, S|>onulic 
-efforts for qi\ active assistaiuo io nulustrjos \\er<\ iu»\vover, 
made by sonje of the lo<’a! (iovermnenfs, a)ul t!ies«' hsl ju Madnis 
to the devehy aneiii of (lie alununiuni liollow-wate and ihruine- 
enter|»roe> rn>vuuaai tiejsu tnn nts of iivdustneH were 
also l>eiore 1VM4 in tnanv of the pnniiues, though in most 

CiiN<‘s lhe\ t \isted onU in a ale of ende vo. ’This |h>1u v of non- 
interxiaition of ( itivernmom and llunr attitude towards the imlus- 
trtai df‘\ otopint ni of the < tnintrv eomhtned with instanees of 
tinoinalies in the I'rsMl. ruilway and sUacs }mrehus» jHalietes till 
rceently follow ed in the ('ounlrv has e\|H^s<sl thi' (iovernment U» 
thi" ehargr of o[>en hostditx' tfw\'atds iIh' n.terevi . i>r Indian uuln-- 
tries pronipt^'d hv the o\eroiding e*»nsidt'nit ion of advuneing 
Brnisli mtisesls. We waadd like in this (a>nneeth>n to reft‘r It) 
the s|HHa‘!i of the I'K'sident t)f the third sessam jjj tla‘ Indian 
Industrial and ( ’onnnereial Ctinj^ress. 

■ h?tV In spire (tf tht" lack of anv -uj'port from the (tosernmenl 
and (he [>revalenee of <ltUerivnt fa< tors whali tlu' ( biVej'niium! did 
ran attenifit In remove, tt is indisfxilaldt* that thei»‘ has Ix'en (‘on- 
sitlfMahle j>roL!ii*ss in the last tfiree <tr four deeades m tlie niaftt*r t»f 
industrial iltwvlnpmtmi in India. The nnndjer of joint stoek 
<*om|>anies at work reojj^f^^red in Imlia with rnp<a^ tapital lias 
incnatseii from 1.303 with a |taid-up »'a|tna! td Ivs. 23 taores in 
iHOodHh to d.h'^O w ith a paid-up ( af»ifal of Ifs. 231 emres in 11)21> 
22. and to r».330 w ith a jeiid-np eapital of Ifs, 270 ( Ton s in 
lt>iH-23. the hein;: tlie last yiair for whieh stalistirs ;n»' availal>h\ 
Srene fmther idea of this development <'aii he ohtained hy exaimn 
in;: tla* position in regjiril to five pnneipal industries, namely, 
cotton, iron ami stei*l, eoal. ami tea. The lunnbrus of looms 
and Spindles emploved in the pde niillH have inereafaal from ahoiil 
10 fioo rn,3 M “ OOO j ve| v m 1K35-33 to oft.OOO ami 1 .Ohfr /MH) 

in lf)2t-2V 3'(ie total Indian |•rodu^•flon of eotfon mills has 
inereai^d from 123 million jKainds in (ase of varn and 83 million 
pounds in raisi' of woven e^>ods in 18f)r»-07 to 710 million ami 153 
million fKumds resfK^^etivelv in 1921-25. The produf tion of pig 
iron has advanred from 35,000 (oris in 19f)l te) 881 3KK") (e>ns in 
1?>24-25. 33ie yirmhirfion of eoal lias expamkal from 31 rnillion 
tons in 1895 to 21 rnillion tons in 1925. The total exf>r)rt of tea 
has iiui^eaaed from 139 million fxmnds in 18*15-90 tr) 318 million 
ITotinds in 1924-25. f 

32^. At the mn\e time» there is n general feeling in India that 
Ihe projffrew* made hy India in her indnatrial devehipment during 

• of ihini of lh« IiKfiafi IfNlunfinI »fiij Commore5il 

ConinMi* mnA fO. 

t Thm ffimriw af*«r laJW-JS tmive oof tiiim irfron*, mm in (M$mm the pra- 
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the laftt fifty years ie verj" meagre comparer wiljli bear rea^nircei^ 
afui the of her large population. This ia^ Sully borne out 

by the extent of Iier dependence on the imports of foreign manu- 
facturea. In 1928-29, for inatance, the total value of the import- 
€hI articlea, mainly or wholly inanufactured, amounted to about 
its. 180 crores out of the total iin[K>rt8 of Its. 253 croreSj^ white 
the total value of exfx>rted articles, mainly or wholly manufactured, 
amounted to Ite. 9() crores out of the total exjwrts of R«. 330 
crores. Ah against these figures, tlie value of raw materials and 
prfwluce and articles mainly unmanufactured exportinl from the 
country amounted to as much as R«. 170 crores, while the 
value of such articles irujM^rtod from other ttiuntries during 
the same year amounted to atemt Rs. 23 crores. As the 
Industrial (’ommission ol^served :* “India |>roduces nearly 
all the mw' inuterials necessary for the requirements of a modem 
(‘ommunity ; but is unable to manufacture many of the articles and 
materials essential alike in times of [leace and war’*. India is 
still almost wholly dependent on foreign countries for the plant 
and machinery and (hemicals whic li she re<|nires and tlu^ pHslnc- 
tiop of which may be regarded as the index of the industrial pro- 
gress of any country. The need for a rapid industrialization of 
the country ran hardly \h* exaggerated from a purely economic 
point of view, as it will tend to absorb that [portion of the [xipuhi- 
tion which cannot he supported by agriculture. ' will provide a 
remedy for the gradually iiUToasing unemployment among the 
mitldle class fHHipIe, and will result in an improvement in the 
standard of living generally. As early as IIW) it was observed 
hy the Indian Famine rommission that : “at the r<K)t of much 
of the fxiverty of the people of India and the risks to \vhich they 
are exfK)sed in seasons of w^arcity lies the unfortunate circumstance 
tliaf agriculture forms almo.st the sole rs’cnpation of the mass of 
the i>opulalion*\ 

328. It is no wonder that for some years before the Great War 
Indian cionomists and Indian fKiliticians had expressinl their dis- 
contentment with the (Honomic defHmdeiKc of India on loreign 
money and fon^ign manufactures. According to them^ the domino- 
fion which the capital, enterprise' and skill of England exercised 
over the trade and manufactures of India had “an insidi- 
ous infiuenco which imntlyst'd the springs of all the various activi- 
ties wliich together make np the life of a nation. ’'t The diicson- 
tentinent was voiced in the Indian Industria? Conference whtdk 
began in 1905. The Goveniment of India, however, did not tiocept 
res[x>nsihility for giving active assistance to industries nntUr after 
tlie outbreak of the Great War, wdien the contraction of commerce 
irf the West served to bring home in a striking manner tba»6xtent 
of Indians economic dependence on Europe. 

♦ Oflirial iumm^ry of ropoH. 

t Kanado — E«aay« on loilian Eoemomtea. 3rd EcHten, page 83. 
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nNAfiCIAL lUSQUilUSm^f OP INOOSTHIBS. 

3®). In 1916 GovfmmenI appointed the Indian Induatrial Com« 
miision. ^ IChU body reported in 1918 ; and aa they observed in the 
summary of their report, the conalnicUve proposals made by thwn 
depended on the aooeptance of two principles : — 

(1) that in future Goveniment must play an active part in 
tlie industrial development of the countr>\ with the 
aim of making India more self-contained in respect 
of men and material, and 

(*2) that it is impossible for Goveniment to undertake tliat 
|sirt, unless pmvided with adiHjuate administrative 
equipment and forearmed with reliable scientific wid 
technical advice. 

The prol)lern, as it presented itself to tlie C’ommission, was largely 
one of organization ; and the machinery whu-h they projxised to 
set up im hided central and pnwincial departments of industriea ^ 
manned largely by all-India scientific and technical m^rvices, Ae* 
<*ordmg to their recommendations, the main activities of Govern* 
ruent in res[XH‘( of industries vvem to include, (1) research, 
industrial and te<*hnical education, commercial and industrial 
intelligern'o, (4> direct assistance, technical and financial, and (5^ 
the purrdiase of stores. The Montagn-Chelrnsford Report on 
Constitutional Refonns, 1917, also nvognizt^d that “the Goverti* 
ment must admit and shoulder its resjionsibility for furthering the 
industrial development of the country." Later, the apfiointment 
of the Tariff Hoard, on the rec'omrnendations of the Fiscal Commis- 
sion. contributed its share to the progress of in<hiHtriahzatron in 
India, the industries which have benefited most as a result of tho 
action taken on the recommendations of the lioard being cotton 
textiles, iron and steel, and match, 

390 . Cmler tlie changes made in the Indian constitution in 
1921, the main resfx>nsihility for the develojmient of industries bv 
the State passed to the Ministers in the provinces. This change 
made it impossible for tfie Governments (oruerned to givi» 
effect in full to the organization nvorninended by the In- 
dustrial Commission. Nevertheless, *'he various recomrutuula- 
tions of the Commission furnished the Ministers with valuable 
material indicating the lines on which they might proceed m the 
diifjcharge of their resf>onsibi lilies in the matter. Home 
aUtounf of ptv^ess on the lines advocated by the Commission ban 
taken place in almost every province, thougli the financial diffi- 
culties of recent years and the limitations imposed on the spending 
piNh^rs of Ministers by the diarcfiical fomri of constitution have 
operated as impediments. An account of the action taken in 
varintis directions like organization, technic^il education, develop- 
ment of cottage industriea. research and invesrigations, financial 
aaaifitance, etc*, will be found in Clow’s "Tlie Htate and 
Industry’*, published in 1928. which also gives the action token 
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by the ( entral Government in matters with winch the latter are 
coiKerned, including ^protection 

• ^1. j’liere is, liovvever, still a <oH-Mlerabie aiiiouiit of feeling 
aiijoMg the intelligenthia of India that the State, and particularly 
!lic Central (ioverninent, is not taking as much interest as it ought 
to in tlie deve!oj>incnt of Iniha’s iiuhistnes. They contend that 
ihe reconuneiidat ioiis of the Tariff Ikxird have in many cases not 
been given efTe( t to promptly or fully ; that indeed tlie iioard’s 
re}K>rt (>n ehemiral iruhistri**s, though made in lias not 

yet been jejhhslHMl ; that generally s}>eaking no revision 
of railuav rates has been made on the lines sngg'ested 
ill ( }ia|>ter XIX of the I{e|K>rt of the Industrial Commission ; and 
that fur ten years no action has })een taken lyv the Central Gov> 
eminent on the recommendation in f>ara. 2*d2 of the Commission’s 
UejKirt asking for the a j»jK>intment at the rarltr^t possiblr date of 
at! ex|K'rt rr)mmittee to examine the f>f>ssihilifies of establishment 
(d industrial hanks in fndia. Tn a later paragraph we shall deal 
with th<^ effeet of this finding on the inve->tnient of (\apital by 
Indians in Indian industries. 

.‘CVJ. Since the outbreak of the Great War there has been a 
marked mer(*ase in the amount of Indian capital invt*sted in 
Indian Industrie's, thougli ih«* flow lias received a cheek in recent 
years owing to the (lr*pr<*ssi‘d state r)f luisint'ss gcuierally. Never- 
tlielcHs. a not ineonsideraldt* amount of capital* invested in Indian 
industries is still non- Indian. I'he result is that the control and 
managmnent in tie' ease of mine of the im|H>rtant industries are 
cv(*u now in the hands of non-Indian lirnis. ’Fhe predominance 
of non- Indian management in some of the imiKirtant industries 
l.as detraetc'd from (he value of Indian participation in industrial 
enterprises, (lenerally s|H'‘aking. the mtinaging agents have not 
given any sc'ojjo (o Indians to hold such )K>sitions in tlie com- 
panies they manage as might liave given tliese Indians an opjKirtu- 
nity to have a eranprehensive idea both in regard to the technique 
of production and management of the business. 

M'kk A strong feeling has, liowexer. grown among the fndian 
intelligentsia that the control and management of Indian indiis- 
tries should pass to an increasing degree to the hands of Indians; 
and this feeling has also been voiced in the jmst by some of the 
English administrators of the countr)’. For example, speaking 
on the 21st Afarch 1016 in the Imperial Legislative Couricil cm 
the resolution which knl to the appointment of the Industrial 
Cotninismon, Sir William Clark, then Member of Commerce ^ Mid 
tlmt “tlie building up of industries where the capital, control and 
mtfliageinent should be in the hands of Indians” wa« ”the apacial 
object which we all have in view*^; and he deprecated tlie takiiig 
of any ateps ‘Vhich might merely mean that tHe manafactnrer 


* We ha'TO been tiimbln to tbn fifiiro« with mny <inac«# of aoeoiaej. 
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Aviio liow cotnpeieH will) you fixiia a disumce would transfer liis 
activities to huiia aiul coinjHJte wiili you wulun your own 
IxjuiHlanes' \ It is [HjHSibie tliat iuou» progressive assistnnee by 
the State touaiii^ die iieveiv>|>ajeiil of huliaii lUilustnes will nttike 
adcHjuule i a[>u il a\ ailal>le ui India for Invest luem lu safe and 
»ound iiulusUiai eoiuerus. ’rhis was the anUtijmliou expressed 
iyv the iiunurUN (vf the luilian l-hscal Coimuission ni paragraph 50 
x>t their uoir tJ thss«Mil, In inarkeil contrust to tlu* attilud<‘ of 
tlie Stale towards industries in India stands the aerion taktui hv 
(ioviTJunents m certain other countries like the rnited Stafes of 
Ameriea and da pan ; ■ 

77e I'mifil Nfa/f % f,; lurro a. In the rnitiai States a 
national indusinal polu \ has d(dihi'raU*ly |h tui Hvloptetl. d’his eon- 
seious ('tha t niado hy tin- ( t<»vei lunent of tin* ri»untrv t4» advance 
its industrial intt'nssts is fully illustrated hv tie* di'Vidopmeni of 
the iron nalustrx . uhi< h is referrctl to in U\c following' words hy 
Professor 'raiissi^^ : — 

"lOch natural ri'sonna's, husiness sKdh iiujaovrim nt > in 
trans[v>rtation, wide, -spread training in applied 

seienca', ahundant an<i niana'^U'ahh' lahoin supply - 
th(‘K(‘, }K'‘rha|>8. suffiee to aerouid foi* llie pluuio- 

inenon. Ihit would thes(^ forces ha\a* tiirntal in this 
din'ction so stron;ily and uiK'rrin^dy luit for the shelter 
from forei;in ('otn|M'tition ?*’ 

The (]e\ eln|)ment of the .\ni<‘ra*an industry tlius appears to have 
been (*x[Maiited l»y timely inO'tvamtion of the (iovernment. 

JiifHin. — rii*' (iovf'rmuent of Japan has aho artivc'lv asHcs iated 
its<df w'itli the juo{(‘sK of industnali/atioii of tlial country. At 
the time' of Hestoralion in isr> 8 * the ('conomu' eondition of 

vla}>an wa^ mueh worse than that of India m 1757 , lut! dnrmp^ llie 
eours(» ot Iitt l(' over half a ec'nturv, slie has hec’omc’ one* of the’ most 
faseinatin^^ eountric's of thi„' world, in so far as indnstriai and 
commereial jihenomena are eonc'crned,* Jafian had beam luded 
from tlie world for about three centuries and while sIk* had no 
{xnverfu! and weallliv mereantile class ('omparahh* to that winch 
existed in Kn^^dand in the ei^diteenth (entury. th(' otily induhtry 
in whit'll she (*onld take pride was the f)roduction on a small scale 
by craftKmen of sfx^c ial articles of luxurv and military erpiipment 
for the knights and nobles. Tliis, together with the extremely 
unsatisfaetorv (*ondition« regarding other aspects of economic and 
politiail condition of the country, led the Jafianeae to c/msider 
serimiftly the urgency of rapid westernization of Japan, and while 
the Efiropc^n military cxiiupment and metluida were adopted whole- 
sale, the need for speedy industrialization waa no le«a recognized. 
There were, however, very severe ohataetea to be overcome. Thera 

^ Xadem Japan and Ha prol>lMiaa ** hy Alltm. 
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were, on the one hand, tra<lition and eocial customs preventingL 
any sort of individual initiative, while the lack of capital neces- 
sary for finaiKfing large-scale manufacturing industries accentuated 
these difficulties still more. The seriousness of the situation was 
prom|>tly realized by the Goveriiineiit which was thus compelled 
to step in from the very first an<l embark on an active national 
policy, Desides sending numerous students abroad in order to 
study the industrial and commercial te<'hnique of the West, en- 
gaging foreign exfjerts in order to train those at home, and pro- 
viding other nuK'hinery for industrial training, it also pioneered* 
many new iiulustries, such as textile, iron and steel and 8hi|v 
building iiHhiHtries; it has supplied the capital wherever possible, 
while in other cases, it has rendered substantial help by granting, 
subsidies or giving prote< tion. Tlie assistance which the Govern- 
ment rendered to the industries was by no means confined to the 
above ; commercial muHeuuis established by the Government 
almost all the cities hold p(>rio<lical exinhitions, thereby facilitating 
sale of gcKKls abroad, and also supply useful information to the 
traders, while the various guilds, nuinhering over a thousand, 
have been established under Government auspices, with the object 
of regulating the rpiality of the product. The establishment of 
the Yokohama S|:)ecie Bank in and of the Industrial Bank 

of JajMin in ltK>2 have also given inir h inifxdus to llie progress 
of Jajmn’s industrial develofanent . The amazing progress whi(*h 
Jafmii has made in the matter of iicr industrial dt^velopment 
during the last sixty years as \ result of this active |K)Iicy 
of ^he Government will be realized from tlio fact that the 
contribution of manufactured g(K>ds to her total exfK»rt trade 
rose from 114 rent, in 18r)8 ’o 4‘i .V2 jx^r cent, in 1*>‘2^, 
the figures for the im|K>rt trade lading reduced from fiO 57 {>6r 
cent, in 18r>8 to 1510 |vr cent, in 102^. Tliis ext morel inar\^ 
grow’th of industrial activity is also reflec ted in the figures for 
thf^ exfxirts and imports of raw material.s; while the (X)untry at 
the beginning of her industrial career ex}x>rted as mucli as 26'2T 
jx^r cent, and inifxirted not more than 4 08 per (cnt. of raw 
material.s, the progress of industrialization lias resulted in changing 
these figures to 417 fx^r cent, and 5312 {xu' cent, in 1028*. 

F4ven in England wherefrom has emanated the doctrine of 
laissez faire im{x>sed on the govennnental fxiiicy in this country, 
the need for active participation by the Government in the pro- 
motion of industrial interests has come to be effectively recognized 
in recent years. A reference to this change in the policy of the 
Government is made in the report of the Tiiberal Industrial 
^ Enquiry, which shows how between 1921 and MarcH 1927 atr 
aggregate loan of more than £74 million was raised under the 
Trade Facilities Acts for approved purpoees on behalf of private 
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con(‘ern» with the guarantee of the Government. The Govern- 
ment guarantee of the loana was given free of any charge. 

CLASSIFU ATIOX OF INDCSTUIKS INTO MAJOU AND MINOR INDUSTRIES. 

Itefore we jMnoeeed to deal with the capital rtHjuirementa 
of ini^ustries, we may refer to a fact w’hich we have already 
mentione^i, namely* that at the outset of our enquiry we divided 
our task l)etwtH?n the Provincial Committees aJid ourselves. The 
former were rt^jncsted to deal with the requirements of small and 
middle-sjzed industries* including cottage industries, while we 
rest^rvcil to ourselves the exaiiunatioii of the {xjsition of the major 
industries such as cotton, jute, iron and ste*d and txwil. Althougli 
some of the wiinessea who a|qH*anHl l>efore us dealt in their 
wTitten and oral evidence with a few' imlustries which were the 
subject of investigation by Provincial Committees, notably the 
tea industry wliich !>eing largely an agricultural industry came 
within tlie purxicw of the I^rovincial CommitteeH, our examination 
of thew' witnesses was mainly devoted to the financial re(|uirement« 
of the major industries inentione<l aU>ve. Most of the IVovinrial 
Committees toured about their provinces. As the small and 
middle-sized industries are scaittered, such tours were mwssary. 
We in the Central Committee, however, did not tour for our f)ur- 
pOHt\ Tfie major industries are oil concentrated at the larger 
centres ami arc well represented in the various ( humliers of 
Conunene and other Trades Ass(K'iation.s. Most of tlie im|iortant 
Cliamhers and ABwa iations lielfs'd us with their valualde written 
ineinoramla and oral evidence. We deal in paragraphs 'ld9 to 
.‘i.’id wit!) the |w)silion regarding major industries as fdaeed before 
us by witnesses and iii the sm'ieeding fwiragraphs \v(‘ summarize 
the ease for the smaller and middle-sized industries as premmtcd 
In tie IVovinrial Committees. 

CAriTAT. KRgriRKMKNl’S OF TvnT\STRTFS. 

.W). Industries re<|uire <apital f.a* Ivo jnirposes (1) capital for 
block, that is, to finance fixed assets, and (2) working eajntal, that 
is, to finance floating asfM'C.s. Block capital js required hy newly 
started industriea for fixed assets, surli as land, huildings* 
ina^hinerv' and oilier a[»plinnees of a durable and permanent 
cbarneter. It is also required in the (ase of eslahlislied industries 
for purjHises of extensions and replacermoits. The capital that i« 
invested in these fixed asaets is more or less of thr nature of 
permanent investment. 

336. Working capital is required for the purchase and working 
np of raw" materials into finished products, for stores, for ex}>ens<^H 
incidental to the marketing of products, for financing butstand* 
inga in respect of goods siipplieil, and for providing the neecssarv^ 
fundSii for meeting day to day requirements. The capital tfmt is 
invested in this way should Im* of the nature partly of fiennanant or 
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ciipiial aiul j>ailly of s}ioit-r<:inr finance. A recent 
writer'* Ktateb that tlic stCK'k of run loateiiai^ and inanufacluied or 
H*:iu-inanufa<‘turcd coumiodnics never fulls bedow a certain niini- 
niuni and tlie capual rctjuircd for holdinj^ tlicse is of the nature 
of pernmnent capital. Any workni'^ capital over tins nmninuai 
falls under the cate;^j>in of -hort-ieriu finance. 

d’lie iciatnr pro|S}rtion hei'veen hl<H‘k and working ('apital 
iCfjUiKai in an iiMlustiy \arjer willi the nature of the industry. 
In l otta^ie indusmes, tor exaiu[)le, in w Inch j>nK‘ess<*s are not 
f onndaljoiU \ and the iinplemeiil^v are < oin[>^irativeiy inexjHUisive 
and h‘\\ , fixed <’a ju! a 1 is very small <‘Oiupared witli working (apitiil» 
v’Jiile t>n the otlau* hand, in nindern industries such as jut<‘ and 
eotton, the projK>rtion of fixed to working capital is much larger. 
Again, as tju* pro« esses of production heioine mort' and more 
roundahont ’ , tht‘ pn)|H)rtion of fixed to working c apital inc reases 
<'(»rres|>«)ndinglv. Taking the case of tia^ i ivdro-electric industry* 
the’ diHtiiuti\c‘ feature of its finance is iis large recjuirmnent'* of 
fixed capital, 

MdH. d'he ihtichI hc‘t\ve»<n tVie -tar;ing of an industry ancl tlie 
time when produetion eomtneiU'es varu'^ from industry to 
industry, lu the ea^c^ of a tvs-i garden, lor Hwtane**. tin* initial 
<>ut lay on which for a garden of fh<* ininimuin si/e is estimated tit 
l{s. 7] lakhs, fcrodnetion d<x*s not commence* till after thc‘ c^xpiry 
c.f at least four yevars from t!ie laying out of tlie garden. Again 
rise numl»c‘r of yc'ars that a c'onoii mil! takes to hesome a paying 
^.'(UKau'n IS difTerent fi'om that taken hv an iron u.d stf^cd tonecrn. 

Major T n r > t ' s t n i v. s . 

Exist in f I J(n ilitirs. 

The couM'rvat i\ e v< h(a>i cd wom sM^^ su‘di as the T‘airo|H'an 
niamhers of (‘omnuTcc‘. the Ivxrliange 1 kinks AswHuation 
and tlie Imperial I kink of India have all stated in evidence that 
in Tndia no industries floated on sound lines and sliowing a 
tt»as<mah!e promise of siHua^ss have l>een unable to obtain 
the tinuncial assistance necessjiry. According to them, capital 
rec|uired for financing fixed assets should in all cases be sup- 
fdied lyv public or private subscription of shares or dehen- 
tttres of the undertaking. When an industry has establishe<l itself 
in this wav and is capable of presenting a balance-sheet showing 
its soundness, the commercial banka should supply the capitil 
re^iuimi to finance the floating assets on the security of stwk 
fifid other liquid assets built up oy the industry. It has b«n 
suggested that prmnoters are often anxious to obtain Government 
patronage which would make it easier for them to obtain outside 
financial support, and that it is diflficnlt to sympathise with this 
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attitude on tlu' jxirt yf |>rouit>ters. AoiHHdin^ lo one of these wit* 
nesses, in nuist couiilries :\\\ large iinlustrial conoerns linve Ihhmi 
develo[>ed hv private enlerpris^» from very >niall heginnings and 
if the same |>rnH‘iples of iitui-itdiama* iiu (ooerninent help he 
followed in India. i)(> M>und ^elieine oi indnsinal <h*\tdopnient 
would find an\ difVumhy in ol^taining hnanee eithta for ldo< k. or 
working (aphal fii>m the exist itig sources of siij»ply. 

H4n. Indiati u itnt''S'"s in general differ from the conservative 
fwdicvil referred »o m the preceding pa nigra j>li and tliev are extreme- 
ly dissiUisfied with the r‘\i<nng -tale ot affnus. \\*e mention ^ 
helow the vaiioo h£mthrap‘> to lndvaii indu^trie?^ hnuigln t<» tlie 
notice of the ( ommitt«'i‘ l»v these e through tfu‘ir written 

and ora! eviden<’<' : - 

(jt I sinks in India ilv> iha pro\ ule linan^e lor hlovk capital h»i 
industries, though tlu^re is no lici'^ou w h\ h huaiu'e ^diouKI not 
i»e |»n)Vjd(‘d l‘\ ihtun out of then pahl-up »aj)ttai and reseivtss, if 
adequate s»'rui f(\ Is olleri'd. it N true that th ‘ne le-ouK I’s are rela- 
tively small, hut by titili/ing tln^^e eapdal re-om<a . ha the 
pura liase of dehentnres (»f imhistrial t(»nreMis v\ith a \n*w 
to passing tlaun on to tlie pubhe. hanlO' <"ouid render 
great assmtaiaa' to new mdustries. Tlin- pioers> (oiild he 
repeated <'nntinu'ai*.|\' with '.eiv htlle ri-k to the hanlc^ 
and witli grt'af advantiiga* lo new industries. It is euinplaimal tlia^ 

< onstTvat ism and lack of initiative make the hanks vei\ Innid and 
pr»‘\ent them from iunharking on iinder w rit mg of indm trial capital 
or (Well lending ! i«mr\ <m t!ie M runt\ *f in.lu tiial shan's to anv 
great extent, d'he Imjieiial Ikoik o! Indc! \\hM}t is die ht;!gi‘>it 
Indian joint sto< k Issiik that miglit he of <<sme a-sistama' in this 
diriM'tmn is d'haned h's stainte from giving Inaiis to nidnOnal 
<'<im|>;im(’S for capital expenditiing hy the Imufation of six montlis 
on the jariod of loan^ that mav be granted l>y it, and by a prolio 
bitior\ againsf jmdmg' monev on the se. untx of indmtrial shaia^s 
or iinmm.ahle properts. faven as regards neiituig f iqulal sianieil 
bv liquid assets, the Bank insisfw on a margin of Mametlnng like 'h? 
j>cr f'cnt, with tin* result tliat iiithisfries hav<* ta pinvide not <>nK 
the w hole of the ( apda) refpnred for finan<*ing^ tie* fixael ass(gs hut 
alsia AO per eetd of the <eq»ila} require*! fnr fjnaMerng tfie fioatiiig 
assets. Allis attitude of tb.e Inanks in Iralia. adde*! to th‘‘ shyness 
of Indian e/ifdtal. aet« ns n damf^T on the industrial drw’eloptnent of 
India. 

(ii> Bankn fiiHher iiBually innisl on a full bfu king of tangihle 
and eni^silv reali/ahle P*^>iintv for their loans and take no 
accotint of the perj^rnal credit and inU*gritv r»f the f>or- 
renversv Tlu>i is in blinking contract to the f¥>fi»tion in 
England an ilhi^^trated hy the following quotation* from 

♦ThR q»»oRit 4 «n r^Ur* Ui furrncr^* Ewt it will ^mn 

frf*m 170 171 of WsRat Umn hook thmi tfm nuimo r)riiet V# i» fothwmt 

in otH«r 4ir««4ioti»- 
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Walfer I>eaf*s book on ‘Banking’ : — “We the Weatmiunter 

J^ank) have had f$ome figures taken out, and I eoiifesa they were 
sfiinething of a suq>rise to me. The} refer, of course, lo tiie loans 
we make for current buHiiichs puq>ose». They show that of the 
total number of borrowers no less than 28 [>er cent had their 
loans wholly unBCiured, and a furtlier 13 j)er cent only ga^e 
partial Bccurit}”. It has been suggested that a mimlxT of failures 
of industrial ioncerns, due to bad management, lias shaken the 
confidence of the public as well as tlie banks, in India, in industrial 
iomerns generallv and the banks are, as a result, over-cautious 
in their advances to industries and insist on tangible and easily 
realizuhle sc^c unty as cover in all castes. It is argued, however, that 
It is the husinesH of banks, if lliey have llie national welfare at heart, 
to distinguish IxUween gixx! and bad c‘oru‘ern8 and to help those 
<'oncerns, alM>ut which thev are satisfied that tlu' business integrity 
of the management and the financial position are sound. 

(lu) \<d\Mthstandmg the \i(*w of the conservative kIuxiI it is 
said to lie a great hardship to ludustiies, that hanks slioiild insist 
•on maintaining a margin of about M) |)c‘r cent, in legard to advances 
ligainst stcwks and even a higher margin in regard to stocks in 
pr<K*eHs of manufaeture, t*s)ye<*ialiv when piiec's have touelied 
lottorn in many eases 3'he fiardship is said to l)e fnrilier in- 
^creastsl liy hanks not giving aiiv eonsaieration to the t‘xi^tenee of 
valuahle block ea[Utai as general scMaintv for loans 

(iv) The (’otton Textile Jnduslrv is tlie biggest national indutirv 
of Imlia. 3'he nuluslrv has for tlit‘ last few vears Ixen passing 
lhn>ugh a ihukkI of general de]>ression aiul lias also Ix^en sub^^ct 
to l<K’al V H'Uisit tides, A numlHu* of mills in liombav are not mak- 
ing a profit at present and from >ear to vear have sustained Icysscs 
v\hich have led to u n^duetion of capital. On account of this retliic- 
tion m capital and the ret urring losses, the banks are reluctant to 
make advances, Tlie Managing Agents who finance the industry to 
e considerable extent in iionnal times are unable to cojk? with the 
requirements in such |H'«*uh1s of adversity. It is stated that m 
other countries of the world such national industries would in times 
of depression l>e nursed by a l>old and sympathetic: |x>licy on the 
|>art of banks. 

(v) It has Ixstm suggested that banks in India are not equipped 
with the technical knowdedge necessary for valuing^, the 
assets of an industrial concern and for judging whether 
tlie concern is profitable and solvent. Asked whether this 
lack o( technical knowletige interferetl with the liberal grant of 
facilities by l>ank8. one prominent Indian hanker «iaid that suck 
difficulties do not exist in the c*ase of large industries where 
ruffietent 4ata are available through balance-sheets and lepoiist 
from which the banlcera can fcarm a correct opinion about the 
flnaneial position of the concerns. He added that the nmller 
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ixiduKtnes, however, wbicii were geiierttlly jyrojMnetary ooiuwns tlid 
not prepare and make available balanct^-aheelH lA^ivrdiiJg their 
financial |K>f^jlion and that Imnka wei*e handicap|HHi by the eonae* 
quent lack of knowledge in granting ailvanws U» thenL Even if 
teclinical men h)r the valuation of tlie itastHn of the company and 
for giving cxjHnt o})iuion a« to the solvency of the concern wei'o 
reijinred, it was ^tuted ilnit l>;inks I'ould e^iaily employ 8U('h im‘n for 
the puqHxse and that ihi« would not U' very cxistJy. E'roin their 
personal exiH^nence on the Ixwirda of miluatrial coneeriiH, the rcpre- 
sentalivcH of an nnjKjrtant ('humlH*r of Commerce «aid that they 
had no diflicnity, praitual or otherwim\ in getting advaiuvw from 
banks for want of lecbmcul knowleilge tin llie part of the Inink 
ma nagement - 

Tile IVngal Ihinking Erujuirv (’omnnttee have referred to lha 
fact that ]oinl-sto( k banks do not emplov cx}>iM tK to make valua- 
tion of the goods agamst which advan(H*8 are asked h>r and have 
snggeHted that the task of vahmtion miglit be undertaken by some 
relialile agenev. The Bombay Committt*e have also referred to the 
lack of ttM linual knowlialge on the part of ti\e bank staff for 
examining jiropositions for financing iiuhistrics. 

(vi) Banks finance iiuluHtries ul preixmt out of short-term 
de[K)sit.s by g^ranting advances for working capital for short |)»‘rio<ls, 
Tliough thc\ an* always willing to nmew theH<^ loans from time* to 
time |>ro\jd(‘il that the indmtrial (aiiaern is ninrnng niI J•■^ fa^lunly 
and till* securilN is gissi, from the jMiint of view of the iiHliistriai 
concern, litis jxVsition consalcred to In* piectnious in view of the 
fa(‘t that the concern < an never Ik* certain of getting a renewal of 
the advances. 

(vii) As staled later in j>aragraph 'I4d. a great deal of the capital 
required by the cotton mills in the Bombay I’reHidency 
cbiained direct by means of de|)Osils from the public. This 
mnUm of finance has lK*en cornfmred to a fair-weather 
fritrid. Wlien times are bad, tliesi' dej>o«itK an* lial)le to Im» with- 
drawn from grxKl as well as bad concerns, thereby aggravating llie 
fiositioT) at a time when all resources are required to earry over 
what may l>e only a temfxirary period of depression. 

(viii) Some complaints have been msule about nua’al discri- 
mfnation on the part of the officers of the Imperial Bank of India 
when eonsidering applications for credit. It has l>ecri suggest- 
ed that the European managers of the Bank on account of 
their methods of living and social habits have greater op|¥)rtunities 
of aiming in closer personal contact with Eurojiean clients than 
with Indiiuis and that this personal information and conlact result 
in more favonrablc treatment being accorded to European concerns 
than to Indian coocems- It is furthisr generally believal that the 
Bank lends to Earopean coneerns imsre freely than to Indian 
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coiH cnifi aiiil that . Iiidiai) voncern^ wliicb took the 

Bikuk'n agsigtaace have had bitter experience. It lias beeD 
guggented tliat while non- Indian concerns get fuller assist- 
ance from the Hank, the aHsistance rendered to Indian concerns 
iH verj small and falls inucli ulKirt of the actual requirements of 
tJu> concern \\"e hav<‘ iK'cn fiirnislierl, tfmough tiie courtesy of, the 
ImjM^riiil liank of India, with the hgiires of ad\an(*es to Indian and 
non-lndian {'onccrns, l)ijt in the absence of fuller informatioD 
regarding indiviiinal ('ota eu ns, we ar«* unahie to examine this 
comjdainr. W'c were referred in tins connection by one of the 
wiineH>eH t<i the s\ -^tein lollowcd hy the Bank of India ai Aiuneda- 
had. Instead of depending on his slirofi for infoiination regarding 
the stalUH and )K)sition of his clicuits, the Manager is assisted by a 
ItH'al board of dina tors take the fullest res|K>n<il)ilit v for the 

r<*('<jtmnt‘n(lat ions the\ make, d'lu' partimlar witness '-tated that 
lit‘ had known l a^rs whure owiie; to llu* ahstuua* of sucli !o<'al 
hoards for hraia hc> of the fmp<Tial jkiiik of India a partv worth 
l^s. or 1 laklis had h<‘t*u n*ported as wortli Rs. lO.tKN) ouly while 
a party worth a few thonsruuls had hcen i»‘pres(Uitcd to he worth 
some lakhs. The Managing (o)v<'rnor of the lin|H‘ri;d Hankf» 
when askeil to (‘xplain to the (‘omnnttee th«‘ lue.nV' employed hv 
the l>atd< l(( a^eertam the standme and tradtu's, 

’Hanks tl/eij «a\o i r?l eMjgiuu <‘ da p oaneai!- w ha h, hy* 

watrlime market- and llie opeialons (sf dealias in 
those markets, hy the ri/eeipr ul ir-h arnat it ai from 
many souiaavs f)fH*n to Hiran. eonfidenlial and otlu*r- 
\\is{'. hy the oloervation of indi\idiials h\ trained 
observers, hv tlu^ (‘xaminaiion of ht»oks and halanee 
slu*ets ami the summing up cd the infoiination so 
rt'ceivaal l>v tlie offitau's of tlie hank, arrive at their 
(\stimat<^ of tht' credit that should legit imatelv ho 
granted/ 

We might als*i ol)S(‘rve in this eonneetK^n that the ImjHuial Bank 
of India lias more than lOd branches while the branches of 193 
other joint-stix k hanks takiu) together totalled 421 in 1928. 

Similar eoniphunts against hanks generally have also bt^n 
reetMved from re[)re?a'ntativ'es of collieries ami tea gardens. It is 
said that collieries and gardens under Kuro[X'an management do 
not suffer on account of want of finance, bnt tliat others controlleil 
by Indians do ftuffer from this eanse. 

(ix) The mfes of interest charged to induBtriea for loans and ad- 
vApees are said to lx* genemlly mueh higher than the indnstriea , 
can bear. For example, the usual rate of interest on bank loans 
and advances is generally the Imperial Bank’s rate, and in some 
cases one or two per cent, higher. As the Imperial Bank rate 
advances with reference to seasonal market conditions, industries 
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«ne peualist^l bv high intereM charges basetl tu seaaaiml stringency, 
though the rales are not justifieil l)y the iiiberent conditions of the 
industries. Smaller joint-stock banks make advances lo industries 
tK#th on ruorigage and {>erM>nal sureties at uukIj higher rates* 
Similarly in the case of finam^ supplied by Indian Prineeg aiid^ 
indigenous hankers and merchants a very high nite of commission 
has often lo be jund to the intermediary party which armnges the 
loan aqd suc h finance is in <'t>ng<^quence moret'ostly than tlie finance 
obtained frorjt lianks. diffii ultv of obtaining capital by issue 

of dei>entures has already Ikmui referred to and here Ilie cost of 
raising capital in tliis manner may Ih^ mentioneil. It is j>ointed out 
by one witness who deals in such debenture issues that debentim^ 
loans generally wst al>out 7 jx'r cent p<T annum besides the addi- 
tional cost involved in (‘ommismons, stamps, vie , and that the 
underwriting commission or brokerage alone varies from 2 to 5 per 
cent. 

At the siime time many witness's have stalled that ill 
India capital for industrial development is not easily forthexuning 
from the public . and further that the financing of fixed capital 
^[Hmdilure by means of delHUUnres is not as jHipular as e\m- 
where, 'riiis state of affairs has been attril>uti*d to various 
cantiea t — 

‘l i Tfiere is no rxHognized method in Indm by \^hicli the 
general public can obtain advice and assistance as re- 
gard.s investments in India. No doubt banks’ clients 
l an obtain some sort of advice from their hankers^ but 
there, are many urban centres which do not still jhisschh 
any hanks and the assistancA', where it is available is not 
of the tw’tive, dir^nting kind which lianks in Germany 
supply to tlieir customers, for the advancement of 
industries. The Stock Exchanges function only in the 
large sea}KirtH^ and an up(?ountry invesbir lias little 
chance of getting in touch with any reliable or recog- 
nized member of these Exchanges. 

(2i The failure or lack of suct'ess of many of the smaller 
industries started in India is also reported to have 
shaken the confidence of the publi<^ in industrial in- 
vestments to a certain extent. The fonw»rvalive in- 
vestor in the mofussil therefore prefers to invest his 
money in post office savings banks, cash certificates and 
other Oovernment securities wdth the knowledge" that 
the credit of the Gov^ernment is behind these invest- 
ments and that his money is, therefore, fcrfectly 
secure. 

(3) We have been 4old that there is a class of Indian in- 
ve«tor which looks for capital appreciation in its in- 
vesiments and that debenture loan* with a fixed yield 
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of ixit^rest aud with no fwroepect of oapit&i appre- 
ciation have, therefoa% no attraction for this class. 
On the other hand, we have been informed by the 
Calcutta Stock Exchange Association, whose opinion 
in this matter is entitled to great weight, that there 
in at all times a large class of investors winch prefers 
the Bc^curity offered by sound debentures to the possi- 
bility of capital appreciation. 

(4) In other lountries insurance comjmnies invest a large 

portion of their surplus funds in debentures of first 
class concerns. In India no insurance company Has 
yet taken to this kind of investment. This is atlri- 
buted by some witnesses to the insecurity engendered 
by tlie fiscal fx>licv of Government and by others to^ 
the absence of debentures of really first-class industrial 
<x>nccrn8. 

(5) The lieaw stamp dtity on (iebentures and on transfers 

of debentures is also <‘onsidered by Home witnesses 
to be one of the imj>edimonts in the way of industrial 
debentures l>e('oming popular. For exain|)le. in 
Hornbay lii(* stainj) duty on a debenture truiisfcrable 
by endorsement, or by a separate mstniment of trans- 
b-r. IS Us. 7 h jH‘r thousand. On ea< h transfer there 
is an additional duty of a similar amount. In the 
of hearer delHUitures, Uiere is an initial 
duty of Rs. 15 {hm* thotisand at the time of 
issue, but there is no additional duty on each transfer. 
In order to encourage this useful form of inveslmant 
among the public, the Punjab Banking Enquiry 
Committee have recommended considerable reduction 
in the duties. There are, however, other witnesses 
who think the stamp duty has nothing fo do with the ' 
popularity of tiie debentures, as the cost of the initial 
duty falls on tlie company and not on the holder 
of the debentures, except in the case of ‘registered’ 
debentures of which there are not more than half a- 
dozen issues in all and where the stamp duty is the 
same as for share transfers. 

(6) Our attention Ims also l>een drawn to a practice 

whereby the whole of a debenture loan has been taCen 
up by limited groups of financiers working for wealthr 
clients such as Indian potentates and merenant princes, 
who do not try to place the debentures on the market 
and thus create a market for theta. In a few cases, 
certain banks have, we are fold, tried to introduce 
(ic^ntures among their clients by even deriaing ip- 
lidmant of payment, but that small odd lota 
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put Oil the liiarket by com|ianiet^ of utikiK)vvii anttve- 
deriw a&d uacerOiin future do not altm^t tj^e inventing 
public, and moreover t^iich imtuea cannot reiuiily 
be negotiated in the Stock Exchanges. < ipiiudiia 4a 
expres*4ed by aeveral iiu(>orUuu IkkIics vnry cQU^i^H^r- 
ably. One such boily adirms that original delicntupe?* 
are quite ^>opular forms of security and lue saleable in 
the market and that in general debenturcB of mills, 
tea ganleos, and other sound concerns, are sought after 
in Calcutta, though such del>enture8 are bought more 
by ijivestors than s|)tHnilators and therefore do not piss 
from hand to hand in the same easy manner as shares. 
The CaK'utta Btoc'k Ext hiinge Ass^x iaimn have brought 
to our notice the siM'ces^ of (he debentures of two im- 
portant Indian jnte nulis in ('alrutta. In tfieir 
ofiiuion, the succcsh depuids on (lie nature of tlio 
8«N“nrity ofiffued, and where this is isfa<‘lorv . and (he 
yield is attraclivt*. the puldir midilv 8ul)S4 rilu\ The 
standing and re|uite of the Managing Agontw is also 
H matter of imiHirtance : a slight [uadVrema* being 
siiown, they say. for Europnin Managing Agent 
( 7 t Most of tlit‘ Indian witrn^sses Imve added another reason 
for the shyness of Indian eayatal, namely, th<* 
fiscal [Kilicy of (Government. Wlum once an in- 
dustry is started, the indusiriaiist has no guarantee 
tiiat he will protecte<l, if any such neces- 

sity anses. against unfair fortugn comjxdition. We 
have heard tlie rfmiplaint that though machinery has 
been wt up hy ( lovernment to ctinsider the claims mado 
liy various industries for protection, namely, the Tariff 
Board, th?' res‘ommendaiions of ihi.s lh>ard are not al- 
ways <*arried out hy the Cfovernmenl. It is tliereh^ro 
argued that the investor in an Indian industrial under- 
taking has no assurance that the industry in wdiich 
lie invests will reach the jmifit-eAming stage or that 
the profits, when once tliey accnie, will maintained 
by inauguration of proyw^r protective meamires on Ihe 
part of the Government of the country’. 

Thr Manaoino Aokncy Systkm. 


342. W^e liavc referred more than once to tlie Managing^ Agency 
system. The imyiortant place vvliich it cKX’upies in tlie organiza- 
tion of industries in India justifies a somewhat fuller treatment 
in our Report. 

(1) Bombay, 

343. In Bombay, when an indfistrial concern is started, yxirti- 
culariy a cotton mill, the Managimr Agents attract capital from 
tbeu: friends and others who are aware of their standing. 

/ ^ fl 2 



m 


cu,\rmn xvi. 


The capital i6 foumi itom privaM» 4kpcHail» aiod frcnn loaai 

aijcj ranii eredits from bunk^, tt«d in both directions tli# Managing 
Agents on account of their financial .standing have rendered yeo^*. 
ni 4 «.n servite to the industries. Ttie de|x>sit8 are in most cases 
for six and twedve months and the rates }»aid on such deposits xt^v 
from about 4^ fo TiA per cetit, being to a great extent regulated by 
the standing of the individual miilB and the fK>8itiori of their 
Managin/ Ageiun. Ah regards loans from banks, thev are obtained 
0I» the guarantee o* the Managmg Agents and are now generally 
siXMired ( olialc iallv hy a hy jxithecation of the liquid assets of ttte 
mil! coifqmnv. Aiharues to mill companies are not usnally made 
ag4)Mr.t a f>eMge of .Kto< ks, as the mills do not find it convenieut to 
place their stinks m the jk>HH^'HHion of hanks. The procedure 
followed f>y the Imjierial Bank of India is that in cases where ft 
pledge on sio»’ks is given, it is not usual to require the guarantee# of 
third fMirtie.s, and advances in such casi‘s are made on the security 
of st(K’ks. But .Hornet iines only a ‘charge* is given which is a ^^<5ry 
wide and elastic term embracing hypothecation or lien, and a 
guarantor is re(|uirf?d only when the so-called charge is not a 
suflicient Hecuiity in itself. In such cases advances are granted on 
promissory notes and as under the Irnix^rial Bank of India Act, 
such advances must he on the security of }>aper bearing two 
names , the fiersona! guarantee of the Managing Agents is also 
raken. This |XTsonal guarantee of the Managing Agents is not 
However required in respevt of advances against Government and 
other trustee securities. In aoine cases it is stated that the ^ 
Managing Agents provide finance on consideration of being 
afqK)inted agents for buying raw’ material and selling or di.stri- 
buting the products of Uie industry^ concerned. 

(li) Oalciittft. ^ 

d44. In Calcutta the main industries in which the Managing 
Agency system prevails are jute, coal, cotton and tea. The dutie# 
of Managing \gents are said to be very wide. The Managing 
Agents (unless the agemw has <*hanged hands) are the founder# of 
the coiuerns, and manage them in every way. They arrange for 
the finance, both bloc’k and working, either by raising share capital . 
4n‘ arranging with banks, or other financiers or Hupplying it them- 
selves. They purchosi* the raw materials, supervw the manufac- 
ture. sell the products and control the management in all spheres, 
^lien hanks rtHjuire guarantees, the Managing Agents give the 
iJame. We understand that these Managing Agents do not in 
many cases give their personal guarantee in the case of bank loans 
<ftnd overdrafts as in Bombay but merely give a guarantee that 
i!ic ovenlrafts rninted are always covered by stocks. ♦ 

(Ui) Alunftdftted* ^ ^ 

vl45. The Committee have been furnished wifcH a full deaeft^tion 
of the working of the Managing Agency system in AhinedilMid 
where it is admitted on all hands to be an nnqnaftfled 



ri.vA!9cr.4L RB^ nusiiE#rs or tniivstuiks. 


.6ejj<*r;illy spmkmg, the total l.ltx'k capital for atnrtiug a 

cotton tiull in Aiuneilabad is about Hs. 'iO lakhs aiui of this Ita. 5 
laklM is irntiaiiy foinul t»y nipiial. As r<'g:vrtls tlio bula!K*e* 

in the t rise of tie* nUl jniiis, (\'> to To {vr cent of the capital outlay 
has i>een tnuuu ssi hv deposits ainl hv f\imls sn}>pliinl i»v lU© 
M anafiin^" A^umUs, Thes<? deposits ust^d to he ^enernUy for 
one year. In the ease of new mills. out of I\s, '2t> 
lakhs Majuned to finrme<> the hlcK'k t^apital, laklis 

is raisc'd hy <!uire capital and tlje l»a!ancc* is found in 
tfie form of stocmvtar deposits for Ks, ^ laklis and oru^* 
\t\ar dc|H>^il A or Matui^ine Aetuit'^' iO\n t'apilal for the* remam*- 

Ivs. 10 d1a>e Mseiovear do|>o*.Us a»t» ent'ourae*Ml hy 

the irriuit to tin* de|H»^ator of a share in th<^ ai:eia‘y <a>mnut ^^iott . 
Tlie !nana),nny ayenev is made into a linnh'd c(»!\ecrn with a 
noTtiinal o.-tpoal of Ks. 1 .ouo, tlu*re hem^j l.eHM) shait's of H(e \ 
each, and an\ one wlio <’omes forwartl with Ivs. i.e., 

iJs. o.fKM) in tiie shaj^h of ordinary shan* (ai|)dal and ]\'s. 2,000 in 
Use sfiafv of d^*pnwit.s for a fixed permd t»f 7 veurs is one 

share of tlie manairin^ atfimcy or one thousaiidfh slnua' of tlie 
a^enf‘\ commission, 'fhis t)n(* ni|K*e slmn* has (onsiihuahly more 
value tlmn its nominal v*alue tind in Heune caw's it is worth Hh. 7tK) to 
Rs. B(H). As far as the Ahmedal)a<l industry is concerned, the syst<nn 
is reported to have succeeded l)eyond ordinary exjHH'lations and it 
ig e\c'n doubted if the industry w(^i]d liave progressed as well as it 
has doijo in recent years, li.ad it not he<‘n for the system of ^ivin^ 
out shares from the" inanathnff apmey eommissiom I’ormerly, the 
Manatrin^^ A^omts iiseil to take in j>t^rsonK who would hrin^ in n 
certain amcaint of ca|>ital, therel»y earning a certain |Kjrf!<ft} t)f 
the Gommissif>n Ajzent’s share. l>ni now the ai^^encies liave hca-n 
made into limite<l concerns and shares issuefl, a proportion of 
which the hfdd<*rs iiiay s<dl off at their sweet will. 

346. Tlie de[K)sits received liy mills conn* mostly from indivi- 
duals and vary from Ms. to Ms. lOdMX) on t)>c av(*rapn*. Me* 

war, it is said, almost all (he deposits us^ol to come from tha 
put>!ic in Ahrnedahad and adjoining rural ateas, Mut aft<*r tho si-ar, 
fUHue of the industrial <-oncerns in Alnneda!»a(l havo tlouridied and 
acctirnulaled rem’rv(‘s and thesy^ reserves an* now inter dcjK>sited. 
Tliesr" defKxsits liv mill conifianies liave taken the pla<e of the 
dejx>silB from rural areaa wlucfi have ixinsiilerahly fallen off. due 
ptirtly to decline in their prosperity and partly to the eomfs*f:tion 
of Government. It is said that the Afirnedahad put>lie (ronsider 
that is «afer to def)OKit witfi a mil! Uian witfi a hank and UoX 
fitat# «# affairs is attributed to the luisines^s integrity of the fs ople 
in ehaiipfe of the manapement of the milM who lo»^k to ifie interestfii 
of the ^toponitOTg «« if they were their own. On the wholly there 
h5n>eeti no redoetion m- falJinp off in the total of the dt*f)Oft!t« 
rweiwfA by the milla, which have continued steady during a long 
period of 25 yeara. 
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il 7 , MiiU 111 Alirnedabad obtain very little or no aBmstance from 
iKUikn. So far an bl^xk eajjital is concerned, the banks are naturally 
unwillin;^ to invest their fuiulH rais^Ml in the form of short-temi 
d**jio-jts m lon;^^-term investments in fixed assets of the conceme. 
Kven as re;^ar(ls vvnikm^^ rajatal. the miils are mnvilling to }>iedge 
or hy|M)tl»e« ate tlieir k w ith hanks as lU>nd)av mills dm It is 
said that if flir nnlls wrre to hyfxdhecatc their st<><‘k. the vvliole 
oi ( jt'dit iia lndnij^ their K jwxsit system would !>e mint'd.* 

In \hme<]al)ud it is not (lie prac tice for the Managing 
to ehargt' any (Oinmissi ai ha l>uvifi^ rav. materia!; it is 
h>r selling the finished proiluct that they get a commission. 

:iV.h riie rate< «>[ int ’rcHt on (le|)osits offered j>y a mill under 
a partieuliiT management in Ahrncdahad during a series of years 


Were as follows ; — 


Per cf*r»t 

n*::i .... 

• 


May n» 2 tt 

* 


January l*J -7 . 


ri 

VictoUr . 

. 

•H 


The rale ulm h the Managing Agent.s charge to the mills h»r the 
money \vhi< h they u(l\ anee is said to tie m ver more than fi jxt 
cent and eom|>areH fuvourahly wirh the iiite of interest on de| osits, 
ma^miu fi as fhe agents ha\e to advance any amouni of defa ieruy^ 
in the ti^tu! finatue reijiured In the mills meludmg looses from ’ime 
to time. 

:\^h. The following statement shows the various Bources from 
whiei; u ;'l'- in 17 Miha\ and Ahnu-dahad obtain the reimired 
finaiu’e : — 


ill) UiUh**. 

•/. AhfHfdiihstJ, 


( K e<r *’1 MilU ) (FivuirC's for .*>(1 MUU ) 




IVrconfnK'o 


Fen on f aero 



nf t .fat 


of iu(al 



finat^ro. 


finance. 



IN, 

H# 


t. 

Arnornt 1 





Uvv’ 51 an a i 





AlisefUs . . 

-21 

1\64 

24 

2. 

AwvMint Iranod l^y 






lACO 5^ 

42 

4 

3- 

Amount of pnblic 






2,73 11 

4,20 

30 

4. 

Amount of Shar«^ 



, 


Capdal 

!2,!l A9 

3,40 

32 " 

5. 

Amount of DoWn* 






1\3S U) 10 

S 

1 


{li) yiM'M up of : — frcuu Maam^injg 
i >3 fr» m Blink#. 

I, 3 t? from tlif© imbtio. 
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^ fiv) BUyur and Ortsaa. 

35 X. The following extmct from the Bihar and Oriaaa Knpoit 
sliovvH the jH>siuon of tiie Managing Agents; ui tliat province ; — 
“Tliev are most aetive in the coal mining and iron and 
indusiries. i)f tlse lesstrr indusiriew they siip|K>i1 must of tha 
idertrii a! t ntorja ?>e^, the lime factories and the huger iniea mines 
as well as a gsMKi |>art of tlie sugar indiislry. They have wi nuieh 
concern with the other industrit's, IMiough without their Iielp 
Bihar and ( )nssa wouhl have been even less fully devtdojxul tlian it 
is, from a purely ja-ovineial |K)int (»f view their activity has ^ioinc 
serious dl^advanlages. 'I'hey have rotieent rated mainly on in- 
dustries dt‘|H*iulcnt on tlie exhau^^tiide resonnes of tlie provineo, 
and have not. ssive in the inailtT of sugar, develojHHi otlier industriea 
not so de[>iuidenf. 1'hough they are closely linked to the general 
rnonev market and <’an lure first <*]ass Ijusiness ability, tlieir oni- 
look IS t(x> wide, tiuur <‘entre of ojM'rationH to<i far removed, and 
tlieir finafK'iai s<-ale too large, to w*eure an examination of the pt>«- 
sibilitiea of developing minor indtiHtriea, whieh might be of great 
sc*rvi(‘e to the masses of the provincial fKipulation. In fact they 
have, from our |X)int of view, t(x> many irfins in the vast and 
uproarious fire of their artivitie». Nor can they he expected to 
feel, in addition to tfie atimnluR of profit, tlie spur of provincial 
patriotism to make thrun take a lively and well-informed interest 
in such development**. 

tiHNint'.L liKMAUKH ON THK WiUVKlNc oK I \\K SYSTFM. 

duih Althougii the Managing Agency ByHlem ia reported to have 
done ii great deal for tin* industrial d(w<»loi»imuit. of liomhay, it in 
admit {e<t that it is not l>v any »neans a, [xafecl arrangeuuut but 
has many .‘-eriou > drawhark-. 1 here havc; been \vb«‘rc tJie 

Afanagiug Agiuits ha\e. iM-.^ides managing tludr own mills, tnHle<l 
and s|><'r and tlie n^suiting vveakue-s in their |>oMtif>n 
reacted on the hnanrial fwssition of the mills thems<dveH rirvl led to 
the hanks withdrawing cash fredits even when tlie mills w*ei€ 
intrinsically s^jund, merely because the Managing Agents Itad be- 
eciWie weak. Ihirther, allliough it is true that in times of trisift 
mich as Bombay has been going through. Managing Agents have 
incurred extensive losses as a direct result of financing the rnillB 
under llieir ( ontroi. tliere have heiui a few ' as<*s in wuiieh these 
Agents have turned their loans to the initiH into (hdientures, with 
the result that ifu’ ami erm have paswid into ih'^ir ImndH and 
the shareholders have lost all their capital invested in flie under- 
taking. It has also been jiointed out that this Managing Agency 
system works well when everything on snex>thly and when 
ilie industries are f>rosfx*rous. During these p^rifKls of j>rosperity 
if more money is required by the industrial concerns, the Managing 
Agefrts may very often continue supplying the money themrelsea 
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in a roijsid# nifile degreo. I>at{*r on, Ixniever. when conditiorm 
ultf r arid tlie indu«itrv or the j«irticular eonfern comes up against 
had lirnf^f4 and tf»e Managing Agf*nrs find thenmelve^^ coni|)e!led to 
find inoro money to gupjK)r( tlie indu^^try, it ig found tliat they 
are not able in all ( agog to eojx‘ with the rerjuirementH. 

353 . We HuggeBt, therefore, that attejoapts should be made to 
make iii(inKtn;ij ( fner[>riKes in India leng de|H‘ndenl on thin system 
ff)r future di udMjanrm . The estuhli.^lunent of dsreet friendiy rela- 
tiorr^^ brtu^ rn UHfijstru'il r(Hnpani'‘s and (‘oiniuerrual hanks is desir- 
aide ( peDally in \ U'v/ of tla^ <*apital demands tliat are likely lo arise 
in rnTinecteju iuert!ers and i eeonstrucl ions wiiieh may f*illow 

tlie prc.siuu eeoiauuK* <ief)ressi(UL 

Itnsf i/r Of i3lo^ J^(•I\I KNQrnnrs into and Miuni M sized 

INOI STRIES. 

3VJ. We luu e reftTrcd in tiie preceding paragraphs to the evid- 
ence wv reeeivi'd in regard mostly to major industries, such as 
cotton, jute, iron uiui steel and coal. As alreiuiy stated, the financial 
rc^piinuneiilh of suiall and micldle-si/ed mdu'^tnes wtu‘e investigated 
div life Pn»vin< lal Hanking Kiujuirv (’ominittrMvs. The various 
industrii's examined by them weTe : rice, flour and oil milling, lae 
manuhiettiie, iniia mining, sugar refining, (igaiatte and silk 
mamifiK tare, (vtlon ginning and cleaning, flie tea iruhistrv, and 
gluHs manufaeture. The position of IhoH' industries in regard to 
the supply of tlieir finanfual re^juirenients is summarised below. 

(I) ABftam. 

3 A*) The Assam (’ornmittee Imve investigated the case of the 
tea industry, and while (hey acknowledge the difficulties of isoine 
of the smaller gardens they attribute this to some extent to the 
vmder-capitali/alion of tfie gardens in tlu' initial stage. They 
Rtate that tlie firmly estaVilished Kuropean and Indian gardens 
which have provideil thernsidves initially with sufficient capital 
and liave built up adequate reserves are able to tide over periods of 
slumji. 


(li) 

^n«e Bengal Committee in the case of tea refer also to tb# 
difficulties caused by under-capitali^ation in the first place, and the 
coitsequent necessity to Lorrow from loan offices, money lenders 
and ffmncari hankers on personal security or on mortgage of the 
gardens. Nevertheless they have come to the conclusion that the 
mlsUng financial facilities enjoyed by the gardens appear to be 
unfficient , and that the companies should follow the sonndi. policy 



FINANCIAL HKgClRKMENTS OF INDI STKIKS. SSI 

of up n ^orveg from their huge divideuds insteiid of di#- 

tril>uting liie \\iu>le of them as at present. Some of our memhena 
lliink t!tat ?hi> uoiulusion is not justifietl considering tlie high 
rate< of intcrf st u hu i* some of the gardens have to pay for finance, 
and we tiunk tlsiu it might he advisahie for the In<lustrial ('orpora- 
lion w ill' h wo n i lunmend elsewhere to look furtlier into tVie case 
of thi^ indusTrv if and when it is <*stahlished. 

3'57. As regards tlie middlt^-sized industries in Bengal such aa 
rirf-nuiN. mill* for po luls, hosierit's, rnafeh faelories, prin- 
ting p!» rluMiuo ii ^vo^k^ and tann*‘rie«, tie* <\>nunittee are 
satisfhd that on aotouni of thr ahvenoe of suit aide agerudes, sueh 
eoiv erns are n<M flounshiiu: and that soinn method shouhl l*e 
d(o i-rd to (Mi<ure their stuhility and development. 

(ill) Bihar and Orim, 

• sV . 'I'lie Hiliar and ("ommittee dfstl willi th*’ following 

indu tru'.'- ; i;n', lealluu', oil and ihr mills and other nnnor 

induct rir-H. Witlj (lie exia'pUon of sugar mills and a tohac(*o fao 
torv wliieh raise their rnoriev through managing agents in Calcutta 
all till* ( (iiK orns afipear to liave difficulty in obtaining the neccHaary 
finanoe ami have to pay exorldtantly higli prict^w for it. 


(If) Bombay 

T5*e Bornl»a\' Committee ealT attention to thr* hraHs and 
copper vess+d industry as being an iiifdam e of an organi7;cd industry 
which is badly in need of finaneiai assistanee in all stages of its 
j>rodm tion. d'hew al^o reler to cjIIhu' small and middle si/ed mdu?- 
trie^ winch have ddheulty in obtaining necessary funds at reason- 
able rate s of interest . 


(?) Burma. 


fWg In Burma tlje following industricB were reviewed : rice- 
millings, yndroleum, silver and lead, tin and wolfram, electric 
supply, cotton ginning. ru}d>er, leatlier, cluunieal, engineering and 
huiiding. ^die large rice mills are financed l»y the’ larger hanks 
while the smaller ones are finaneed Iry CheltivarB and some advances 
made !*y jerivafe individuals, by Chinese hank * and hv 
Dawsorrs Bank. The industry is not profitalile at present, and 
there has heen an aj>preeiab!e contraction in the credit given l^y 
Cheftiyars. Tlie other industries deal witli tlie ImjieTial and tho 
ExchiiTige Thinks and s^mie have access to the Tajndon money 
market Committee have no prof>r>sal« to mak » regarding the 

financing of these various indtn?tries. 
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{7l) Central Provinces. 

.%!. The Central Provincej^ Committee have dealt withi shellac^ 
oil mills, glass factories, rire-liulling mills and flour mills. In the 
caw; of glass factories and flour mills there are difficulties in obtain* 
jng financial accommodatmn, l>ut no specific complaints or recom- 
incndalions have hevu made. 

(vU) Madras. 

:^V2. Tl)c Madras Committee (oivsidered the case of the leafhor 
industry, and also of a few co-oiKTutive enter]:)riBe8 connected with 
sugHi'caiK* crushing, inamifaclure of jaggcrv, oil-crushing, rice- 
Imlling, groundnut decortication, cotton ginning and the grinding 
of hones. C<»nditi(jnH, thougli perhiips not so had a.s in some of 
the other provinces, inidcate tliat the industries ar' handicapped 
for want of adecpiate fmarnial facilities, 

■ itid. Tanning is a ver\ nnfxHtani indusirv m Minlras. It is 
<*arried on mostly with ow ned capital and w ith funds Ixirrowed from 
tfie exf>orterH and the vuindi rnerchants. Kxjorting firms give 
standing advances in most east's at a rate of interest of alxnit 9 per 
tent {H*r annum and on the security of the stock in trade and fre- 
ipientiy on tlie additional wa urity of immovahle juo|ierties. This 
standing advance is said to make tlie tanners dependent upon the 
exporting firms, thus forcing tliein to sell ilieir g<K>ds only through' 
those particular firms. The Southern India Skin and Hide Mer- 
cdiants ABWX'iation suggest the desiral>ility of such standing advances 
hciag madt' l\v some l)ankin;.: institutions. Fhe tanners ;*lw> receive 
<\dvanccs fn>m the nuifuli menhants and cxfHuting firms on the 
des|>atidi of their gixnls to the extent of oO to sO per cent of the 
prohaVdt' value. Some of the export inir firms ;q>f>ear to <‘harge 
inten'st at 9 to T2 }vr eent on tlu'se advances until the time when 
tlu'V Rurnhnrse tliemselves with the drafts drawn on tlie sldpTnent 
of giMuls. Some of tlie tanners have dealings with the indigenous 
flankers for the purpose of obtaining finance for the purehese of 
raw -tot‘ks and the interest on such credits is generally 9 to 12 
|Hr eent. though in ct'rtain cawvs it a*> mucfi as 24 to per 
eent per annum* 


(vUl) The Punjab 

The Punjab Committee found themselves unable to spate 
mueli time for the considenition of industrial ^n:ince They, 
however, had certain special enquiries made with the help of tha 
Director of Industries and the Registrar of Co-operative 8oeieiie« 
into certain small industries like cotton ginning, oiI-inillin|f, 
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ice-irmkini:, rtt>ur-iiullin^» iroa foundries, (X)llieries. tanning, hard- 
ware aiul u inilu^tries. They found that orKinuxed indua* 

tries finiiiKrd th^ iustive^ without wviom diffuudtv ui \) to Id |>er 
cent* JKU' unmufK I'Lc sjHjrts-;.ieHr industry of Siatkot coinplauKHi 
of lack of . nOi< a !!? rajiual and also of lack of facilities lor 
fonu^ui truttc 1Te l^jnjai> National Hank whuli is the only 
Indhan hank in Norrht m hnlia With foreign CiUineciioUH is »aid to 
eiiarct’ very h?;;!} la’-.s us tompared uilh e\<*hange Imnks in 
I loinlK’ \ . 

tkk'). Tanning is <>n»' of the most im|Hirtant industries of tb^ 
province and ?ho volunif^ of husincss was t\stiinaled at alvait Kh. d| 
crores in lOiJ. (icn«Ta!l\ this mdnstrv is in th.o Imnda of very 
pcK^r ( hainars ( >n arrrnnu of their [Hivtuay. their prejudice 
against lice ailojition of new and improved methcxls, tlie competition 
of nnjxirted gooiU ami thr lark of <^rgani/ai ion , tin* industry is 
said to \m^ drfinitelv rui the decline. The tanners generally Ixirrow 
from three sovmes, th<‘ middleman^ the professional moneylender 
and tie* co-operative socitOies. The loans are gtmerally taken either 
hv [dedging their oniarnents or williont anv sciairitv at all if the 
tanners have credit. The rate of interest against (»niamen1« is T2 

cent, and against personal sixairity IW to d(» (wa* cent. To- 
<»|H^r}4tive s<x*ieties (harge Id,} per cent 7’lie middleman alw) 
makes a profit hy (barging a liigher price ha' llic nnv material 
supplied aiul hv charging a commi«siori. 

(lx) United Provinces. 

.'W, d'l.t r(‘ are vanoirs kinds of nrhan indusira^-. ri?., Idanket- 
weaving, emliroidery (rhik(tn\ industry, making of cariiets and 
stoiH'ware, ra}i<a». printing , silk weaving, gold iind sihaa* thread wn- 
ing. hia^- and (’n[ip(-r '\'ek, rt*-, 'Fhf jM-ijtlr \\h<» linama* theso no 
dMstrie> arc tiic ninernn dcMhr, iho L(trl; linyninr and tie* large 
dealer or nuiJinuni, >]| mC 'a horn -iipjdv lie* r:\\\ m. it? rial and 
tiine- UK' a^js rn- <'f foio r d<^:^lers and drj ^nd n| on tlenn ra* tlie 
Ifiiifi hi’ hnamad .a •O'-ianctc In thoo jfi<hctri(‘s \^here the 
pnx'e^^e- of rnannfact ure ar^ “-[fe^ iah/^'d tha! tfa’V oannot ho 
underljilnni hv tho -atne -rt of arli-^.ins, ifa* larg^^ dral(*r <'o-ordi- 
nntes tin* djlTc ro?;; hram he- of f tixha tion. 'I’o oann* extf*nf. the 
arii-ans (‘nga:» d in tho-#- indn^'lrios an* ^aid to hr in a Htale of 
economie l>ondage to tie* iniddu^mm who eXf Joit the ignoram e of 
t!ie arliKuns and take full advruilage of if. Fhe IVoviruifil (kom- 
mittu'C? have no? gone into ?he (juestion of organi/ed indnsiries like 
ootton gunning, ‘-ugar, and oil mills. 


PHOPOSACH FOn THE PST VPf ISintFNT OF AN iNrU STHrAL BaNR. 


ifiT. The written memoranda sniimitted fo ih, as well ns tfm 
of tlie Provim inl (k»rnrnittees, inda ate a genenil eonserisniii 
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of fjpifjion tiial efforts slioukl mruie to start an imlustrial bank 
or banks to Bup{)leraerit the existing facilities for iht fijmncrug 
of induHtries. '11^* Bombay, J^ihar and Orissa and the C^ntml 
Provinces CoTnrnittees have recommended the estabhsfiment of^ 
Provincial Industrial Ihinks. The Ik^ngal Committee hare 
ed tlic? orgam/ation of a hpocial t\|>e of hank to help th^ midd!#* 
sized iiH well tin* larg(‘ induHtra^s. One member of the MadflWf 
Committee and ihret* members of the Ihhar and Orissa Committal 
ba\r sngce^'O'd mcT, Uiai banks Im their re^p^ tive provinces, 
'j’lie United i'ro'vineev Commutee liave left it to the C'entral Com- 
mitl(‘e to deeui<‘ ^^!letlH'r there should l)e one Industrial Bank 
with pioxiii' i.il 1)1 i! n< he^^ or separatt proxiiKial hanks. 

.'ibH. The gemrral trend of evidence before us was also in favour 
of establishing a -p<-eial t>}>r* of indtistnal l>ank or hanks to i l anee 
industrial concerns. e^ven the ronservative schex)! which empha.siz- 
ed th"' int[vortan(‘e of private effort m the matter of securing the 
initial hkx’k capital tliougiit that in view of the sliyness of Indian 
capital an indn^tnai hanlv might he of some adxaiitage in moJiiliz- 
Ing (aipital and inriung u into ehaninds of product i\e investzmmt. 
Tiiere was cady oia* douht nr., wliether in the present atate oI 
world* wide depression ’n almost all trades, it would not be inoppor- 
tune to start this new class of hank to Jielp industries and whether 
it would rut l>e adxtsahle to await the return of more favourable 
conditions. On the otla r hand, tlie present depression and the diffi- 
cult conditions thnaigli whadi industries are fKissing wore c'omider- 
ed hy some witiH‘s-‘es to la* the governing <‘()risidenition favouring 
the pro[x>sals |oi the immediate civatJon ol th(* proposed new insti- 
tution. 

‘ifi'J. ()pinit>ii liixided on (he (ine^tion wht'ther llie institution 
ahould an all-India oiu' with pn>vnuial branches, where ner'es- 
surv, or shoukl bt* '*iarted as a sv»lel\ provincial institution in each 
proMHct^ wliere it i-. re(juired. 


dTO The arguments adduced in su])|H>rt of a central institution 
are > 


(1^ The financial tiositiun of the Provincial Governments at 
tlu' present moment is not propitious for Btaiting 
provHV'ial industrial banks. ITider existing condi- 
tions it w ill be more practicable for the Central Gov- 
eniment to find the money requiretl either for subB- 
cri!>ing to tlie capital of the bank or for guaranteeing 
the return on the capital than for each I^vincial 
Government to do so. 
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is$ 

( 2 » It will ea'^R*r for au^un^Tniii i lutnk ti» raiM* tlu* c'apilal 
reqiiirtal in the* of HJmre> and diduntturea than ^ 

fur a provnu'iiil l>auk. The 1 >irtH‘ltvrati* wlueii vvill 
he dniNMi from the U>t nieii in all the pn>\inre8 will 
he ahlf to otinunaiid more et»nlideiH <' and tluf^ etniplcd 
With their wider kiuu\l<Hl^e aiul ontUnd; will make it 
l^o^^thle to raise fuihls more 0116111 leallN and cheaply, 
riie ui^tanri* of the Madni> etaitral hind mortj^u^e 
bank wa^ quoted in thi^ eoiumtion, wliere the 
leniral institution was htarle<i in order to imu 0 
rentra!i/f‘d dehentures in plaer of a nuniher of isauea 
by small indefnmdent primary bank*^ wliitdi wera 
neither }>opulrtr nor cheap. 

td) An all- India hank with jj|reatt*r reM)nrvt*< and with itn 
funds laid out in a \arietv of industrial (‘oncerns 
will I >e better able to tide over jhukkIh of loan due 
to ^<*nenil de[n'eHsion and other eauMSs tlvan a number 
of indefKUident firovincial banks. Some vvitneasea 
liave. on the other hand* Htutt*d that if owin^ to the 
prejjonderant voice of the larger industries, the funda 
of the ( ontral inhiitution <‘ame to l)e investetl in tliooa 
industrieH, the alleged advantages from distribution 
of risks would be almost non-existent. 

( 4 ) An all-India bank would be of imiiumse benefit to the 
country in guiding its industrial develojaneiit on 
Hound lines. It will be able, In Us eXfH*rience and 
knowledge gathered from all j>ttrts of India and tabu- 
lated by a w‘ell-e<|uipped intelligence dejiartinenl 
attin hed to the hank* to act as a gm<le and friend to 
all industrial lonierns in India* young and old. It 
will prevent uneconomical and wasteful efforls to 
start industries in places where ihen* are no jHissibi- 
lities and it will itself be in a js>HUion to formulala 
echemcH for industrial devidcqanenl l>eHid{*H analy- 
zing and (‘ntKismg projfKisition^ jilaced before it for 
financial assistanee and support. W e have alsci heard 
the opj>o«iie view from some witneHSt*s that it i« 
not the function of an alhlndia industrial fiank to 
jiartieijmte actively in dire<ting tlie industnal deve- 
lopment of the country . In tlu? opinion of theiie 
witnesses the industrial survey of tlie l ountry witfi a 
view to exploring the |X)s«ibiljtie« of development is 
a matter for private enterprise as well as for the 
Government concerned ; and it would I>e dangerous 
for a bank to advise on industrial posmbilities* as it 
will increase the bank’s own responsibility in the event 
an j financial loaa. 
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(5; It will bi; more econoinkiil fur a ventral iiistitiUion to 
engage tef buical ex{>ens to advit^ on induHtnai pro- 
thronj^hout the ronutrv than for each j>ro. 
viih'ial bank to reiini^-it khi the ?^rrvues of indepeti- 
dem exjK^rtB and {>ay for thern. Moreover an expert 
who haB acquired exi>erienc‘e with a central inatitulion 
<>f (ondKiotm in all fmrts of Uulia will be able to 
give more vaiuahle advice to the bank and industries 
than one with hinited exf>erience in a single province. 

;i7J. I'lie argiiijieiits advanted by witnesses in suf)|>ort of pr*.>- 
incial induBtrial hanks are : — 

(1) In regard to the grunt of finaru ial assistance by (iov- 

ernnienl, it will Ik* easier for (*a< h Provincial Gov- 
ernm<*nt to tind its small sltare tlian for tlie ( entral 
(iovernmenl to meet the requirements, large ui the 
total, of all the provinces. 

( 2 ) ‘ lntlustri(^s‘ is at [ue^Mit a traic-ferrcd Provnu ial sub- 

]e<:*i ami if it conrima ^ to he so m any scheme of 
future |K*liti<‘al ia'form in Imisa. it is l>ui pre^per that 
any ex|M’mhtur(‘ in connection with fmaiu nil assist- 
aiu't* t^» industries and mde.Ntrfal hi»nks should he left 
to he scruiini/ed anu sliouliii*!*^! bv the IVovjncial 
(iovt*rnment msteu<l of by tin* (’entral (lovernment. 
For (fiis piir{KKS4* it is necessary that the profxjs^ai in- 
dustrial bank shoulti lie organi/ed on a provimaal 
rather than on an alhlndia basis. 

(3) The advantageH of u centra li/,ed issue of share and 

debenture eapital are real within certain limits. But 
at the same time, ilie urg<* of [Kovinciai pntnotism 
and the (X)ru{K‘tition of tin* (lovernrnont of India for 
ca[)ita! in the all-India market:^ are factors which* 
have also to be rtM koned witli. ^ 

(4) Provimdal banks would be able to l(x>k after the te- 

c|uirements of the industries in the resfxxtive pro- 
vinces l>etter timn aJi aJl-India bank, even though the 
latter might have provincial branefu^. The proposed 
industrial banks should also provide the financial re- 
quirements of cottage industries and a central all- 
India institution would not l>e able satisfactorily to 
discharge its functions in this regard. The TTnited 
Provim'es Committee have pointed out that though 
a single central bank would make both for efficient 
management and eeonon^y. there is a danger of the 
interests of the ainallw indiv^triee being sacrificed to 
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the iit'tHls of the Urger. The Bihar aud Orinaa Com* 
nut toe H Tvhservatioini regarding tlie working of the 
Managing Agency sy^^tein in that [irovnicc from Cah 
cntta and liomhay cin}>ha*^i/a» tin* dntwbucks of 
nuiiiagcincnt from u distant centre fixmi the {k> nt of 
vnn\ of |>roviiKial interests. An im|H)riatit Indian 
( hiUJiht r of ('oinineive in their evidence have sliowu 
llieir anxiety that even within the province, the in- 
tf ie^ts of one dnision wiiich in industrially hackwanl 
<h<vnld not ht‘ <»ver-riddcn hv ihof^^ of another diNision 
winch IS industnally more forward and iTnjiortant. 
fr IS argued that all thi*^ to (he deHirahilitv of 

strirting the j*ro|H>s<^<l new institution on a provincial 
l>asis. 

(5^ Tlie ts'onomy anting out of the engagement of ((H'hnical 
ex|M ris at the eentre is, it is stated, unlm|H^rtant, 
tx'casions for the of tlieir wTvict's will he tew 
and far IxUween. and U will he more convtnueiH to 
engage and jxiy for the serviees of the hest availahle 
i‘\[sut fia* the (KHUpion than to rmgage a whole- 
time ofheer for the purjKXV 

dTJ One Indian commercial body which has BUp|K)rted ati 
in(iii> 1 iiai hani^ for c*h h proNincr has snggnsted that all tla* fUO' 
vin( iai lianks may l»<‘ federateti loan ulhliulia institution, with the 
following functiouB : " 

[»ropa::anfla and advertisement with a view to mobilizing 
c,ij>ital for not*>tmeiu m the Hiuiies of provincial 
lianks ; 

(ill raising of funds i>y debentures or loans from the (onerio 
mtml of India and distributing tliem as additional 
i iifaial to provincial hanks in accordance with the re- 
(juirements of each province ; 

(in^ controlling the provint ial hanks with a view to co- 
ordination and (o avoid overproduction in the variouHt 
indtistries ; and 

(iv> laying down general principles fur t!»e guidance of pro- 
vincial hanks and examining larger proijOHithtm for 
financial assintauce to induslrieft, 

37'h The fondgn hanking exfKTts in tlieir first inemonindum on 
the subject were definitely in favour oT an all-India institution, 
but after discussing tlie constitutional difficulty they nuxlified their 
xiews, tiiough they still considered that tfiere should fx? an inter- 
provincial organization to secure co-ordination. After fully cori- 
Bidering the matter in all its aspects, we think that the 
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balaiJK e of ad\antai/e hes in l]*e t reation of provim-ial insittulioiii?, 
oiir detailed projK>B;ds in regard to wfuch \vlll he found in a later 
paragraph. It will l>e obiit^rvcd that we do not at the same time 
rule out the formation <;f an alhlndia institution should its need 
m any time Ik* estal>lishe<l to the satisfaction of the (a-ntral 
j legislature. 

'Al\. We sliall next turn to the examination of the details of the 
vanous w lienusH [dfu ed before us. 

ii) Capital — Sharajs and debentures 

37o. It is profxiHed that the < afutal of the induKtrial bank should 
Ik* (ilitained pjirtly from Hhareg and partly from issue of de- 
hentiires. Borne witnesM^s are for placing a limit on the total 
amount of debentures to issued in relation to tlie paid-up share 
capital, a limit of fifteen limes and five times the paid-up 

capita! has lH*en suggested Borne others pri*ft*r not to have any 
limit and think that the amount of d<dKmtnres to l>e issued should 
only he limited lyv the industrial {lossihilities m the country and 
tliat (ielientures might he issued gradually to any extent re(piired- 

376. As regards the initial share cajatal re<|uired for an all-India 
industrial hank <hffereiu estimates have l>een giveui ; some of these 
are furmshe<l lw*low : — 

(1) Rs. 30 lakhs to start with, which may lx? increased 

gnidually as recjuired. Tlie object is that no more 
funds should he raised than can be employed 
mediately. ^ 

(2) Ks, 3 (Tores, on the basis of Rs, *i0 lakhs for each pro- 

vince. In view of the potential field for industrial 
development, this is not considered adequate but it 
is suggested that it can be supplemented later. 

(3) Rs. 10 (Tores authorized of which Ks. 2 crore.s may 

Ik* paid up initially. If the bank issues debeniures 
the large share capital will be a security against the 
debenture issue, 

377. In the casc^ of a provincial industrial bank, one estimate 
of the slmre capital requirt'd is Rs. 5 crores authorized and Rs. 1 
crore paid u{). Tliese figures are for (he bank in Bombay and 
are Imm'd on the industrial fxissibilities of tliat province. It is 
re{X)rted that reiently two mills raised debentures to the extent 
of Rs. IK) laklis and that another is trying to raise money up to 
Rif, 25 lakhs and tliat the provincial bank should at least have a 
paid up capital of Rs. 1 crore so that with that initial cmpital 
and with ilie additional funds raised by means of debentures, tbo 
Bank may l>6 able to meet fully the requirementa of the industries 
in the province. 
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(ii) Ihcitpt of (if posits. 


37S. Opaijoa auionjLr divided on the qnej^tion oi 

the receipt of de|>ojsits. One pruiniiieni Iiuiiaii joini-siuek iKinker 
is of opinion ihut il «> uulnstnal bank siiould n<»t roceivi' dt*jH>sjts 
for a sliorter U riu tiian li vear>, and that it slueild niLst* tb*' imuO 
rei|uired i»\ n ru of dt l.entures. The jHTiml of 3 yeiv< has be*‘n 
b^r tli<‘ n that it tie* pro|H>Mnl mdustnal l»ank 

mened xiurh dc{H>s!ts. it nonitl necesSiirilx is>in(H‘tt* with 
the other oidici nous hanks. Aiiotlier ^^ nlu•ss ha-- sng]-:t‘stetl 
that indn-tnai hanks should raseixe ( urrent and short-tenn <le- 
fxjsus ;uid do tla' t.*rduia?“\ ('on iinorcia I hankin;j^ [(ir'-iness, during 
tljo carfx i>f i!h ;r exj^teiM o. Hr ha> adilrd (hat tiu* su^'ili^i'w- 

tion :iir tvi '' if»t of d('|H>-n*» to tho^e tor not lt‘ss tiian 

3 !s not |a t t iraldr , as in lii*- opinion pt oplr \vt)uUI not In* 

{>! (‘p i l"isi In plarr V. u h a hank dofsasitK for stleh a lone pono l as 3 
y«‘a' At tt:r '-into iinM\ tliO'-f short -Terni dr|K)"Us 'diouM, m lijs 
t fpMiion^ ht ludiousu^h laid out, and the fatal eiiorof nnkioLt lon;/. 
trian in\a-.t inmo fr'uu sfiort-tenu doposUs should ho avtudoti. 
AnniJaa wilnr-s a;.;aiii t»a^- >-nee»‘-trd thaf industnal hank shtMild 
ofjtain funds hx loni!*torni doposit-. sav for voars. and has ptunttal 
out tluit if llio hatthA staluhiv is euarant<'ei| h\ tho Hlalt', snoh 
loho-toiin d(‘|w,^its xxill ho forthoomine. Tda* Manaeiue tio\tU'- 
Jior of tho luiptuial I»ank of India lias stattai that tliouph it 
is |xv>'ihlo f(ir an industtaal hank to !inano(‘ both hlo’k and \sorkine 
<*a[utat l>v nuMiis <J (onihinod lontotorin slcno oapita) and dohon- 
tuio^ and s!)orl tonn do|*osits. tho two fiimdions should pr^'huiddv 
he kept ontirolx soparalo in difforont instil iitions whioh s|v<'oiah/.e 
m ll ew parir ular forms of fiiKUiro. Tho rooonniM'ndations of th*’ 
Indus? na I ( 'ounnts^iufi whi^di aro reh'vant in this <’onno(dion are 
quotod holoxv ; - 

“It apfH'ais to follow that an industrial luink witli a suffi- 
oiontiv laret* oapita! to onsurt* its safo vsorkiue must, 
at any rat<' for -omo tirno. <(»mhino (irdinary hanking 
Imsinos^ witli Its industrial aolivitios to enabh* ii to 
obtain a return on its (Uipital. Tmt it ( luiwot !>o (oo 
.^aroi^dy < ro([)iiiisiyed that, in sufh oa wv tio' (*l<*f«ro*-t 
jm^sihlo distiriotion must h#' draw n fxdwoen industrial 
fuianor* and ordinary Uinkine Imt^inosn, Hlian* ami 
debenture oapital and lon^^-torm dojxrsits rnay 
niateiy hr* used for thi' former fuirfose, hut hlinri-UTtn 
deposits never ; and any attomfils to etiifdoy them 
should be lao^jt sirictiy j»rohibite<l, if necessary by 
knvA * 

The ikn^Hl National Chaniht'r of (“ornmerte, lK»w(*v(’r, fakes 
eAeet>tioa to i!iis ptunt of view and eormiders that the main func- 
tion of the bank sbriild be to provide initial capital. 
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(iii) Nature of Goremment assistance, 

37U. In onler to ntobilize capital for the industrial banks, 
variou?^ tneasmes (>f Government a‘^‘-istance have tv'en sugi:;ested : — 

(i) Guarantee of int(Test on 8hare ca[»itah 

(ii) Guarantee of nliare capital. 

(ill) Guarantee of interest on debentures. 

(ivj Guarantee of princifml of debentures. 

(v} ln< lu-ion of debentures in the list of trustee securities. 

The first ineusure has l>een suggested in view of the past experi- 
ence of llie pid)lic. If such guarantee is given, it is liofXMl that the 
required initial sfiare capital will ho forthcoming. Some have sug- 
gested that tlie guarantee should l>e limited, as in llie case of rail- 
ways, for a period, say, of 5 or 10 years. Others (t>nsi{ler tliat tlie 
guanuitee should he jierrnanent, hut that lli<‘ rate of interest 
guaranteed should he sul)je<*t to revision evtrv f:v( years, tliough 
they agree that a f5xe<l rate would he more ae(*fqTlal))e to the pub- 
lit*. It is said that if (lovernment givc‘ a guarantee of interest, it 
woidd ol)Viat<» the neeessity of Governriienf having to find lbt» ntx'.cii- 
Ha r y ( ‘a { ) i t a 1 them st* 1 ve h . 

The seronti nv'asUre has been reeorninen<]{*d by one of flic lead- 
ing Intliaii ('bambt'rs of (\)iiuneree On the ground that w nliout 
the hank WiUilfl not able tt) attract suftieient c:tp!tal. \\'hen the 
j)OH.Hd>le rea<*tion of tliis suggestion <m tlte management of the bank 
wiis poinled out. it was stattal that a few Government dircrtors on 
tlie lawird would be able to guard against the danger, though they 
unght have no {)ower of veto. 

’'j'lie tJiird measure lias been favoured generally l>y most of llie 
witnesses. Some of the witnesses who have ^ugee>fe<l guarantee* 
of interest on share (apital do not think that Government 
guarantcf" in resfH'ct of del)entures is necessary^ as the dt*bennrreH 
will be issuetl on iule^juate stxmnties, tliongh others want to liave 
a doulde guarantee in respt'ct of interest on lH>th share eapital 
and debentures. As regards the question of limiting the liability 
of Govaunment in this matter, it has. on the one hand, been pro- 
jHvsod that Government should guarantee the interest on debentures 
issued during the first five or ten years. On the other hand, an 
im^Hirtant Indian Chamber of Comnierce thinks that no limit 
sliould l>e plac4Hl on the guaranty in view of certain practical diffi- 
cutlio in iltc matter. For examjde, supjxising the industrial bank 
finamvs several industries like the iron and steel industry, the cotton 
industry and soon, the guarantee will have to last till the business 
becomes a pning concern, and the period required io teach tfm 
pmfit -earning stage varies from industry fo industry. It believes 
ttial this lailutl^ 6? a paroperly managed bank worked on sound line# 
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Mill only be u remote comiii|ieni‘\\ and as an extreme ease, a pnv 
vifjion made for (ioverument wauiuig up tiie busines.s of 

I he bank after a reasonaijle triai. It tiierefore fa\uurr; the j>rme]{>le 
of indetiiiite ;^Msarantee Mith certuiil rt^M^rvalions. 

The fourtfi measure is recxHinnended in it is considered 

MtMi'ssarv. The Indusiriiil Commission re{H>rted that “a |H)\veriul 
and w tdbdjrei ted siimulus is needed to start the eeonomu' develop- 
ment of India al*»n^ tiie patli of proj^ress. Such a stimulus can 
only he snp^ditd l>\ an organiited system of technieni, financial 
and admimsirat:ve a-sistanee It has thenTore been suggesteil 
that (fovernmeni should fohovv an active and encrgetu' ixilicy of 
raronrauemont aiel supiHirr, and >iu>uld undt^rtake tfie resfxuiHi- 
i>e,ity of h iulmg thenu sal a^M*-tan<'e tcf judiisnial hanks. »ath<u' m 
the .-ha|H* of durei suhstasption of capiial, t»r m the form id 
l^uarantec iiig k [niyinenl of t xpilal and mliaesr in rcsjKVt of deheii' 
lures ivvoed hy them. The interest of (onernmenl could l>e safe- 
;:aar(h'd by ila^ nomination of a fio\ernmeni dirciUor t>n llu* boiird 
of ihe bank m iKldifion to a direetor to vviitcli tlie interests of 
dcd>en(ure hoidtas 

Tlie last mensure 1ms ilio gcuieral support of witneBses, Ihougb 
a pnanitient, Indian hanker thinks that at the present stage' the 
<h l>entur(‘s should not i>e treated as trustee seiairities ami that the 
re-uh- of the v.nrkniL^ of thr* proposed new institution will have 
to be wat' ht*d before sueli a step is taken, 

h»^o It leay lie added that a bnv witnesses iieduding one of lh<» 
Thao[H;in ( hainlHus of Connneree are not in favour of rmv 
giianintees i>y f jov<n rifumt . d'liey t,)|>s<‘rvi* that the f»usine''H 
of any Ivank, the mtere-t on the .-hare en|iital of wlurli is 
guarantood Iiy (dovernmont^ would of noeess p/ },<- very limited 
%nd imdastie, as it would not l»e p!e[viirf*d to take* even the ordmnry 
ri'^ks V, knds every l»ank runs in making an advame to a ettstomer. 


tyv \a*utf of f'li^rfrnnuut rufUlTol. 


7n ^\p\v of Cie various stiggestions made for rmanoml 
assistanee hv <doverr>mi T)t . some kind of control l^»y f iovernment 
over the management and the activitif*H of the l)aiik is genorally 
admitted to be ncs'e^-.ir\v It has been suggested in the first 
place that the followiiig restrict ionn on the activities of (he hankH 
mtiy well i>e placed : — 


0> The bank <*onl,l not lend more tha>i 10 per eeni of itS 
caprtal to a particular industry or to a pari inj far 
rro'.p of industries. Sonie witnesses would «) far 
as o ra,«e the limit to 25 per cent and to include th^ 

rkse7of this pftid^P capital for pur- 

f>0f;e8 0f this rule: while others trould reduce the limit 

To ij per rent. 
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(ii) Advances Khould be made only after the prospectj^ of the- 
industrial concern have I>etui declared to be favourable 
by the (jovernnicm or the bank s tecijmcal exjiert. 
An Indian Cbarriber of Coinineree has su^geBted that 
Cfovernrnenl may eniplov a coui{>etetu ex[M^rt to ad- 
vise and refjort to ihern al»out the nature of the batik's 
i'oriiinilinents and its financial {xisitioii from time to 
time. 

(liii Aj>f)lication.s for loans should be entertained only after 
|K‘r <‘ent. of tlu^ rc<|«nred ra[»ital of the (()ia|tany 
lias been subscribed and |»aid up. This would mean 
that the industrial l>ank ^^oul<l not take the whole 
nsk and that the proinoters and the pul>lic would also 
take a suhstantial n>k. Some vvitness(>s ulio accept 
the pnneiple of this re-tnctioti ha\«* stated, how- 
ever. that they are not wedtled to th<‘ figure of 50 
[Kr cent. 

(i\ ) d’la* hank slioiild sati^fv that thi' maimgt neuit 

cjf the industrial eunen u is in lht‘ hand , of c‘an|>«*lent 
|*cuplt* liavii)^ enough expi-rit ’K e ui toe pulieular 
line, (hie of tlu“ Indian ( haiuhrrs >1 ( ’.auinerre has 
Mige U‘d that foilrtw mg the' nuKi,*! of (fernian banks, 
the pro|K>sed iiuiu''tria! hank '-leuild irtain muiu’ 
taaurol over the uuhn'trial l oiusTn- u hit ii U helps or 
promotet. One witness has gt>ne so far as to say that 
the iiniustnal hank could t lanu all tlie r»ghts of a 
|»artner m the industrial <*on< eru without tlu' liabili- 
ties. 

In the K‘('ond jdaee, it has been projHisesi that (iovernment 
idiould have an a<.tive voice in tfie management ed liu* hank hy the 
u|»(K)intinent of one or two n'pres<Mitatives of (iovernment as direi- 
tors i>f tiu' bank, witli or without th«‘ |H>wer to vote or to veto. 
One im|H>rtimt Indian Chamber would prefn the ap|H>jntinent of 
these directors l>y the Legislative Assembiy. iliough it is not 
particular tluit tlie selection should 1 h‘ made from tunong the mem- 
berg of that body. Witnesses an* not generally agreeable to con- 
cede tin' right of veto to the Government nourmees. as tliev consider 
such rigid Government control neither necessary nor desirable. If 
Government only guanuitee the interest on the share caiutui or on 
debentures or on botli. the directors of the bank who will be all 
keen and pruclicat businessmen may. in their opinion, Im- expected 
k> conduct the affairs on sound lines in the interests of the share- 
liolders. and the interests of Government can not Iw? more import-v 
ant than those of the sharebolders so as to render the grant of 
jHiwers of veto to the Government director nocess^irv. The oppo.«tiii 0 n 
fif tome of the witnesses to the grant of tl»e right of voting to the 
GcATrninent director is probably based on iJie preceiletit of the 
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position of ih*^ iiovernment repres^entatiw on tho Central Ikmrd 
of the Iviok of Ituliu, hut it is apjKirontly overhmkevl that 

in adiiition lo tho noiovotin^ (Jovernmont ofVicial on the BiKinl 
of t)iat Bank, tlaro are four directors nominated by (iovcrnment 
who have the ri^^du to vote. 

-Hd*. In MOW of }hi* l>urtlen placed on the Indian taxi^vyer l>y 
the various pro|X)>als for (rovernment assistance, it has Ihhui suj^- 
gested that a liunt *'h<)u!d In' pLua’d tin the t'Xtent of noivnational 
{mrru ipati<»n in rlu' ^li.uc »'apital of the nuluslrics which ll)c bank 
is < aif< d u| <>n to tinaoi o and al-ti in the *'harc capital of flic imhis** 
trial bank n>4df. 


fv' Xtiturv ttml sci^pi* of 

dH!, ^^o r of tlic o jin.vss^^s who have advocated the s<'home Df 
nn industrial bank* have done so with a \ iew to provide finance for 
a part of tlie initial hlot k cafiital of industries and for the I'apital 
rerpnred for any future t'Xtensions, such finance bein^^ provided 
either in the form of a dinv t loan to (lie industrial coiu'crn or by 
urnler^writing tlie capital issue of (be concern. They think that 
the bank wouhl lie of great use in regard to ncSx and young indus- 
tries, though they liave no objection to old RTrI welbestaMished 
industries, sue h as cotton and jute mills, l>eing also financed hv tho 
hank. Tlicv (ontcm|)latc that existing (commercial hanks will 
continue to provide working capital (o industrial concerns from their 
fthort-term dejiosits on the se^nirity of tlie lupiid assetB of thoso 
concerns. But in case's where such «c<-ommodation is not easily 
forthcoMung from rornmercial hanks, the projxised industrial 
hank will provide also the working capital. Moreover it ia {vmsiblo 
that in order to keep its funds fully employed and to meet tlie 
convenience* of industries, the industrial hank may find it necessary 
to engage in the financing of both the short-U'rm and long-term 
needs of industries^ though a few \vitness<»s considf'r that it would 
he more advanlagcons that the industrial bank should sfx‘cia!i/c 
in tlie grant of long-term loans for financing blcK*k capital. It has 
also been suggested tViat it will take some time* for the industrial 
]X)ssibilities of (he country in be inv<‘s(iga(<*d and for new organized 
industries to be started, and mean%vbile it is profxHx^d (hat tlie 
industrial l>ank should develop the cottagf induBtrie« wlios#' un- 
pc^rtance from the fnoint of view of (lie well-being of (he rural j'>opu- 
lationa cannot l>e underrated. 


Thh Okhmax system of providtxo fixantf for TxnUsmiFS. 

*1^0. VW arc aware tfmt in the various profxisals put fonvard IiV 
Provincial Committees and by witnesse.s fjefore ub they have f>een 
influenmi by what they conceive to be the relation b<dvveen l)anka 
and industry in Germany. We have had the benefit of ntufiyinp^ 
a recent Iwk on 'Joint Stock Banking in Germany'* by P. Barrett 
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\\ fialf, wIhcIi ha» l>e(?M co»^ldcT<^d ilie German \x{>ert olf 
induhtria! lianking ap[x>inti d to advi^^e m as the only comprehen- 
ive and neutral study of tiie sul>ject ^iivinnr the facts with careful 
<ofnmentK and cautious concluhions. We propose to give here a 
f>ref description of tlie relations lad ween banks and industrial firms' 
\n Gerinanv as gathered by us from a study of tliis book and our 
discusBions witic tlie experts. 

'WV An Huhoti ial hi in in (iennany lias vsliat is c alled a current 
nceotint connerUun with its bank, which is distinct from the 
( aurcuit arc'ount used in relation to bank'^ and their 

< le-no; in idie’and or in India. In the ordinary' c urrent 

iitreiud (onnertiou, the custoiuc! i.s sonudiuies in delu to 
tie* i»ank and sonudinas has a halaiu'C to hi> credit. Many 
clroiiis thus arise* on both sides which are n-d scttksl indi- 

vaiuaily hut ari‘ settled p»-riodicali\\ u-ua!lv e\ery -ix inonth.s. Idic 
('Xtcuit of tlie customer's indelucMliu^ s. the maximum isrioi! hrr 
ivh'jeh it may h<‘ oiilstanding, and llie ^eeuritv to 1 h {.'ncn, an fixed 
h\' arus'emcuit from Ima* to tina* afar con-U'lerat ion of aft the 
circumstance's of tla* case. The ourrent acoomd advances are 
u.sed hy the ave rage (h*rman firm not only for tia* pur}K)Ne of pro- 
vidir.g itself with working capital hm alxa supjdymg Ivckk 

for t'Xtcnsious in anticipaticm of rc'cvauNe to tia* in\t*sinicnt Miaikct. 

Industries in (iermany provide themselve.^ with initial 
capital in two ways. .Idthc r the proinoier.s invite the pnhlic to suh- 
serihe the capital and to hel[» to bring tlie company into existence; 
or the promoters thcinscdves take ovvT tlie entire capita! in the first 
instance* witli th<* intention of placing the sliares anaaig tlie puhh.c 
hul)scM|ueTitly. Although promotion t»f indu.stri»il companies by 
Kuhsc ription was the general pnietiee at an early jHuiod of German 
indiislriul dcwc'Uifauent , the seeotul method i-^ said to have com- 
pletely supplaiiieu the first in later years. In c jimeeiion milli 
the M'cond iiudhcKl of promotion, hecxiuse the inve.sting pubU<i 
eitlier reepurt* a lead or feel a reluetanee to decide on participation 
in an undertaking l)efore it is fully launched, banks in Germany 
Itave jda\ed an im|xirtant |>art in providing the greater part of the 
initial capital, which is suhsc^fiuently placed among the investing 
puldie edlier by offering them for public subsc ription or by direct 
site to customers or to banking firms in relation with the banks, 
Jn order to reduce the risk borne hy a single hank, and to ensure 
the >urress cd the issue, it is very common for stweral banks (or 
bunker.*'^ to join together in what is called a kunstniitim and 
pledge ihcuvselves to accept a certain ixirtion of the issue. It is 
im^Hartant to notice that the investment of German banks 
in sliares of induftrial comjMUiies is not a long-term invt^tment 
and is resorted to merely as a safe and liquid investment for part 
of the hank’s resources in first class seciiriiies. It is not incameiv* 
able tluit eircumstances may arise* when on aewunt of the issue 
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proMi!^^ i’liMsr. rv>iui^ limy Ih‘ roui{K*»kHl to hoki the 

p6c”unties alinusi iink»t'Hi*.U*I\ . l>ut ^^ucll a sUimttoo an 

iavolunran aaJ aii iitai. From the Imnk’a of virw, i(» 

jparticspativm ni il o promotuai of now iihlustriul oompauio.s ia cou- 
Ridonai ar<jiunng taininoss <'ou!u‘oiit>ns or oxteiulinj^f tho 

bank"'’* sntliaah 






w h 


:is^ 

pnK“nr<‘ n 

of ha'A -ijaro'. <,>r tiohonttiif 
( ?rrn;ao . ojnoajn .o r.oia 


-I f li that industrial rompiiMios wish to 


tl rr from <AistinA shar«‘!a‘ldtu*s or hv issuo 
m iho ^‘oiaial capital market, fiia 
t!sc {r.ui-.Htion w’t.h ilsc hank wuh 
j it !- HI r» .'ncH'.riH li;Hi!xin,4 rokitinns, ordmuiA hanKuij^ 

H,! V. lia fi drJs'i.'HN fl'i'MU the 
ir-ii 




hu-Hl 

is t]*‘i 

loidHC'H 
woli a irnCed 
fmar,)! r ' : » :? ij 
i 1 k‘ h.H'ik: whIs 
d hi, " ■"■ » * t"! l ) J ! • ! 1 ; I } n 
i}:\ f H lO'-IH v! ifjf 
cat»itai and r.' 
SClhlr in iIm* :A‘CI 
luarloH 40 tHiiit ?4 itis 


ent'iul puhhe are empioved 
In .Hiportan! I 4.f (lejuian hanks. In 

- a tl piirnit iH for industrial and sundar luianiip 
laUf' id f};e hank s <av. !i it*Mnina*s. ft>r eairvin;^ on 
' 'S r.-Hj;: fioin tun,' t<» tinu' m tia* ndations *d 
the industnai and similar joint-slnek enmpanii's, 
t O' loai I ion-- riMjuiia' a m rtmn anunint of eapiftU 
if 1- lo'pt it! <*onser\ati\t' ndation to the sfiara 
<»f the hank. Idle it remains rnora* or Ics'^j 
:atr, its etanposition i- chanpinp as (juiekly ttn 
\dl allow. If the paihhe is not resjHUjHivr* tb 
tlie othH- of -ornniM< resulting from sinh industrial tinaneinpp it 
follo\\ j* ihat thf‘ })ank- l aimot <'ontmue t lieir a^f istanof! to mdusfneH 
untii the puhlii is a: am pta'p^nuii to j>ut up thr* ni^w capital reijuirod. 


Oi h puorubAi,s 
So}ne (hneral Principles 

In tho [ireii'hn: iMnu/raphs wi^ have an a< < ount nf 

the tinaiu ial requirements of mdustne-s m India as fdared before 
us b\ witnessf*M ami l)V t!ie Prrnirieiiii lUinkm^^ Foinmittis^ and 
we hav^ des<>nhed \anous profKrsjils ulmh have heiui phn'cd 
fxjfore os for impruvimi the proM^nt f^wition. We shall now pro* 
ceed to rexord our coradusions and to make otir rc commendationH 

^^’e must adnot that sofji** rmHapprelHuiHion exists in the 
minds of sorm* of the peopie who \m\t* favoiinal ns with their 
\)ews aiM>ut the pr(q»er fnmtion of Inanks in the matter of provudin^ 
indiisirb! ( apdal (Jenerailv st>f‘akin;(, imtml hlcK k cafutii! for 
industrial enterfins^'s should be put up l)y private or f>uldr 
»uh*-uipnon Such Idrx^k rafjital for Hubmpient impro\< tnents and 
extensions as m not fTovided out of tmdivided i>rofHs shouki In? 
su[ piled t>\ m/‘rease of fJih ire <^pifal or by insiif* of del>ent»irej^ : 
but pcndinj a bnourabfe opi)ortunitv for f^uefi furijter issnen of 
«hare or delsuiture capital, conimercui) banks rnipdit b»* ex{wtiE‘d 
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to ^Hj>j>ly finunce for the.-i^ in the form of temporary ad- 

vances provided tliat ude<jn'ite securitv is forthcoming^- Further 
tlie idicil arrunj.*^ernen( is that inde trial enterpriFCs should also pro- 
vule out of (lieir irntiul capital the iniMinium nu/essary working 
eafHtal, the amount c»f vvlueli will <lep<uid on t!te jxirticular faita 
eonneei^d uifh each mdu^tria} uitcrprisie Any extra requirements 
r)f uorkinc f apifal ovrr ami ahovr {Itis rniniiimm mi^^ht he met hy 
sfiort term advance*, hy <'r>mim'rna! l»anks which uill l>e entitled 
to icqinn* fijar rite imluslrial (Uiterpri^e maintains n safe and pro|a^r 
relation h/*fvvr*rn owned and liorrowcd eapitjij. 

ll'Jiat rotnuurrial hanks in Indui ran do. 

d!M. \\*c conKidiU* that ni India, in (onia'ction vvitls the I'^sue of 
shares autl det'ont ur«v • liy industrial ( ornpanies, .'rtrli of the ^ 
comm(*rcial hanks as ait^ well estaidished and ('irrv on their 
ordinary hanking husiness on the toifest and wundest lines, might 
With advantage to the industries follow, as far as [>ossil)h\ the 
ticrman system. We do not, however, think that it is to tin* advan- 
hige either of the eonimercial hanking system or Indian industries 
that any of the weaker hanks should participate in such industrial 
^niuwing. This new clas^ of business requires much ext>^*rienee 
and an estahlishe<i }>oliev of sound hanking. It also demands eon- 
sidemhle capital and a firm resistance to the sjKH ulative tempta- 
tion which easily arises in a line of business wliere se<Mirities are 
created and K>ld. 'rtie fudk of the joint-st^Kk hanks in Iiulia are 
at pn sent luit ready for this lu tivity. and even the larger ones can 
cultivate it only slowly, with great caution and preferably under 
cornfK^tent guidance, a» fwirticipants in strong syndicates. It is, 
however. |x>8sihle that tlie Im[)erial Bank of India may, as soon 
as a Ih'serve Bank comes into being, make a start in the above 
direction and give a lead. In fart fu>me witnes^^v have proposi'd 
that, when the Ileserve Bank is established, the Im^ierial Bank 
of India should he converted into an industrial hank and the enor- 
rnou.s exjH'rience and training of its officers should Ive directed to tliis 
branch of Imnking to the gn^at benefit of the countr)’- It muat 
he ret'ognized that this is a matter wliicdi entirely defx^nds on the 
wishes of the sliareholders of the Bank. We desire, tlierefore^ 
to state that our nx'omraendation is in the nature of a suggestion 
to the sliareholders of the Imfx^rial Bank of India and we are sure 
tluil if our suggestion is carried out. it would not only promote the 
general industrial development of the country but would also be 
CNpially profualde to the Bank itself. 

The total capita! and reserve of the Imperial Bank of India 
amount to Ils, 11 crores. Similar figures for the nine big Indian 
joint-stock banks are Us. 7-5 cron*s. If 10 per of the total 

capital and reM^rves of tt^se ten institutions are utilized in the 
manner suggested by us in the preceding {mragraph, we boj>e that 
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the c r:ition of the pubiic, whirh will, on aivuunt of the 
inoroasin^' asMH utttou of hank-i with iiulufifruil slmivK aiul clehl^W- 
tuivs, h:i\o ^rrc^ator < onh^lom'O in MHointios, it will tk' 

for the erauDo reja 1 l>:»nks in liuha to rtnuler to iiuhi>irjo8 in Inditi 
financiai aN>i>ta!h e of no mean magnitude. 

Wo h.i\^‘ rt'hrred in a previous paragraph to the praetua* 
in il r rv.Mon uiili nalu-tr) in i‘ertain tamtreH of India of do{H*nding 
<ai inai! tlu’ pahlie for tinanrmg Idoek ea[)tlah W’e agree 

uith tie* eroiei'-ni that ha^^ }>een nnnle that (fepetideru’e on such 
depo-jt^ h i-' ]f- dani^^t r^. t >|x rially at. a tune of depresj^ion. We 
art- of the opunon that tajuta! wlueh js lecpnretl eitiu'r fw^rmas 
nrntly or for long |M*noils shrnild he raised hy means of ^^luiren and 
ih'ht ijt ures and lae hv ineaus of <lt-|Hisits. It is therofore desirable 
th.ir wirli t)i*' < o Mjf'ration of leinks lla'Sr de|'<>sit> ^llould l>e Tt^fdueed 
h\ '^har<* or doia nture eapital as H(^on as jiOHsihie \\\> ronlemplate 
that r« Uii ^^•^lon o|k'rations should he shoviy and gradually 

nn leri skf ii igv Ininks as part of the neu hno of luiuriesH wliieh 
v e !i;nr rreommcndod above. 

.501. Wo h.iM* hoatii It m evideiua* that it is ne<a*ssarv for a 
eonimereial l»ank to have tethnieal exj^i^rtn on itn rhilT to faeditiite 
)t^ ijM i tt ions ^v:f}l ii.dustiial <*on<'erns. We do not agie** with thitt 
\ieu , ii< It I*-; not jKissihh* to<'o\<*r tin* tikdinupie of all the indn^^tncfi 
hy such an arrangement. We consider it nsefnl lliat a I'om- 
inemat hank wltioh has business reiationn willi industrial firms 
should ha\(‘ somehcHly on tjio inanagernerit , nay ftn AnmMt^ni 
Manager, who is fu iy ronverHitni with the fiiuinrial sale of indiin- 
tru'S in general. We understand the ImjH*rial Bank of India Imve 
sjkkual depaiiinents in tlie Ux-al liead ofTices for thia purjxifte* 

'i9o. Witnesses have nderrtki to llie need for a Hvrnpalhetic 
attitude on the jKirt of hanks towards industries. \VV reah/.e that 
that IS the M-orel of the (b*rrnan lianking |x>liev in res fan t of 
industries. ihTinaii hunks delegate a mernhi^r of iheir rnanagerm nt 
to u< t on the Board <if Su(H’rvnx)rs of <*om|)firiies with wliieh they 
l»av<* iuisiness j dation • in order to maintain a clone cornirctior: with 
th^v^e <om[KinM s, riie presrua e td thesi^ hank rhdegiites is of eon- 
sUier:ii)k* u^e to the industrial undertaking's in view of their gencml 
exfeujence in f nanee. It is also of advantage to the l^inks tfiem- 
f^dvc.s as a loeasur*^ of protect against In fJK*t the 

syst* ni of ( lose intereonr?^* UUween banka and industries thu# 
brought uiKuit ereatcs an atmosphere of mutual confidence with 
KNiihanf Ik-nefit fo Ixdh j^iriics. It is, however, essrmtial that fbfj 
bar^ks must not ahow th^rns/’lves to be drawn into lialniities and 
iiivestrnents which arf^ not compatible with mxmd banking. W^p 
M>nsfder timf this siwcessftil fierrnan model may beco|»ied l>y bank#! 
HI India wbiidi iiiav establish us^dul liaison la^tween tliemselves and 
industries bv appa nt ing <me rrf tlieir Managing Direetorif 
or Managers as one of the dirixior?< of the industrial 
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c*on< ' m# hnafK ed by" theni b lluj furai4iid^ of JHnedi- 

<i?ii i>ateJK e biiectB, and the re[>rest illation of a ineuiber of iho 
lifink h niana^enK nt on the hoardt. of coni[*iinies^ it is niM e^?<ir)y 
ioi lla Ofttahiihliinent of .»n < (ho ti\t \ UM>n tlial the entire bankinj^ 
hii^inw-v^ of an indiiMnal tr^iutrn rtqtnnn^' ju t (Jiuinodatiun fiuui a 
haiik fehould \)t f<»nMnU o I in the hittds ol one bank and Hut 
lipht up ainon;Lf l» oiks 

\\ iijj th« ioa 1 .n 1 in \i* ^ M i’la < it Uion of t hMii- 
puhtti iitliiiMh on i1j( [>ifl of bank‘s touaids indn^tnai < ohm rn*^ 
\\t o < ofuiM* n»l lia 4ij/|MuntnH lit of lo< il < onnintne*^ in 

biJik-^ \\ < lii\( ilo ni\ uhnt<l to ll«(L t il 1 -hnit 10 oi kK<il 
1)0 mb b' ill) j Mok ot indui \\ b i h i nt o ph< i i i ht b o k - -hi oil 

in lie I n ) 1 1 < i of { j i\ i<! i n^: t ht M t n in* i it b o h ? If mb >nn it ) »n 1 1 - 

l^udin^ lh< "liin nui tin m t po- Oon <1 tlu l»mk^ < \\ nt- 

« 1 Ml ih t Util i* il l» ifdv, . t { 1 lul fi», u si i ]\i X 

T)nh to ill Ip tlu b Oil m I M -m lit (m lu s 1 | -it u n <>! r < t t ni- 
Inu iho m osuoxut^ lo II t h< mnul- oi n- < is nt iIh ^u pu ion 
of un(<i,r ot im \m[Mtli»ii< tr< ilm« nl In < uu i not to u * ik n 
llu n ^pou'ijbiht \ of i}» niini^ununt n n !o\\i ii lut* \\\ tbr 
tluM 1(H ii iKurtb j bould b) in\ t *>n tl u j* b fmu tien- of i push al 
\ p-o! \ ( !j 11 u n I ind -hoiiki h » [»pom Jt t] b\ I !u 1 » ml ol I hi 1 1 t >rv 

of tlu bmk d’lu ] iotoi ( f 1 )nt i ‘o! will ih» <1 » d t (ho foi th 

iid\iojM boaith It nlinu nun m 1 <h il biPiu-. md indu-p\ \\\ > 
in flair opinion udl toifmiuui tlu ( nfidei i ( tif th piblsc md 
i -»pe< lalh of til 1 nd - ( li< ntv 

k)7 We lui\e uftind to tlu (oniplanu h it bink- in Indu 
in^iht on the full l>a kmji of lujuu! foi tlu. i ioiO.^ and tak<* 

no u< < ount oi \abnb’e blo< k <atuti! Wt bi\» » triauud tliat 
^ banks m (ttuuniin niakr tlaur ulxaiat'^ on tlu M(Uiu\ of bio k 
^f])e lujiud assets of tlu nubptr J il t nl( r pn^i k bt np' h ft un< lu uinbt‘re<J 
ll<« s<(niil\ f<>r suptdiers of riu miiMiih to tiu mdiotM< In 
( an*nia liank'^are ptolnbitml b\ Ia\\ fnuu id\ in up ijurpt uniuo 
o%iibIt ptoprtx atui adN aiu < s an* MN uo d b\ liupud ts |mh buiks 
are lUoutil to ttikt* reil mtntr as aildilionii nn r to existmi^ dtdd 
d'lie pttUtui thus ^arH*s fn^n one<ountf\ to another and no Inrd 
fast lule <an bo lad down H^Mrdint: the form of .sp urn\ fo* 
"^nUarues r\(m in India tlie prutaeisnot uniionu m all ftaith 
Joint skkK binks in the Punph in iko ad\an<es on the ^emintv 
4 >f hkv k to the evtent of *20 to JO pr <<nt of us esmnated \ due 
the hinit liao mu hinm 'at pet (ont l>efore 102r> W hile v e rep>jjfni/e 
tbut tlu ipresuon of dtiulmi 0>out tlu nature and adtupun \ of 
^ecuFtlieH ofTert'd f«>r loins should he kdt to tne final de< isiun of 
the binks theinstd\es mo s\n\tmthis«' mtli the ^Mtuessew, who plead 
for a more hheral p>lu*\ on t!ie nart of bankii in the laitter r" 
«td\nneeft In |> 3 irtieuinr ue < in^der t!*p mdustna! coneernH in 
"Jadia ifi’xr n ason^blv exps t to hxM the wlioh of tjunr working 
capittil supplied bx commercial banks if adeqitate fwuritv to tlw 
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j^Hiisfurycir. (.f b:iMk> ulT^’^rvil i tul A u m'o^iu/.e<l by ibd 
inilu>uiai (unccMi that tfu' banks can dcuuuul rejiayment 4>f tb# 
wliulc i f put (4 ihe ainount lent A they find li iRxcssjiry to iidopl 
Micfi a coar.'-c. 

It hi:;;^ ! < iunnuady <‘o!npiainrtl liiat banks iii ln«l*a 
kiui nr;; Is k - ^ vai jH*r>onal wvurity tfjan in other <'ountrH*s, atul 
that ’ ' 4' * ; :■ ?* >pJS iJ'K Uivniu (arlr !'f to t!j<' tiaton UillU tu 

Ah!:a‘<^.h^* J dr|Hiv;jT^ J'roni tb- puldr-. a^- thi^ joaui o( 

srruiiiy 1 \ t!r mar iU t^r ft>rin <h hyjxa hecat ion t)r sttx*k uouki 
! ?!]< •: I a ; '.rh; 5 < ! ;\ t!s‘ V4!udi» fabric of the nnlls' <a'Cviit . We 
Lf\c drA; r k*!r,;t}i in anotla r cliaptcr of OUT rciH>rt with 
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4b<kb In inak !i;.f <»nr ir. omuM/ndat ion^. in thi» |'r» vjous |*ar;i;„n%ipljH 
as to tlu* \4irion^ dim tioiH in whi<“li cxistinp^ banks in India can 
inakr t licin*'<'l vt^s »>rrviccaMc to iiHhi^trics, \v<‘ havr more or 

p.^v, 4 * {>t* d lire js^-ihon that tb*- iiidnstric^ ni liwli;i eencr;il!v 

nc<‘d fmant'ial a-srnarv t' f«»r blo^^k and x%orkine r;!|>ital om/i and 
ubo^r wb.tt i- avaifd.tc to them at present. After stnd^jre/ the 
evi<]ence fjlaeed l>efors* na and before tie* rrovinmal ( eajjnuttees^ 
we (rive fnrtiicr coiin^ to the eoneluH’oii that a^ rr-ard- initial 
rapMtai n^r tinanotion of indnstri**s the (‘xistine facilities? are so 
hsadeouate that the [tro|s^>«als we have made in tlie preveejs fiara- 
eranb- aiM ice frih m-'et sitnatican The puldl'- in lieli.t 

r»reb“r tu in. e^t titc ir savitjL .s in frov-^Tnment pe-verlt jr-s and in 
Mnnic'iriaj and Ikart .Trmt loans tn iinrAin^j in indnsln d ec*fmrit 
Tlvis state fd affmrs loav be jxnily due fo tie* i rineiple of 'oiff^ty 
first' hedoxved !>v Irvdian invci-tors ; t»nt attin'li imp'ortanca,^ 

to cipinaaM of S;t"‘vcra.l v. wliicli ha<< be-»'n renf'irmed l>v 

of o’jT c'olleipiojt's in the Committee who are bankers, tiinf 
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<*onfidenre on the }>art of the investor in seiuritie^ of the latter 
kind would have been greater, and consequently his wiHingnesa 
to ifuest in them, if tlie investor had the knowledge that decisions 
relit uig to iudustnal and fis<’al matters rested soldy and finally 
with tlie government of thc^ country res[A)nsi(de to its legislature. 
We also cousiil(T tliai tlie high rates of interest [vaid on tiovern- 
inent borrowings in rect rit \ears have htnoi par^^ly re>|>onf ii>le 
for the relative jHipuliniy of (iuvernuient siH'untuH as conifvarod 
with iniluntnal sliare^ and debentures. It may he asked how 
H change ui the firesenf fiosition regarding fiscal l>olicy would help 
to direct eapiful to industries, if (fovernment srTurities continued 
to earry high rates of interest as at present. We think tliat a 
Mat loriali/ation ol tlie country’s fisial policy would, with similar 
refi)rius in ether splieres of national life, enable industrial invest- 
ments to become equally attractive vvitli government WHurities. 


4tK). We give lv>low’ figures showing tlie net ra]>dal invested 
annually in joinf-st<K‘k <ompanies fnan tho year VdllMl. The^t3 
have laHm taken from tlie statistics »)f jmiil-np capital of c ompanies 
given in the publication of tlie director (teneral of rommereial 
Intelligence. Calcutta : — 


latOH 
191 M 2 
19IM3 
191314 
191416 
191516 
1916 17 
1917-16 
191619 

1919- 20 

1920- 21 
1021 22 
1922 23 

1923- 24 

1924- 25 

1925- 26 
1926 27 
l» 2 T- 2 g 
192H-29 


Rn (Cror«^.) 
• 2*6 
5 • 3 
2*7 
. 4-5 

. 4 2 

. 4 3 

. 5*9 

S*2 
. 7*5 

. 16 6 
. 41-2 

. re-i 

. 29*2 

5*5 

. 10*2 
1 *4 

2*9 


Jt Will he s#>en from the alxvve figures that except in a few years 
of abnormal activity the funds available for promotion of eom- 
lianiea have always been small and that the <'ompkiint that private 
aiihseription to the share capital of industrial undertakings is not 
adequate ift fully justified. As stated in the earlier imragrapha 
of tills cliapter. the need of encouraging industnal developmenl 



flvaxcul HEQiamtwENTs OF iKPcsraiEa* 


m 

has lon^ Iwn felt in India, In view of the unfavourable 
M'orid oinftxvk for a^^ricullunii pAHliue, imluiitiuilizaUoji ha*:» 
pressed in (nher ioniitnetii in order “to ntrengthen the homo 
market. irn|»i<>\e trade fniiaiue^i im<i reinforce the vefy ha>iH of the 
public revenue *. I'hest* reaHOtu^, coufded vvitli tlie lucej^Hity ot 
making; heha mow seh-f^ufheient aiui lesK detnuident on a^u‘ieulturt% 
make Ji ini|^ ratiw thai fetteps t^hould he tiikeii to tnoluhze her 

resour c- for the [ ’oinotion of new industrial undertakings und 
the eXfKtor a of ( \cttng ones, 

Pronro f(t! Imlusl rut! ( ’orp<*f<ifiVui. 

W’e ;K->unH‘ that the deVidopUH nt of industries withiti their 
ierntoMes Null he on*: of iltt funciuui'' ulueh \v<»uld vest in thu 
prox itu .a! < e oenuic nt under tlie i onhtuution, We tlnuefor** re- 
coUiUi* jj i t) .it, a on e\<vjai<Mt t<i winii i- stat<Ml in paragnipli dtH) 
a'a* < . if n jii^ Nine’ai <hn(rnrnent in the distdiarge of \t\' resjKUisi- 
hihty for tie* dew lopuieio of industries witlun its t("rritori(*s finds 
It ne<-cs arv to i ll' tire il.e ‘'Up|»i\ ot tinaneuil fu<*ildii*s to induntnal 
cotaetn^, a i^rorotesa! Industrial rorjHU’atum . with hraiiehes, if 
ne'a‘Nsar\ . atid working \ut!i ca|>itai untially t»r is’nnatient ly 
snjiphed iiy tin* |»ro\tni.ji (ioverinnent nhould Im* estuhlished. ddiis 
ret MioMiendat a»n is ha-4’d on the as aiinfdion that the ini|K’nding 
<'lianges in the ((in^t M ut ion of Iinlia will idiviate any untlue inler- 
lerent e <ui tie- pe.M of the eeiiinil authority with th<^ liorrowint; 
pAvers t*f the f>rovrneial ( iovernuienis an may liavt» taken fdiux" in 
tlie pa^i W'e note that li\«' of the Frovineial Ihinking Knquiry 
( ‘oinnultess 1 a\e rt 'otiuneiHhal the t^stahlishment of Hueh institm 
lions und hav** ret e* red to purtieular of induMfries which need 

iinan aal nssi >t iiuu . < )ur |)ro|)osils cmer the cam* of such. induHtricF, 

I>ut they are not iieechMinly rcHtrieleil to them. We have carefully 
eonsidered the (jteoiion whetiu r \\t* shouhl define in any way the 
<d;i-ses or tie* chiirueter of industries which might exjwK'f to be 
financed hy the |»rnj»osrd < oriwntiori, hut we have come to the con- 
(Insion that sueh dcfirution is not called for. CircumsIaneeF vary 
from }»roviru e to province and we Uiink it imdeairafuc to fc'tter in 
any way the diseriUon of proviricdul (loveniments in a matter which 
IS of fundanauitai unfHjr'anee from the tK>int of view of provincial 
di velopment by segeesting liard and fast criteria for the grant of 
ansisi nice h\ the pic josed eor[x;ra(ion. At the «»arne time, following 
the Indian Industral Commission, we hold that Mie advimibility of 
giving aKsistaiKe in any particular case f^hould def>enc! on the extent 
to whielf the enterprim* will he of l)i*nefit to the public, and will 
add to the fmMluctire fM)\ver of the |>rovir>ce and firovide euifdoy. 
inent for its fieople, mu\ not meivdy on it« probable adrantiig^e to 
the profiBotera of the iridriftry, 

4(t2. It in not pcm«ible for n« to estimate what aboiibl b? the 
initial nlmtB cspiUl of the jiropoijed corponition. The amoliiit 
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would naturalTy Cfri the conditions of each province. We 

mIiouM prefer tfiat the ( orjioration (;htauiH itb ^tiare rapjtal as far 
UH [>OHHible fro|n the public; but in view of the obvious linutations 
ip the prewnit cireuinstanees of India, it neee»s:iry that (tovern- 
ftient should take such jwtion of the sliare ca}>iial of the Cor{>ora- 
ium as cannot l>e rais^^^d by public Mibs^^nplion. We do not apf'rove 
i>f the Huj^y^ention that {io\< riiuicnt .shi>uid guarantee the i^hare 
^lapitai of tfie ('or|X)ratioii or the dividend on swell capital, its in 
onr o|anion ptfAision of share capital by the (Jovenunent would 
gr<‘ater rraifidere e to the [luhlie than either of th*‘ othe^* two 
rnra^ujres. Moreover, the shareholders in an ordinary ( *orj)oration 
should he [irej^ared to go without divideiuls for a eertain initial 
|>enod and we do not think it is rcasonalile to ex{)ect (government 
to guarardee d»Mi!ends on sliares in regani to the Tridustrial Cer« 
|»oration. It might further Im» eheajx^r from the point of view of 
the ( ’ori^oration that (loveriiment sliould borrow and "Upply any 
defieieney in sluire eapital than tliat the ('orjM>ratic>n should raise 
the whole of the share eajatal ev*m witli (lovernment guarantee of 
dividend. 

40n. The share ea)>ilal should l>e KU]>pb'mented by delxmtnrei 
eapital not exeeetling at tlie outset twiet* the amount of the share 
eapital. ddiere should no ihfTieulty in raising tins pro|H)rtion of 
debenture eapital if the investments of th»^ ( ‘orpiration are s^'und. 
If in onif'r to attract investment in surdi (leln^ntures it is found 
nf*ces‘jarv that (fovernrnent should offer a guarantee of inten^st on 
them, ^h>^erntncnt may giV(‘ ji limited giiarantre. ^ a/.. limned lo 
tlie first issuo of delsmtiire or limited to a eertain period of eurrenev 

the de!>entnre issue. 

*101. We are aware tliut in connection with the issue of deWm- 
t tires bv c<v-oper ative bartks proAincial ( Joveniuicut s ]mvo under- 
taken to suliMTibe to the issue. Wo nN’ominend. that they 
might folltiw a similar arnuigtunc'ni in tlie (Cise of didn^nture 
issues of the lYcoiiuaal Industrial (\>qH)ration and that they 
miglU, if necc'^sarv, fairelKise a pation (»f t))e-e until a 

‘Tegular market lias l>een created for them, 

pio. We have already leftUTed to tlu* sug-C'^iion bv some 
witness<\s that the del>entures of the Iiulusirial ( orporation should 
be classed among trustee Stvurities, We do not supjvort the 
jiosal until the results of ihw Working of the Corp<vration are known 
for a eertain ixHchI. miv five or ten yeara. The question should 
then lie examined by Government in due course. 

T he Industrial Corporation w‘e have proposed mav seciiTti 
additional rcBources by faking long-term deposits from the public* 
but nn immediate lieginning with deposit^ for less than two. 
years is undesirable, as it is onr intention fbal the pmpcmd 
Coi|k>rafion should spenali^se in the pro\igion of . tomilterm 
capital to industries wirkdi should continue to obtain their w&king^ 
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capital] from eju^ting iujsti tut ions. Wlien longj^er«a dep^^te are 

^akeiK the money ilius acquired sh.otiUl not be lent onf fiu* 
j>ersi.Kl> than ilie currency of tho de|>OsHils. We do not tlunk ihal 
these resiru'Uons wotdd m any way lminjH*r industries for who^ 
iHiiefit ifjc ( or[H>nuion is being established. On the tuher han^ 
we attarh threat im|K»r(ance to tl»e fact that an instittttiou working 
with spM lal jniinmaue from (lovernmein sliould not (aimjK'te vvitlj 
jirn^He joint ->to ‘k hanks to whoM' develojunent in \\\e future we anSf 

h>7. hi oiiltu to saft'otjard the interests of Government, we re- 
Cvium^end that in easc> where (loveruineiu suhsenlH's to the share 
enintai or 4lel>enture eapital of the Corporation, or guanmUH^s the 
interest on its ileln'nt ures, u should be entitled to be rejires^mted 
en the lioanl of Ihret lors of the u>u during the eontinu* 

ance of such inu rt*st in. anti liahiliiy for, tlie concern. Wo Jmve 
cHiTfully consitliucd tiu* question whether tlie ( tovtM'unuvnt n'pre. 
tentative in surli casen should Ih' invested with tlie jniwer of veto 
in the delil>eralions of the lioard. W e do not approve of such a 
provisKin. \\ t' think, howevi'r. that siHiuld a jirovintual Govern* 
ni'Mit dcsiie. tlie (iovenunent Itirector may be ''ntitled to ask for 
a reiereruV to (he Govt-inmeni if he dcH"8 not agrtv with tlie views 
of the majority of the Ikiard in regard to important matte.ra like 
inexease nr reduction of capital, granting of loans in any particuKir 
cases and ap|MimtmcMit of chief officials of the Corporation. 

40^. In our opinion, it is not advisable to fed ter the disexetion 
o/ Ut«‘ management ed I in’ new Industrial Cor)H>ration in regard to 
lh«‘ grant of tulvanees in tlic^ maniu*r stiggested by several witiicHfces 
♦H'fare ns. Ihit \\V recommend that by-laws should Is' fratned 
liv the ( euponition defining the conditions under which financial 
facilitie:' may be granted by it to iiuiustrial eoiuerns in order to 
ensiiri? that tlie lai^iiu'ss of the C<arpc»rat ion is done in a fair and 
impartial manner; and that long as Govenumuit lias an interest 
in the ( orporntion. eithei* on neconnt of its holding a portion of 
the share or delHUiture cafiital fir its giianinteeing interest on tho 
debentures, sue li i>vda\\is should require the sanction of the 
wermoent . 


/In all-Indm InduHhrial Corporation, 

4()0 There are and %vi!l he certain indueti hrs memtiy t»f a niitionai 
or itnfxjrtant character the development of which will fail within 
the functions of the Federal or ttie Centra! Government and not 
of the provincial Governments. Furtlier, protinekl Governments 
may themselvea seek in certain other cares the formation of an 
A1!*Tndia Corporiition to aeciire proper fiaiiion in the mailer o| 
finance, an4 a 4ir«^ conneetiaii fdth the large spending depart- 
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meatis of the Centi^i Government as well aa dirici correlation for 
the industries as a whole with railway rates, costomsi stores pur- 
chase and other policies of the Central Government. There must 
therefore l>e cases m which the velnde of ^Mving finaiu’ial aid to 
iUdustries should preferably be an Ali-lndia Industrial Corporation. 
As llie Central Government will pracucally have no territory of its 
own and as the collective lienefu from the All-India CorpoHition 
vSU flow back to the j)rovince8, the general economic c'onsiderations 
leading to the estahliKhment of kUcIi an All-India institution may 
lintJ strength from the supixirt of the Provinciul Governments. 
W’e hiiuukl like it to be clearly uruierstcxHl that oar retNSPtn^’^ 
incndatioriH do not rule out the formation of such an institntioiv 
vviu n its need is estuhlished to th»* satisfaction of tlic FederaPtjr ** 
the Central Legislature, Pending the f(»rnuition of sucE'-lti® 
iuOitution, we ctinteiuplaie tliiit tht* provincial ('ur|M>rat}oii.s ^hou](i 
fnr matters of common interest c ombine into a ('mtiai As-{k latiqn 
hke th«^ Central AsmK'iation for l»ank> which v\e hate rceuiiirnemi^ 
ed elsewhere. 


Points ok outthknck with KoHi!t,v hvnkin(. kxplrj.^, ^ 

410. If remains f(»r us to romment on a ft'w points ni ■ijk 
separate report of the foreign hanking e\[ail‘' whah relate t4> 
certain conclusions of onrs m thi- < hapttu- 

411. The exjHTts do not suIimiiIv* to the slatemont m pilTa- 

graph that industnal toneorns in IiuIm ma\ niiHonaldy 
expect to have the whole of their w<»rking c.ipuai supplied by 
commendal bankn if ad<‘<|uate to tie* MOisfaction of* the 

banks is tillered. The\ also ronsider tho use of the ext>res8ions 
‘ideal armngemeni’ and ‘nurumum working (vtpita!' us^al in para- 
graph 3tK) us Um) weak After onr disoussion with them we feel 
that there is no d fTereme Inn w ten llieir tiews and ours on fTtyr* 
(jueslion of principle As reganis the use of the expresidoiib 
'minimum working capifur we fiiul that on page 9 of Karin 
KtK'k’s “Study of Inten»st R^tes“ (StcH’kholm Economic Studies, 
No. 1), reference is made to the demand for working capital over 
and alxive the mtiiimum retpiired for ftnaneing the minimmii ■ 
amount of stocks or niw material held in tlie onlinary cours<* of 
husinesH, which demand is usmiHv co\cred by short-term l>oiTowirig. 
We do not therefore see anytliing “weak * in our use of the 
expresrion. In tlie course of dim us^sion it also seemetl clear that 
afivr a t't>neern hud Iwn w^orking for inline time it might hav^ 
considerable reserxes in the nature of investments against which 
it might quite legitimately obtain the whole of its working omtal 
from banks, and none of our banker colleagues eunsiders Umf; UKCf# 
k anything olqeciionable in such a course 
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412. The foreign bunking exiK^rts vomid^ our |>rojH>KHl udiieme 
of Froviaciai Iiulnatral C'oqxjiiiUoiiti; as umouiui aad augiJeat that 
the work of ihe (\)q>oralions sliould be restricted \o pionei^r enter* 
prises of a noio(\>in[>etitive diaracter, the opeiung up of uuneral 
•resources and huge puldic utiJities. pnncipall} eitHtncal |Kuver 
a henio.. 1*1 ilieu opinion Ninal! imlusiries siiuuld 1» * renuived from 
the M *1|>e ot ih(‘ loi uu lal a^s^stuluv lu be given |»y the < {KniilH>n» " 
and iinanv i.il assi-nuue l»y (foverniuenl to the ('orjXKiUion should 
be v'onu.n *d in ihe takiu;^ up of the sliiire I'apital, As regurds the 
M ope of liie |)f H ( or{>ora!ions, we w ould ol*N.'n e in I lie first 
giface^^liat th<* e\)>t'ns lime not given dut' etmsideration to the 
llttlllfWfou> opinion nt tile iTovinruil ( ■oininittees, mul tfie need 
- fiftifffrf out in then rej»orlH, for finanruil assist luue to existing 
nuiid h 'Si/i-d iiulusirit^. In the }»hue. the exjwrls 

setMu t<i haxc ovvu hHvked tiie fav t , tu' what is more pnihahle they 
' were uuawair of u, that llie Industrial (’oiumission of llUto -IH, 

^ ii taieful stuiiy id the imsmI for mdustnal dt'vrlopmiuit in 

ivM oinnu nd* d ni }iar.igraf>hs 2*K’i to ‘in] of their report that 
(fe^%fnua lU loans to nulustries. w hi< h would iK'cording to them 
i>e i^pla* *‘d ( 'out IK’ 11} l.\ loans from miluslrml iianka. should 1)0 
gi\eu t<i -small and votlage induHtries. to middle-idass uuluHtnes, 
aj? wdl a" to large industrial niHlei takings. ]m the eafsi^ of the 
Tu^'t jIHiurd I :U< g(*ries. ihev obstTved : 

rile adNisaluht} <»f giving sueh aid <lej»ends on tlx' vxteut 
to whudi the siarting of the enlri[»riH<* jn (juesiion 
Will la* <*f iH'nefu to the pubhe. and not mereU on its 
pnahahle ad\antage to the [Uoino|< of the mdustrv, 
I’inis, the starting of a new or th<‘ Imprownnent of an 
existing industry, when Mieh a measurt^ \n rev|mred 
to Mippl\ an existing defieieni} in the integ^ts of 
national “-aff ty, is elearl\ a easi* for din-ct aid. There 
ma\ als^) he a few lais^-s vvIxTe a new indiisliy or 
pifxa/ss will have surli itn imi>ortant Ivearmg on the 
eeonoruie devi lopment of Um* c‘ountr^ as to defxuve 
Cfovernment ladp. Finally, if nia\ e\en Iw* found 
that the extension of an existing uivlustrv to n new' 
hM'ahtv will fienefit local eonsmners or prc>doeef*» 
»*o markedly as to merit Oovemment aHsistaiuv. *’ 

, We firefer to \ h * guided in tlie matter hy the coneliifdonH of tho 
Indian Industrial rommiHwiort. In the ronrae of disiOUwxjonH wifK 
us, it apfieared tliat some at any raU* of the ex[>ertx had no ohjee* 
tion in prineiple to tlie indu«triAl bank exfendin^if itx operatiom^ 
over a wider ninge of indtixtriea, but they WTre apprehensive (haf 
tfiis wonld remilt in riidca %%bieh it wotiM be unwu'iw for an indtix- 
triiy ofirpomtion to undertake at the earlier ittage« of itx exi^tenaa, 
Tn their separate report, the exfierta baae their objection b> P«ir 
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proiK>«al» on tlia ground Uial these would involve the taxpayers io 
serjouft losses. We consider that the interests of the taxpayaii 
uould l>e more effectively safeguarded by the provincial Govern- 
ments responsible, as they will be in the near future, to the elected 
representatives of these taxpayers tlian by the imposition of 
arbitrary iimitaiions on the operations of the industrial^ corpora- 
tions, which may have the effect of defeating the object for which 
we want to see them established- We have already recommended 
that by-laws slioukl be framed by the corporations to define tlie 
conditions under which financial facilities may be granted Ly thfm 
to industrial concerns ; and that such by-law s rfiould require the 
wuictuM! of Government so long as Government has an internist in 
the corfKiration. We have no doubt that in framing the by-la’jva 
Siuue genenil provisions will be incorporated on the lines indfi^t^ 
at the end of |wiragnipli 4 (>h uIkivc ; and that all pro{)0«als for 
financial assistance from industrial concerns would be carefully 
and fully scrutinized from every |>oint of view by the (Vir|X)rationjr 
and that tliey would also take the customary precautions against 
loss wdiicli any sound banking concern would naturally take, 

4111, As regards tlie ac'tual fonns of financial assistance that 
Ooverninent should give to the Industrial CorfKiration we have 
prof¥M4<Hl that subscription to the slmre capital should be limited 
to tliat jHirtion vvliich cannot be raiM'd from the public, and that 
Goverimiont may, in order to attract investment in del>entares 
issued l>y the rorfM)ration offer a limiti'd guarantee of interest on 
such delKuitiires and als<i take Ufi a jKirtion of the debentures until 
a regular market for them has !)een created. 4'he sug^gestion of 
tlic ex|x*rtrt that Government nhould not give any asKistanoe in res- 
}¥H't of debenture capital does not take into account the s|>ecial 
Indian conditionn. It has been our ex|¥*rience in connection w^itb 
cxvotX'tWtive banks that the two forms of Ooverninent aasistan^n^^ 
projxwd by us in connfHdion with dtd>enture ratutal are valuable 
in creating confidence in tliejininds of the investing public. Here 
tlierefore, we are unable to m<xlify our conclusions. t ^ 

GoVKnVMKKT ANO INDT STRTFS. 

414. Before %ve conclude this chapter, it is necessaiy’ to des- 
cribe tlie part played by Government in the provision of fiiianc<> 
for industrial concerns. 

In three provinces, there are statntoiy' provisions for the grant 
of nssisiance by Government to industries, namely, the State Aid 
to Tndusirit^ Act in Mmlms and Bihar and Orissa and the Indua 
trial Tjoana Act in the Punjab, All these Acts were passed ix 
1023. Under the Madras Act, Government can aid new and 
nascent industries or industries newly introdiice<l into an are» or 
cottage industries, provided that the concenis are registered in 
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India m rupee ocan|miited and comply w?iih the GovmimeQt rulea 
regarding tlie constitution of the I)oard of Directors, The assist- 
anoe constats of loans, guarantee of casli credits wiUt hanks, taking 
op shares or debentures, guaranteeing interest on capital, grant on 
favourable terms of land or raw material and grant of subsidies fear 
research. The Bihar and Orissa Act is modellcxl on tlie lines of 
the Madras Act and its object, apart from propaganda, demonstra- 
tion and twlmical assistance, is to give long-term finance to suit- 
able industrial enterprises, in tl>e shape of direct advances at low 
rates of interest, subscriptitui to delionturcs, guarantee of caali 
credits witfi luinks, su{>ply of machinery on him purt'hase (laais and 
granting of laml and other Oovenunent proj)erty on favourable 
terms. A|i{>hcations for assistance for R«. lO.tXX) in any of 
these forms have to Ik' advertised and objection^ invite<l in three 
successive issues of the lixral otBcial Gazette and the loan has to be 
fonnklly sanctioned by a innjonty of tlie meiidx'rs of the lioartl of 
Industritis. This puhlictty and formality, (considered nec'essary in 
the interests of the tax-payer, is stated to affect the credit of the 
appliaint whicdi is furtlier damaged if the appluation is refused. 
Owing to l;uk of teclinical and engineering (pmlifu'ations on the 
part of the Director of Industries and his staff, and the iru'^unplete- 
ness of the enquiries conducted hv the Hoard of Industries whoso 
meiulxTs arc all busy men, it is stated that sc^rious Iohs^-h ha\e 
l>een incurred. The rate of interest on advaru'es is r»| cent. 
p<*r annum, and loans cannot lx? given to the old esiablished indus- 
tries unless they have Iwn niartixl in a new area. In the Punjab, 
lains under the Industrial I/oans Act are generally limited to 
lis. lO.OriO. and only l\viee has this linn't txxm exemled. Tho 
ininiinum loan is Hs. the rate of interest 0 {)er cent annum, 
and the rnaxunum period of loan 10 years, though the per Vk! 
acftisiHy allowH is only ■'> yo«r« on tlio avorapt!. 

415. The total loans granted or guaranteea made by vhi> 
Madraa Government amount to R«. 8 lakhs, of which nlKHjt a 
sum of lit*. 4 lakhs of lojins including inlerest j^iven to one jiafHT 
mill fwiM had to l>e written off. It ia rejwtod that proK|M\ ts of reco- 
veries in certain other rases are also doubtful. The Madras (>>m- 
mittee add that Govemment’s attempts to assist industries have 
met with little res|xmse and less success. The total amount netu 
ally paid rr gtiioanleed up to date in Bihar and Oriasa is aim 
about its. 8 lakhs of which a sum of Rs. fl lakfis has proved 
to lie irrwivcTslde. The Committee add tliat tlie I>irertor of 
Indostries in the province expressed a desire before them to be 
relieved of the heavy banking responsibility placed on him in the 
matter of the working of the Act. Tn the Punjab, the total amount 
of loans outstanding at the end of 1929-.10 is reported to be Rs. 2-5.'I 
lakhs. The Committee find it difficult to say if the working of the 
Act w likely to involve the Government in 'financial Iomi. 

U fi 
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il6. AJthougb th«re iji no Act in lorreBpomliiig to 

in Madra.^, Biliar and Orissa and the J’unjab^ the Govern- 
incut oi Ikmibuv tiisance iiidiii^tnes tltron^di co*o[>i*nuive Mxdeties by 
nicaiiH of loaiiM or Hn{>j>iies of implements on t!ie hire-purelia}^ 
.svhtern, Hie liomhay ('oninnttee report that during the la^^t seven 
vaifM loans were givrai to tuo eoriCif riiH, namely, Its. G lakhs to a 
sugar fiu torv and 1;^ "i {akhs to a ^^eaving faetory. l‘he ( oiu- 
nutte*' reromiu#'rj<l fhaJ lle^re ‘h{aild Ih‘ an Act for Stale aid to 
industri<\- so lhaf (he |K)hry of asMMing industrie- uIih Ii hold ont 
n reaMin.ddr nro''|w‘< I ol Hn(<-eHv and ahieh are hkely to ussis|^ in 
ila* eeoniamr de\ rlra>nient ol (he connlry may he |»irsued Hvsteina- 
ti< aiiy ; lor tliN pnifsi.M' the f department of lndu«trie< ''hotdd l>e 
ivndoued uirh snftirsent n*soun e>. < harged \^ I^h detlnile functions, 
and with autliority to carry out tin* mdusfna! (iohey of 

tilt' ( io\ rrnment . 1‘hi v also that there should U» ( lose ( O- 

(tperalion in recitrd to tla^ develojunent of industries hetweeft the 
I teparinient of Industrit's, the I department of Agrieultun* and tht^ 

( o-opt‘nihV(* Idepartnuml. lAietlilies at State « for res(*an li 

into |>roeeKses of prodia tion and naUhod- of oiL'am/ation art* also 
I e< (tinniiuided 

U7. The Bengal Comnnltee also pro|K)‘-» that a Stat<‘ Aid to 
liidustri<‘s A( t for the |>ro\inc«' should he [►.i>s<m 1 without further 
di‘la} (ill llu' liiuv^ of the A< is in Madia^- and l uliar and ( drn>a Imt 
w ith luodifK .It jo:i- (»n mote hheral ((U ius. A Ihll \^uh thi< olajert 
in \ i(W\ Is Hi |»res(a}t h«d(»r(‘ ilie 1 <h a! I o < ouiual. Hie 

<'en(ral Pnw inre'« ('(unmittef* foo ha\(' >uj*po!ti‘d ?!m’ parsing 
(d a Stat(' Aid to Indu‘'trH's Act on tie* (»i lie* Ihli that 

rtaamth fuiltvl to maferutli/i' into la\^ , w!u«h ^^ouid gi'e w idt^ 
powaTs for granting ( laalit fii<'ilute> to dc'^ervinc iuednnn~siz<‘vl 
us well as hig mdiislrn's ’PIk' ('«‘ntra! Ahm^ < oinnuttee uImo liave 
’'Ugge'^ted tliat tlie )«V’h 1 G<w"tninetUs ^Viould < \t»'nd to ^lese 
nreUH tlie iM'iiefils of ibe Madras State Aid t** Industries A( t w itli 
tin' addition of a provision foi' glannng. trre <d <iiaig(’, or on 
favourahle huins. the services <d ( iovcrnuu iil (dTictals and eX|H*rts 
for Vnlei-, and oflering advice in connta lion wiili, the industries. 
ddi(*\ have added thnt (he jKWsihilities of dcV(d»»jung small imlus- 
fries sliould he explored hv the Board of Ihauavmii* Development 
vvhic!) thev have propotitnl. Tn \ iew of tlie evidetu e td the Idin^ctor 
of Industries, tlie Bihar and Orissa Committee have rei ommendtHi 
that the Industries IVparimeiu might sliar.^ vvitli hanks and ip- 
pwved J^hroffs (he task of examining |>n>jX>s,als for tiie firovisiori of 
«T«tdit to industries, m well aa the risk of loss after credit ftas hetm 
provided, und that the t>aiiiks and Khroffs might receive a commiasmn 
for ihiw«i aafsistance irududing the sharing of risks, 

41 S, The State Aid to Indut^trie^ Act deals with txvo forms of 
ewHifdaiKe to induRtrka, rta,, provision of banking and credit fad- 
litieiMiixd grant of other form® of State aid auch m gnteidiea, graota 
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of land, etc. \\'t\ as a Banking ConmutttM?, «Mne cx>iKvrued only 
with the provi^imn of tl*e fir»t form of anaistance and from thia 
{K)int of view, we approve of the recoin mend at ion h of the Vtm 
vincial Coimiuttee^ii referred to aUjve for the enactment of pro* 
vincial le^ij^lation on the luiet* of the MadniK Slate Aid to Indua* 
tries Act lo provhle credit fiKdlities to new and nascent indiistneH 
or industnes newly intrinhiml into an area or cottage industnen. 
W’e^further reeommeiui that any (Jovernment aHsit^tanee in rof^ard 
to provision of eapiial unth*r amh lei^inlation should Ih' given 
througfi the ln(ln*-tnal Cor|K)ralion, if niul when one is eatahlinhed 
in any provin<‘e on the hne> soggeated l*y ns We have been 
iiifliiemed in tlit* latter recommendation hy the evidenee of tlie 
Ihree^or of Industries in Ihhar and (htswi. referred to above, 

PrFTKRKM F. OF OPINION WITHIN TMK ( ‘OMMli ri H. 

In }irs ih^enttng miniitt* oiir lolleiigvie, Mr. N. U. Barker, 
Jias dr-*agree<l with some of our rtaommendations on tin* subject 
of the finaneing of industneR. We find that tile main |Hanta of 
differenee U*twccn him and ours^'lves are as follows : 

(P Mf S.u her w ants that we should unritn^ht iuttaUtj n*- 
cohiincnd fhc cstahlisluoeiit tif Protincial Indusfua! 
To? [Kirations. at any rate m Mulain firoviiaa's, instead 
of making our recoininendaf ion in this reHjKH't 
deis ndeni on the eireuinstanees imntioned by ns 
in paragraph I0| . narnelx , if u proMiicial ( fO\ fu nincnt 
in till* discharge of its res|K>nMbih! k^h for tla* devclo[>- 
merit <I industries within its territories finds it neces- 
s*ry to ensure the supply of finanr iai faeilities to 
iridusirial concerns. 

(t2» While we "-liouhl like to leave the detads of (he H<IieMie 
of Proviru ia! Corfxmitioiis hi In* worker! out hv tlie 
provinna! ministers, in consultation with the provii?. 
ciil legislatures concerned, Mr. Barker would like im 
to lay dovxn s<ime hroiid rules fur the »onflaiHe of theso 
authorities, l>oth in regard to the functions and husi- 
ness of t he Corjionitioii. 

W Mr Barker does not agree with ns in regard to the re- 
c<.»mmendation in fxiragniph 403 of our refiort in 
regard to tlie proportion of delientare capital to limre 
capital - 

We have given a.refiil conRideratton to Mr. Barker's nrgtimenfii^ 
but »ee no rm^n for modifying our coneloaiom. 
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420. Tho total volume of the import and export trade of India 
arnount4‘cl in receiii years to a large mm in the neighbouihood 
of Rb. coo crores a rear. The countheB which jmrticipated in thia 
trade to the extent of Rs. 10 crores or over in 1928-29 were : — 


Cmr<w of 

Kingdom •• 

Unit^Ki of Amorico ««.*•• &€ 

Jop«n .*•••••••« fSl 

Germany «•••••••• 47 

Neiherlatiiis and Dutch Kaiit Indie* • • • . 30 

France •••••*•••• 22 

Italy 22 

ik»igtum 20 

Ceylon ... 16 

Hiraite Settlcmcnti* •»•...• 1.1 

AujitJalUi ]r> 


421. The financing of this foreign trade generally consintg of 
two oi)eration8, t?ur. : — 

(1) the financing from the Indian jK>rt to tlie foreign pbrt oar 

vice versa, and 

(2) the financing from, or to, the Indian iK>rt to, or from, 

the up-country distributing or collecting centre, 

4‘22 With regard to item (1) in the previous jmragraph the 
actual forms in which financial accommcxlation is given are de»« 
crit>ed in {>aragntj>hs 427 and 420. Tlie bulk of this business, 
which connists mainly of dealing in foreign bills of exchange of 
foreign remittances, is in the hands of non-Indian banks, popularly 
known as exchange hanks. As stated in paragraph 42, 

the number of these banks is eighteen. Two of ^ese, 

Messrs. Thomas Cook and Son (Bankers) and the American Ex- 
prtffm (^ompiuiy Incorporated, do not play an important part in con- 
nection w ith the financing of foreign trade as they deal mostly wilH 
tourist traffic. Of the rest, five have a considerable portion their 
husmeas in India, viz., the Chartered Bank of India, Australia 
and tliina. the National Bank of India, the Mercantile Bank of 
India, Uio P. and O. Banking Corporation and the Eastam Bank. 

( SIO ) 
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The remaining eleven are brandies or agencies of large banking 
corporations doing a major portion of their Lusineas aliroad. Eight 
banks have their head oflfices in Enuland ; tlvree in Jajmn ; two *n 
Holland ; two in tlio United States of America ; one in Prance ; one 
in Portugal ; and one in Hongkong. The various elassea of 
business uluUTtak^*n by these banks generally are gU'en in para- 
gniph 4:2. 

4‘2d. There is no provision, statutory or otherwise, which lays 
an obligation on tiu*se exchange banks to furnish to any author 
rity in India any ligures relating to their busincHw in India. For 
purjx)S4s of the Statistical Tables ndating to Banks in India, a 
j>ublication issued by the !)ireet<»r (General of Commercial Jntelh- 
gcnce, figures of Indian <le[H>sits and Indian <aisli Imlances are 
furnished })y the exc hange banks confidentially to the India 
Office, whicli f'oD^olidates thes<' fi;,’urt>i and supp)it*s the 
ron*-o!ida(ed figures for all banks to that offieer. Tlie following 
statement gives (he figures so m«de avaitalde for a senes of 
vear^ 


— 

Xtirnbf»r 

..r 

bjinkfl. 

Ui'M'rvo 

til 

IndiA. 

in 

IfKlin. 



C(i.oao) 

£ C.OOfl) 

£(l,00(i) 

1013 (pro w^r y©«ur) 

12 

37.HC5 

23,276 

4.41 1 

lOlg 

U 

53,070 

55,760 

22.4S7 

mi . 

15 

00,217 

r6.H)5 

IS.hSj 

ICiri 

17 

111,632 ; 

56,307 

17,675 

102 ; . 

\n 

I12.22I 

r5,03H 

12.132 

1023 .... 

IS 

UO.IO 3 i 

51,332 : 

io,sr>0 

Itl4 .... 

IS 

130,464 

52,076 ^ 

12,275 

1023 .... 

[H 

|3S,3Il ; 

52,000 

7.062 

1026 .... 

IS 

1 4S.fH)3 

53.65S ‘ 

S.046 

1027 

IS 

1HO.010 : 

51.647 1 

6,006 

302S . 

IS 

1H7,023 ; 

53.354 1 

6.042 


Depotit* »n 4 Caih in Ini m tj 4 iv« frr»fiv<srrt<M int^ 

iikg at ihtf mt« U. . m raptw?. 

42-C There i* no legtil bar to an Indian joint-stock bank under- 
taking tfie first of the operations mentioned in fieragrapb 421. In 
the days of the East India Company this business was moatiy in 
the hands of Agency iiouses referred to in paragraph 24 and of the 
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batikn in India under their tegis. One of the existing ex- 

( lifiiige iKinkH, the National Bank of India, was actually established 
ill India with a ru|H-e rapital, though boon after its ebtablibliinent 
It f onverted its eafuinf iiUo bierhng and transferred its lieadcjuarters 
to IsHidon so UH to he at the centre of interiialional fniance, follow- 
in;j: til flub res{»<H t the f(>«>tste{)H of some of tlie great merchant 
hanking lioii^cs of the ( cmtuient in the eigliteenth century. We 
also undi rstand tliut some of ilic now defunct Indian joint -st<x:k 
hanks have at difT*»rent fjiiies engaged largely in the luisiness of 
foreign exihange. I'or example, the Alliance Bank of Simla, 
liiiiuted, wan known to have developed a large foreign exchange 
himincHK lavfore its collapHe in B>*23, Of>erating in JiOndon firstly 
through ('orn*KjK)ndentH like l^arr's Bank and Boulton Brother^, 
and later on througli a hranch of its own. During its six years 
of indefxmdent existence, the 'Fata Industrial Bank. Limited, also 
engaged freelv in foreign C’xehange. M the pres^uit moment, how- 
ever, only two or three Indian jomt-sioek hanks take an nisignifi- 
eaut part in this husiness. We liave made encpiirii’s. and dismissed 
with many of our witnesses, tlie reasons vvliy the business lias now 
become jmu tically a monojK>iy of non-Indian hanks The four 
main reaM^ns given are : 

(a) tJie fwniH tition of wcdl estaldished non-Indian exchange 
hanks with large i^apital and reserves; 

(h) (he ahsen<e of hrundies of Indian hanks at T>ondon and 
other iinfHirtant foreign centres which prei ludes them 
from taking part in arbitnige and dirtHt exchange 
transactions ; 

fr) small profits now realijcd fnwn the* hn^jnesv ; oid 

(tH dll' full f'mj>l(*vment of the resourecs of Indian hanks 
in internal business of a more jirofital.le cliaracter. 

We may ipiote in this conneetion at length tlie views of a prominent 
Indian joint -atix k hanker : — 

**Tlie chief diflfk'ulties in the way of an Indian bank ojvning 
a branch in Ixindon for exchange btisineas are 
aa followa: — 

(1) Tlie Hank muat have a large capital, say over 

crore!», in order to command credit in the Ijondon 
diHixuint market as well as witli the exchange 
banka dtdng bnmnem in India. 

(2) To open a hranch in Ixaidon and maintain tr on 

ioimd andi proper linea, the institution should ba 
in a position to lM?ar a loss erf Rs. 5*000 or more 
every mcwitK for a period ol at least tiinee years oa* 
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account (»f working ex}Hui!^»a anil otlicr tinforej?M.^n 
losw?; which mi^ht naturally res^ult f<ir want nf 
[practical exf>erienct\ To exjXHU tlu* l)raiirJi to bt? 
s*»lf.siipf¥irtinj» within thrtv years of its exmlenca 
wtHiIti he too optinustit' a view to adopt 4H>nsitienng 
file stroii;; |K>sit)on of tht oxohangt* hunks and tl'.e 
very Tiarrou niurjijfin on w inch the Imux h nnist wt^rk 
t<» at tract husinc'^s. 

I'h** hnoe h must have' u fiUiiHvl and ivliahio with 

some knowledj^e of international e\c!iuni»e. 

(4'^ The doiitine n^Honrees of th<' haitk shonld be large 
enou^di to f^erinit a hij; tnrreov(u\ 

c‘)' I'ht' |H»Utaal neocnient in Imlia would iiffect tho 
iiankin^ ami trudin$i taciioti-* whii li lui Indian l>ank 
roulti e\|wat from luili^^h and foiiujjin hanks in 
London and at o!le*r placc’^. 

(6^ The hank nliould have its heu<l oftiee in London rathtir 
than in India as its ehunces of imjHirt and 

exjHirt hills as well as hills for eolleetum would then 
he ^.'reater and, heiii;: on (he sjkU. tlu* hank would 
l»e mor*‘ e<»nverHiint with (he international nuui<*tft4ry 
Hit nation, 

(7) Tlie hank cinjld hardly e\(MS‘t to ria‘ei\e in T /ondoM 
io<al de|«»iT-. or <»ther t>MHmcsv. from th«* Hntiwli 
puldie or merchaiil- ami manuhut urers, l''vel> 
hanks hk« ( hartered. Nataaial and M^ riantile are 
not nnedi fKitronis*^! hv tht" puhhe in la»mlon, and 
are chiefly known to hnsmt ss firms tradinj^ with the 
East. 

Some of the above <hfrj<*nl(ies tire by nature stah that they 
cannot l>e removed hv fiovernment interfensiu'e or 
le^^islation , 7’liev (oiild only tte solved hv mutual 
truHt and ^uxkI-wiII. But, hesides the uliovv diflutil- 
lies, exchan^u" hunkr^ in India, lintish uiul fi>rei(^n» 
have been so well ef^tablished uihI ho well firovided 
with funds through their Ifidian hniiiches and tlie 
London dim^ount market at relativcdy cheaji ratex iTmt 
it would Ik* f^xtremely difficult for an instil utioti out- 
aide their circle to comjV"te with any nu^sure of 
Rnoce^s, »t leaut far a time after (he atartin^ of the 
exeharij^e biimneifsi. Government, however, couTd 
encourage aj^iroved Indien banks to e«tablirfi hrawliea 
in liondon by giving them a jtarf of their excimnge 
buaiiieaa, and by tending jiart of tJieir siirploa fttnda 
at cheap ratea*** 
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425. Tho Imperial Bank of India m prohibited by its cbarto 
/rom dealing in bilb of exchange payable outside India, and ia 
permitted to make remittances only for the botm fide {personal re- 
cjuirements of its constituents. 

42b. The exchange banka have branches at several up-country 
jdaces^ details of uliicli are given in jwiragraph 455. In the case 
of tnule l^etwecn these places and foreign countries, it is possible 
for II inercliant to obtain financial facilities from an exchange 
bank to cover the second part of the oj^enition memtioned in para- 
gni[>li 421. as well as the finst [lart by a single transaction. For 
^example, in the c*4i8<5 of goods imjHirted to Delhi, the inward bill 
drawn by tfie foreign exjiorter is mni to the branch of the exdiange 
l>ank in Dtdhi, and is collected in due ('ourst^ from the imjKirter 
there and the priKwds remitted abrtmd. Similarly in th^ case 
of exj>ori» from, say, .^innisar, the Indian exjKirier can dtaw a 
bill on the foreign buyer under a credit o|)ened by the buyer, and 
mdl it direct to the bnincli of the excliange hank at Amritsar. 
We understand that Inihan ini|>ortcrs and ext>orters prefer the 
financing to be airanged by a single agency as this arrangement 
is found cbea[>er by them ; and we would in tins contuHinm invito 
a reference to para, KHi of the report of tho Funjal) Hanking 
(\)mfnittee. Iri up-<'ountr\' places, however, where there are no 
brandies of exchange bunks the importers or exjHirterH must make 
mparute arrangements for the finance? of the inoveinenl of their 
gtxuls from or to the Indian jKirts through joint-stix^k hanks or 
other agencies. The financing of the buHincss in such ( fulls 
definitely into the two o|HTutions mcntione<l in jKirugraph 421. In 
reganl to the second of tliesc operations, in tlie case of exports, 
the ImfX'rinl Bank of India, the Indian joint-sttxk hunks and 
Ihe indigenous bankers take part in the financing of the move- 
ment of the pnxluce from the collecting centres to the ports; 
and the financial facilities given ixuisisl of purdiasing deinand 
drafts drawn hv the ex[x>rter's agents on their principarip fiiiii 
at the |H>rt. As regards imports, the movement of imported ^oods * 
from the imi>orting point to the distributing centres in Ttiaia i$ 
generally financed by commission agents, shroffs and Indian joint- 
ehx*k banks. 


Mechanism of Pikancb. 

Exptyrts. 

427. When en expewrter sells to a foreign buyer, 8a}|in tKe 
United Kingdom, crcnlits are usually opened with the T^oiidon banks 
and finance houses and advised to India through the medium of 
exchange banks. The billa against *mcH credita are drawn 
principally at 3 months* sight, thoj^gh longer usance paper is 
sometimes negotiated, and they are chiefly documentary. The Wli 
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may be D. A. or D. P., tiie general practice l>eing to draw D. A. 

The rate for a 3 monllia* bill in higher than tlmt for a 
demand bill to allow for interest during the uaoiice of the 
bill, this rate Unng regulate<l by the rate of interei*t ruling at the 
t^ntre on which ilie bill ih drawn. The«e billa, whatever their 
usance, an? f^ent t<* Lontlon and pn»sentctl for Hi'ceptunce, and aftar 
•endorsement hv the exchange Ixinks in Ixmdon are usually dis- 
counted in the o|»en market. For |mr}x>ses of rediscount of paper 
with the Bank of KnglinuT two British signaturt's on such pa|>6r 
are necess;u*v. In thin wav the excfiange banks recivive fMick in 
slerlmg tlu‘ eciuiviilcnt of their nifHV payments in India. At 
times It inav stnt the* exchange banks to hold the purc^hasc'd bills 
until nuiturilw e.c/ . if tlie banks are well supplied with funds 
and there is no immediate* prospect of the money Inung profitably 
cni[)loved. the* lulls will 1x5 held in portfolio until due date, but 
if trade is f)nsk or money is tight, the hills may lx* diHc*ounted, 
even at some siurifice in the rate. Bhonid the* bills Ik^ »c*nt for 
<v)|)(M'tion throngli exchange hanks, the Indian exjxirter has to wail 
for the maturity of the bill before he gets the value in rupees. 
Thi.s jiractire is not common. 

The luilk of (lie f>iils between India and Eumpe, America 
imd the Coloniee is in sterling. The drafts from and to Ja|)iin are 
in icnim of yen while with (’hina, they are in tenns of ru|x*es. 

//nporrv. 

429. .\h^ regards the un|Kjrt trade, the hulk of it from Western 

countries is financ ed as follows : 

(ai by fit) days sight Ih V drafts drawn on the Indian 
im[X)rter, 

(6) by I^jndon Banks’ acceptance of ’ honw^” pa|x*r. By 
this expression is int'ant a dexunnentary liill drawn by, 
gay. a I^ondon cx[x>rting house* on the* London (jffice 
of a for<’igm Imnk whic h ac cejits the lull and rc*lurn*» 
it to the drawer who in turn disc*ounts it in the 
Ixmdon Money Mark«*t. The accepting Imnk for- 
wards the rtdaiivc documents to its hrancl* abroad 
for (X)ne€tion of the proceeds of the gexxk from th« 
exjKirting firms’ foreign oflfica and a rcrnitiance ii 
sent to I.ondon at or Ix^foro ifie maturity of the bill. 

Both instniments arc5 generally dmwm in sterling. In tho 
former, interest is payable, iisnally at 6 cent, from fh# 
date df the bill to the approximate date of arrival of the proceeds 
of ll>e bill in I^>ndon. In the latter, the paper is discounted in 
the Tendon Market at the prevailing discount nite, whkh ta 
invariahiv lower than the rate of interest charged on fif) days 
sight D. P. drafts, and importers who have Lemdon houses of 
standing to arrange for acceptance of their paper benefit 
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thereby, Ak, hinvexer, (><1 day^* 1>. P. sterling drafts 

are geiienilly used in (omuHiiun v\uli iiiijKirib In Indians, n will 
Im* himui that in lyoth ex[K>rlb and un|><i)r't^ hy Indians tlie adjunt- 
merit of interest bi*tv\een prcxlii er and eonsuriKU ib efftH ted in 
India and interest lias to Iw taken into loimdenAtion at thia^ eiul 
in fixing prices in Ixdh (awe*- Iin{M>rts of Migar from ea*tern 
countnefi are fmanced h\ hills in sterling, hut a fair am<»unt of 
hiiHiness is done with Java in guilders. 


Rupee import bills, 

4d0 It will he iiutieed that the bulk of lM:)th exjiorts and uiiiK.)rls 
IS fmuiued In means of sterling bills. In the casi* of exji^rts, it 
Is fairl\ clear that so long as ( redits t an be o|>€aed in I^ondon, it 
must be lo tin* advantage of the Indian trader to l)e able to draw 
lulls on London, and have* acc4’ss thereby to the disrount facilities 
of the biggest internatioiml market in the world In the case of 
imports, liowever, a eonipiiriiliveU sinall amount of the trade is 
finun(‘ed 7»\ hills whuh get the iHuiefit of the 1 a>ndon disc^ount 
market. 'I'he ijiieHtion, therefore, ansa's whelhei from India’s 
point of Mew. It would not l>e ad\ant igt^ous to intnxha'e nipv 
lulls in eonruation with tin* import lfadi‘ of India. I'lu* 
MUitutivcs of the exc*h*inu<* hanks did not si*(* an\ mat<Tial difler- 
ence hetween the sterling ami ruj>ee hillg from their own point 
of M“W ; tlu-tigh from the of \u*w of promoting a hill-iUlW'kefc 

in liuiia, they agreed that rujH'e hills might he uH<»f iil, their atiop- 
tion Inung a matt<M Uuwivn lniM*r and seller In fatt 
in tlie irnpoit trade ru|M*e bills are alre;ui\ in exi^tem? in 
Hf>me euM's '^he^ jMunted out that the bulk of the import biil^ 
coming out are for relatively small amounts and that m) far as 
thost' hills ,ii an\ rate ar<‘ <oneeriied, ihe < lianet^s of (leating a 
discount market are not verj^ great If the Indian iniporter 
insisted (liat tlie foreign exporter should draw on him in nipeeg 
the exchange Vuinks, they said, would ct^rtainly have no objeclioit. 
It wm punted out by some witnesses that manufa<‘turers ^were 
now VWT keen on diKfnvsing of fheir products and that it fdiould 
he a gixxl opportunity for Indian im{x>rters to take advantage of 
the preaent keen competition among sellcra to get them to accept 
the pro[iosed change in the Ryateni in sa far as imports are con- 
ci*rned, 

Vf 

^In their inemorarKlum on the Money Market, the /oieign 
exi>erta have atated as follows in regard to this question : — 

**At the present stage we consider the imjaroveinent of the 
inland bill and money market as the fundamental 
and primary problem. This problem moat be 
before progreaa to an appreciable extent can w 
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Veil in tlie of riij^iH^ hills foi settluig foreiijn 
tnuirvu tiohs, Tlie question as to wlmt curreuiy th# 
bill vmU l>e «)ra\vn lu, foruin jjart ot tlu* Ciuuliticillitl 
wliu h ha^l* ro Ir* a^Tced u|Hai bv buyers and ^dleni. 
ll lHed^ no caMimieni that ibev vvdl trv to litul llm 
rluajH'si sohiiu>n. I nder ihuina! <‘irruujstaiu es tlio 
eurirju y of ibal lanujliy uib be jaelenod v\h<*re the 
lo\\r-ni jao* of interest ptexaiis aiul tlie inone\ and 
loll inaiket k so well di'Af*lii|SiMl that no doubt eun 
t \is{ idMmi dJM'ount l.u iiiie *v bein^ «\ailable at any 
ijine tho iOUitUuN it the bill These eondi- 

tion> are i.irkuie in India, As lonj^ this is I lie 

( i^r. and mdu-'ny dl be liain|sued atul tbo 

cost of nn|H>ri<‘d ^oods raised l»y enfonang seilers of 
t<‘re»^oi ;.:<ss}s to dra^v rupee bills. " 

riu'' »'fiiui‘»n a^>utnt’< tbat tlie ini|H»ri trade of India K linaiued in 
the < ia .gs s{ v\;i\ uols the help of the lauulon inone\ and l>ill 
inarki t ria* a-'-ninp? loti is oik'ii to efiiu isnr As |M>mleil out 
Ml a pre\ toit‘, p.}raera[)b tb<’ bulk of the Indian im|sirt trade is 
finaieisl l»\ iia\s' I'. I* <}ratts drawn on tlie liulian un- 

[sHter; and the I. tlei ba*- to pav intele-t, usually at ti i*ent. 
from the date of tbe biil to the appfoMjoate date of the arrival 
gf tie* pr*H<‘ed‘- nf fb(‘ bill ill l^»>ndoii, rius ntt*‘ riiined ubeij 

vIm; iJiuik of bn^^iand rale j>oe- a})o\e “• per eeni and for ibe ^Teater 
part uf tbe \eat‘ ^\ as 7 fwu' emit . , liaxme bemi .m bij^di as 

jsU" eejil troll! tie* Inuidk* of tVeiMbi'i till the eiu} o{ No\einbel\ 
dnrijj^o uba b |m'Mo 41 tie* l*;ink ol laeoand llitr* fVl |hU’ <'ent. 

The rntt' of in!ere*s| paxable b\ tbe Indian impoiter Ui rt's|HM't of 
tie- nujHirt bibs u'lurh .oe nou bemjj; dr;iun in derbn;,' eurnuiev is 
tbuK pet I>as 4 d oil t!n> ojs n market rate of ilisoonut in London. 
So lon^’ as tliis state of tliifiL'^^ lonfinues, we flunk tbiit b>r tbe 
uujwirf bu-ine-.s of India, wbii b on firo.ate nreouni an. omits 
appmximalelv tia !!« 2 'i<) erores a year, tlu* natural l»ill market in 

in I nUu* and not *aits!«le Imbii We u;:!ree ^ntfi fbe sn^^ijesfion of 
tlie foreitm expiuls that tbe ^ xeluin^re banks Kbould « onsitli'r tlu* 
ixisHibiiitv of rhaimjrej flieir present eimtorn (o fbe exLuif tbiM fbey 
sbould pre|Mrn*d to ;i<*ee[»t tbe bills, instead of purobasm;^ tlH*iii« 
in tli 0 *tstiine wav as house pafRT of a London exf»iirt bou-^e now 
n<aepte<l bv them and the Idllio rnnld then he diseounted in the 
lamdoii inarket as des( rileul m li'd . If thi* suejros« 

lion iXHild l)e followed, avtd the l»eriefif of the cheap funds in tlie 
T>ondori diftrount market i« jia^aed on to tlie Indian irnf>or1er, 
then we a^we that any artifieial nieaaureg for the infrmltirfion 
of ru|>ee hills wotikl l>e of doubtful advantafre to India, W> 
eoinmend this BUf'gention to the exehanffe hank« fr>r their rnr^fttl 
<xin«fider3iiion, ami we hope that it will l>e po^i^ihle for fheYn to 
get over the difficulty that tlie inajority of fndmn tiufiort bflla 
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ire for taiialj aniomits. We also iK>[ie tlmt when tiie Reserve 
Bank i« established and the average interest rate in India k- 
brought down by effective meiisures on the part of the banka 
to deal with the seasonal stringency in the money market, the 
Indian money and discount market will compare favourably with 
that at centres ouiiude India, and that trade will have recoirrae 
to l>oth kinds of bills, ru[)ee bills and bills in foreign currencies^ 
according to its convenience. If in the meantime importers m 
India find it convenient to have the foreign exporter draw on 
tliern in ru}>ee bills, we trust that, in view of the fact that the 
refiremuitatives of the excliange banks have already stated that 
the liaiiks would have no objection to the introduction of rupee 
hills for iriifiort businerts, the exchange hanks would also co- 
i>|K*rate and encx>iinige any efforts in this direction, with a view 
to developing a bill-market in India. 

Acceptance credit. 

431 In Aiiierica, the arrangement for financing the ex[x>rt trade 
used to Iw sornewliat similar to that obtaining in India, Init after the 
estalilishrnent of tlie Federal lU^serve Banks the use of the dollar 
acceptance is said to have been deveIo[)t!d and the simplicity of 
the system to have promoted the foreign ex|H^rt tmde of America. 
Sir Basil BIa<*kett, in his inemonindum submitted to tlie Com- 
mittee, has exfdained how in tlie face of world comjH'tition India 
cannot afford to overlook any im|»roved method of handling'her 
annual production of agriculture and other eommodities. and has 
suggested in this eonneetion the develo{)ment of tlu* pnictie^ of 
drawing ru}>ee bills l>oth in regard to ex|X)rts and im]K>rls and the 
use of the ruj>ee acx'eptanee credit in connection therewith. The 
question of < rt*ating riq^ee bills in regard to imjiorts Ims been dealt 
with in the previous paragniph. As regards exj>orts. Sir Basil 
BIJK‘keit is of of>inion that the system of hank acceptance credit 
can l)e made to sene in providing the finance of India’s export 
comnuxlities which re<]uire extensive ac<'ornmodation during tl>e 
entire {x?nding such actual time as slnpments are made 

and sterling or other foreign ctirnuicy sold to tl!e exchange banks. 
At present, the finance obtained by the mercliant is by means of 
a cash credit at a higli average rate of interest with the added condi- 
tion in Home cases that interest will l>e charged on at least half 
the maximum amount of the laan, whether fully availed of or not. 
8ir Basil Blackett has |x)inted out that the inelasticity of this system 
must \n> felt as a hardship by the exporting community and that it 
would be to the advantage of that coinrnumty if in plac^ of this cash* 
credit system tlie system of acceptance credit were introduced, 
under which the exporter could arrange with a bank' in India for 
an acceptance credit to be jpstabHshed in hi» farour. This wonW 
enable the exporter to draw bn the bank for the amount cf tho 
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acceptance and would make it poss^ible for liiin during the life of 
theae drafti> to i?^nd the good» forward, dnivving an exj)ort draft 
on hit; customer and offer it for rale to hi*i banker in liquidation 
of the ohiigation at the maturity of the ruj^ee draft to which the 
banker has given hia iRX'eplance under tlie credit. As a result of 
this arrangement, 8ir Baail expaeta that the financiul burden 
plac'ed at preMrnt on the exporter during the hia 

merchandise is stored and i« awaiting an opportunity for Hhi|e 
inent a(>roaci, would l>e conaiderably lightened and that the present 
restrictions on tlie volume of hia business would l>e rinluced. We 
are told that in inland iainkitig in India the aocTej>tBn<H) critdit i» 
in UHO only to a limited extent and the reasons (or this are stateA 
to ha the following : — 

(rt) the jinictical nomexistcnce of dcxuiineniH of title such 
as warehouHc warrants and railway rw’cijHs in suit- 
able form, 

{b) the efficiency tif the cash credit system widch is much 
greater than would appear from Sir Basil BlackettV 
meinomndum, 

(c> the liigh stamp duty on hills, and 

iJ) the difficulty of intriKlueing a fonn of bill wliK’h wouhf 
lie aci'efited througliout India. 

If ifie difficulties in (u), (c) and (fiji <*<)uld be ovenxune and a inio 
banker’s l>ank was brought into existence iihmg woth »ii organi/a* 
tfon of uHTchant hankers and acc<*ptunce houw»w, we think that 
it would he }S)S.Hil»le (ii «*stahh^h a wider usi* of tin* Hystem of 
acceptance credit. 

432. In jKinigniph 421 we have mentioiuHl that the finiuuniig 
of tlie iinjKirt and cx|K)ri trade miglit he considered undi-r two 
main oja^rat ions. In panigrafili 42f) w^ havt* brietly indi< ated tlio 
part plave<i l>y the ex< harige larnks in regard to th<» iwM'oiid of thcni* 
op<*rations, and we have dealt at mine length willi the mechamsm 
of the first ojsTation iti panigraphs 427 and 420. Ah a go<)4l deal 
of dis<msHiori has centred round the former of)eration, it may he 
convenient to deal with it further in somewhat greater drdail. 

13^‘i Ah reg^ards tlie ex}x>rt trade, tlie movement of the |>roduc 0 
from the villagre to the mandi, as already dew riljcd in chapter 
Xlli, is finan(‘e<l by zemindars, nitHievlt nders, iiirligenotis hanktt 
and hankers and co-o|K*rative societies. The ImjXfrial Bank 
of India and the Indian joint stfs k hanks also help in 
financing in villages as tliey lend money m man/lis against 
pledge of stocks in the godfmm of commission agents and 
exjjorting bouses, the commission agents and exfiorting in 

turn tending to village prodmx^ra against the latters’ contnirts in 
deliver produce at subsequent dates. TTie exchange banks have 
no d|rect port in the movement of firoduce at this stage, but whet» 
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U*<j produce ih moved from tlic tmnrdt »m the exjHUtiug |Kjr:^, the 
exchange bunkn along with the Imperial TMuk of India and the 
hulian jOIlll•^?l{K*k bank#^ lake a part m tlic linaiu ing of the move- 
ment. 'fhe mdigenouh bankr^ and Home of the exchange hank^ 
mak<* advancers agani*-! pn>dn<e oi g<Klos\n>, but the exi luiiigc 
banka umiaMy iinui tlu jr a< < omnuHlaiion to ntji h firms as do 
-cXjMirt bu!><inc-H. In mnudis ibc ( XjMjrt* rs ij^uall\ lake ilehvtTV 
-of the produce i!jiou;.*b a shri>fj ‘cuai.uurc }>n»kcf » wbt) Imance.H 
the i^iyinent*' and r»-<ei\rs a < tuumi^^'-ion (»l \ to \ juT cent for tlie 
Irniecu ti(U» 1 li»‘ .Woo// paid ha li{»‘ pica* of tie* ronunodity 
hy mcaio of dmoand dr.dls <lra\'. t> dh t)-“ <>\|H»rtei’s hrm ,*.t lha 
^kiri and t^jgiual Ijv rbc firm •> icpic‘*eiit,tl i\ ♦ a! the larger centres. 
These dralls as already an* pur* ha-Mai b\ thf ImjMuial Ibmk 

4)1 India, the indi;:jimous banks and tbc t*\( hang** hank*-, and the 
>hrifff thus re<civ«*-> fund> to trnance turtluT t ran'^actions. 

■I ’ I Turning to the nn|H)it tr/td** v.e lia\c nuntioned tliat tho 
movement of im|H)rl«'d goi>ds fioiu ilu* impniiing tcidit's to (he 
distributing centn*^ in India is g» iierall\ thian<rd b\ conimo-ion 
agents, shrtdf^ atul Indian* jornl'-tis k b.inl,* \j inland inijHuling 
M'litres like \innt^*n . (*l^^n|H>re and Un th-* inijH>n bdb* are 
mostl) I) I' and an* paid on ot brfoie due d.U> hv thr mij orirr*-, 
't^]lO in casr of iu‘«*d luav ol)tain f;e toj p*tvinrnt ol tla* lulls 

by means of Id.oo ;.iant<‘d h\ tin* • fiaiu » luinl-st^Mk 

Jianks. d'bc loam aro giv<*n a::.um.t ,< mugm nl jsi <*cnt 

of tbc value «»f lie* g(K>ds p///v .ill imjMirt cliargC". and u-ualK carry 
interest at alwait the Imf>cnai Hank late 

After taking d<hv<uv of the gmsi-.. tlu* impoMcm m-H them 
(o dealers cither for ( iish 4»i on eiedu foun J. to t month*; with 
o\fen\si at f> <'eut or nmn* jx'r annum Tin* wholesale (bahrs 
in the larger tlistnlmting centH"- ^'inul.oiv deal weh ifa* retail 
Yfculers in th.e villages h\ selling to them either h>» <‘ash or on 
credit In tin* latltr trurmmtmn . iomnus-KUi .ig<*nts pkiv an 
hn|«irtiint f>tn! thev hn\ for Wte l*ugM \dlage dealers vvlio m 
Wirn sell to the sinalk'r village deilers who sell to the rvots again«?t 
iVt or pronuM* to jvav when the Tops are s4dd ddie rat**s eiuarged 
h* tlu' I'omini^suyn agiuits for this finnuy'c varv from 0 to 0 
H*ent 

iMa We liavi' stated m imragraph *1*2 that il»e exchange banks 
nlto finance nn|>ort8 of hiillioin IkiiIi gohl ami silver. Tt 
rifiy not W out of place here to de<<ril>e the metho4 
t»f ftnaneing followed by the.se banks. \fost of the hulHnn 
ie imporUMl into liombay by the dealers, the majority of 
whtmr are memlrers of the Boinhav Bullion Exchange. Tdmiteifl. 
''These dealers mid ordem for their reqmnnnents either dire<'t or 
thitmgh exchaiige banks or brokers. The orders are placed 
generally in fiondon, although, in the ease of silver, ordeyii aro 
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mni to New York direct to a certain extent. As soon as an edvice 
in received from liondon or New York of the purchase of bulUon, 
a remittance is arranged through an excliange hank and a contract 
for the purchase of bullion 1\ T. is made and both the excliangc 
bank and tht* dealer abide by its tenns. The contract is made 
with the exchange bank by the dealer timnigh eertilied bmkers. 
The hank in Ik>ml)ay is given written instructions l>y tlu> dealer 
whom and when to pay in Ijondon or Nmv York, us the case may 
be. against complete shipping documents ; and it instructs its 
office or agents to make U)e ntH^ssary payment. On 
arrival of the bullion in liombay. tlie bank ck'ars the eonsignmeijt 
and stores it in its strong ixxrmH and the dealer has to arrange lo 
take delivery within seven days. Interest at the Bank of Knglaiid 
rate. subje<t to a mimrniim of 4 [H'r <ent. {X'r annum, lias to he 
paid Ijy ifie dealer to the bank from the date of pnvHieut in 
I>ond()n or New York to the date of |>aymeni in lioml>tt\\ 
Loans agiunst bullion are given both by the juinl-Hlix'k hanks 
and exi hange banks. The rates charged approximate to the ruling 
rates for call funds m the market. The banks require a margin 
of 5 J>er <'ent in the cas4? of gold and alxiul Ka. 5 BX) tolas 
in the casw; of silver, though the margin in the case of silver 
varies according to the market conditions and movement in prices. 

ExfSTIKG FaCILITIKS. 

4, IT). liave In^en infornie«! by the representativcH of tho 
Exchange Itanks’ Assocuation tfint merchants are at jaesent able 
U) obtain from the excliange banks all the asKistance I bey reqiun* 
to finance their irntxirl and exjxiri trade, provided tiiev are of gocsi 
reputation and poswss means in reasonable pro|x»ition to tlu^ 
trade that they do. They have ad<le<l that it is only 
in cases where hanks are unable to a>H*eriain even aj>proxiioately 
the financial status of a merchatit that the latter finds diflicuby 
in securing the a^v'ommcxlation he may need for hiw luisiness. In 
their view, no wlvent hiiainesii-man should ex|K*rience any diffi- 
culty. provided he furnished the necessary information in tfie form 
of a balance-sheet. They have therefore suggested that ail rner. 
l^hantB in their own interests should adopt the husinessdike practir e 
of having their books regularly audited by a rec<^ni?:ed liCi iiuntant 
and a balance sfieet in correct form dmwn uf> from time »o t?me. " 
According to them, the European firms irnanahly have their 
balance-sheets audited by a Chartered Accinmtant. hut it is cxf < |^- 
tional among Indians to have their halance-shcets similarlv }>re. 
pared and audited. This r)pinion is generally endorsed l>v 
European Chamliers of Commerce. 

4^7. The Indian Chamf>ers of Commerce and sevemf Indian 
witnea^es consider that the financing of tlic foreign trade of India 
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ih from tiie Indian [>oint of view in a n:o«4t unsatisfactory condi- 
tion. The main rtfasons for this <'untrarv view held hy the Indian 
witnes84vs {lave }w*cn stated to he as follows — 

Ui) Tlie share of Indiatis iii the foreign trade of India is, 
according to the Indian (hamlxT of Commerce, 
( alciilta/ lt‘-s litan 1 per cent of the total. Tins, 
they allege, mvuhcs the loss t(.> Imlia of a large 
anii»unt in tlse of commission, brokerage, and 

UKsmaorc, I'iod to noieliulians. It is licdteved that 
this pK'iHiodcraiicc <»f :ht' noo-Iiulian element in tlie 
foreign trade of Imlia is due to llie large facilities 
givini by the non-Indian cm hango lianks to (lieir 
nationals o(>erating in India. 

(hi At ptesrmt in financing the external tra<ie of India, the 
cxchangt* l»anks have almost a monojKilv. There 
are only Iwo or iliree Indian jomt-Bicjck banks wlio do 
a little of this !ni?‘m<'ss Ixit almost tiu^ whole of n 
is reallv in the hands of non-Indian banks. Tbt‘ 
ImjMuial Hank i>f India is prevented from engaging in 
this business by the [>rovisions of the Act jL;ov*‘rmng 
its ojxualions. Tlie resources of tiu* other Indian 
|oint st(s“k hanks <\Mih tie* e.xcejition of a few^ are 
not suiru ient to enable tliem to engage in the Imsi- 
noss. Tven with sufheitmt resounes, it hax been 
found {hfTu’uIl to eofn[>ete with the well established 
non-Indian hank». 

The Kxeiiange Banks* AsscH*iation haxe furnished a statement* 
Kigardmg ilie ifitition of Ir.dians and non-Indian. in 

the country's foreign trade which shows that the Indians have a 
« larger sliare (luin lo cent., and that the share of Indians in 
iiiis tiade has been gradually increasing. This statement, how- 
ever lias been criticised on the grounds that it dix's not give 
I hr* actual figures for India hut only j><^rcentages for tlie individual 
:tntrcv. juid fiit it ignores tlmi jx>rtion of the imjxvrt trade which 
is liandied by the non-Indian who arranges for the documents to he 
mudt' out in the name of the final buyers who are Indians. Fur- 
itiei it is stated that if wo take into account the figures of foreig^j 
:rade handled witliout Ixink intervention and which is almost who% 
in the Iiands of non-Ih(lians. it will l>e found that the total parii- 
<‘i}xition of Indians is much lower than shown by the figures given 
in the statement. It 1ms not l>een possible for us to verify the 
figures given by the Indian Chamber of Commerce or by the 
Exc hange Banks’ Association, 

"^4^, In addition to these two general complaints, which are 
not strictly relevant to the problem of banking facilities, vnrious 
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Other diiticuhies uhicli ari.^> fixmi the iUTiiiij^^eineuts have 

been broiij:hT to the notue of the ( oinanltee In ladum 
The^^«‘ are uh‘nlir>!U‘d in the r>neeee<!in|^ imra^’ni}»hs» together 
with the t»f><ervntioiK inade by the reptw-entatives i f the evcfiange 
banks in h iril n: them. 

439. Oie‘ (lityh ultx that Ituiian uiervluints who Jinjvort Innn 
abroad tlu ^v) on lb A. terms iukI can do bu'^iia^sN only on 

fh }'\ roMUs h that m lader to eneonraj^e tlu' i*f 

Alata he-fo} f.a iitiJos have reietuly beett ofToied to 

moroli on^ vicj n'T «l in that trade. !nit in t!ie rase of other eolin 
iiuxhties '‘ti h f ieihnt^s :\vv not freely av nkddio Tlie represnitatives 
tlie » leink^^ h;{\e refetr<‘d \n thr* fust jdaee to the 

praetiro followod hv t!je i^xeluinot* h;»nk> of releasin;^ ilHpoitial 
tnwt retr ij>ts, w lueii in tlnvir ojaihon, moii* or lens, taken 
the r) r o (if the >v -te?o (jf ijrawino lalK mi Ir A. i( rms. SrMimdly, 
tlnn* fnu' pointed ont tfeit IP A. terms are mostly arranged between 
exporter abroad and tht* importer in fins (lauitiw. and t1ie 
rea'-on h^r tlse p»t‘senJ |*r;n'tiee of drawing iimmahlx on iP V 
triin< Is prohahlv that inp»*»rters are mostly |v4'Ople with hunted 
ne arts. It has heen i-ontendetl hy the t^Xi lmnge hanks tliat they 
have- no power to grant I). A. tertns without instnnlions from the 
exporfei abroad, 'riie lai k of sik Ii 1). A. leu in H<»ine 

ea-^r^ boon attnlnifral to the hank reb^renia s givim hy the exehange 
hunks, hut the representa t i\ es of tin* latter liave )(ointed out timt 
!>.ink reh*ri*nees arr* not tbi' sole ha-^is of guidanee to the exjwMh'r 
ahroad wia* also tries to got imo tiandi with tlu^ iirijiorter in India 
throng!] a travidlini: agent, and nnk^ss he i?« thoroughly salished* 
]u‘ iloes not allow [) \. terms. The repreMUlt a t i\a*s (lave repn- 

dialed ilje Miggestimi that (lie r'Xehatige l^ankn have laam diM ourag- 
ing 1). .\. faeilities witli a view to enianiragiiij,; loan huhiness t.n 
trwst ns eiprfs in order to earn a higher rate id int^^rewt. and tie % 
ieivr a]sr> drineil tla^ otla r stjgg<vstion tliat tlie present tiosiiion i* 
to tlu‘ fai t tliUt the eveluinge (aanks are all noinlndian and 
ilest if there were Iiaiian exileuigr* hanks, the import hills \vi»idd 
all he drawn I). A. instead of IP P, 

IjO. AnotJier grievanee }»roiJglit to onr notii'e Ipv Kiine of llie 
witneKB^^s is tliaf in order to get a confirmed letter of rreilit 
ofwnKd, even first class Indian iiii)>orting firms are rc'^iniied to 
ninke a df‘fx>sit of 10 to la rnn cent, of the 1.111101" of giMals witli 
the exeliange banks. w!»ile Knrojx^an in ('al< otta are tiol 

reipiireil to make sue)) deposits. The repreM^ntntivea of tfie ex* 
change hanks have pointed out that at least O/lOths of tlie irnpirt 
hiisineRs is done without credits at all and that the rpieation of 
deports in other cases realiv depends upon the standing and tlie 
]iosifion of the merchant and to some extent on the nature of 
tlie commoditA" imported. Thev hax'e adderl that it i« not a universml 
f ustc rn to call for deposits and that in the case of welI«usatabHalied 
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firms deposits stiould not be called for. They have stated that 
there is absolutely no discrimination between Europeans and 
Indians and the same rules and same standards are applied to both, 
classes of customers. 

411. There have also been complaints in regard to the bank re* 
ferences given by the exchange banks. It lias been i)ointed out by 
one Indian Chambt^r of Commerce that in the case of some Indian 
firms satisfactory refcnuices were not supplied by the excha^e 
banks to overseas merchants, though in the case of foreign 
merchants who^e resources were considerably lower than those of 
lome of the Indian firms, the hanks of foreign countries supplied 
very gtxxl bank leferences. The exchange banks' representatives 
have said that banks always give the best report they can, based 
li|K>n their knowledge of the resources of the clients. They have 
obsiTved that in the case of Eumpean clients the managers of banka 
have more intimate knowledge of their integrity and resources, 
but in the case of Indian clients through their shroffs and other 
rnernhers of the staff, they make an honest endeavour to get at a 
contHd idea of their financial stanciin;:. 

442. Another complaint made by some of the Indian witne«it>e*» 
is that the Indian merchants have no (>p(>ortnnity of knowing 
under wliat rules tlu' meml>ers of the Exchange Banks’ Asstxriatiou 
w'ork and the altenitions made therein from time to time. The 
action of the excliange hanks in diix*on tinning tfie system of jxirtial 
deliverie.s has IwM'n rnentioruMl and it lias been complained that the 
decision of the exchange hanks was arrived at without any previous 
notice of the change to the mercliants. The re|>re.s(mtatives of the 
excliange banks have assured us that the Ass^xuation had no idea 
of keeping their rules of Imsiness fx*cret and that, in fact, in 
ralcutta, in view of certain rex]uests that had been made for a 
copy of the rules of business, the rules wetx' actually published 
in Alterations iii these rules are not made frequently and 

though the Assexuation did not send the alterations to the customers 
diret't. they had he*ui made available to them through the exchange 
brokers. The reprt*s<'ntatives were quite willing to make arrange- 
ments for the supply of copies of the rules to merchants and uo 
liave since l)een informed that copies of the niles are now freely 
available to constituents on application. As regards the case of 
fMirtial deliveries, we have been told that the system was a purely 
tcmfK>rnrv phase rendered necessary during the period of slump in 
1921, and iluit as s<x>n us the stocks had been cleared, the system 
was automuticullv discontinued. We have suggested to the repre- 
sentatives thai l)efore making any alterations in the rules of pro- 
cedure, it miglit l>e useful to Indian as well as European merehani> 
if the Association consulted the Chambers of Commerce and otiiter 
It presen tatives of merchants. We have been informed that if the 
changes are such that ChsHihers of Commerce and merchanti^ 
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would be seriously interested in them, tlie Aseovnation would be 
liappy to consuh them liefore mneuding ilie rules. We cun con- 
ceive of cluiiiges in tlie rules which the ABsociation may i^msider 
unimjiortant, hut which may not l>e regnrded in the hame light by 
the merchants and we would therefore impress on the Association 
the advisability of consulting ctimmercial bodies in all cases. 

44*h At prestMit tlie exchange banks charge a j)enally for tlie 
1are ctinipletion of exchange contracts. It has Imni rejireHcnied to 
us that this jionaliy is rather high and is t ajiable of reduction. The 
representatives have explainetl that a hank lias alwaVB to act Up to 
its contract and that this penalty is intended only to make the 
merchant also act up to his part of the contract. Under the 
j>rt‘S4mt system, the merchant has a wltole month bidore liiin to 
decide whether he can fulfil the contract or not. and the present 
|>tuiii)ty. if It should l>e a deterrent, cannot l>6 much reduced, 
'J’hev iiavc. however, agnx'd that there is no reason for a diffen^nce 
in the fjenalty rates charged in Cak’utta and Ikimbay, which ara 
1 t.Wd. |>er week (equal roughly to 9 j>er cent interest \wt annum) 
and 1 f>er cent over Bank rate reK(>ectively. They liave also ad- 
mitted that it is a matter for consideration whether the rates can- 
not l>e levelled down. We understand that the {a*nalty in Calcutta 
lias since bi^en c hanged to the same basis as in Bombay. 

444 When a foreign exporter dntws a draft on an Indian im- 
{Kirter and the draft is held by an exchange bank in India for <‘oHec- 
tion, tlie Indian iin{>orter has to fwiy the bank in rufiees at the 
hank’s srdling rate for demand drafts and he is not allowed to pay it 
either by the demand drafts of another exchange bank, which 
may l>e had at more favourable rates except on payment of a c*om- 
mission of J per cent or by his own cheque on his liondon agent. 
So far ac Calcutta was concerned, an importer could pay for the 
draft by the T. T. of another exchange bank (being a member of the 
Kx<‘hange Banks* Association) without any charge and the repre- 
s^uitatives of the exchange banks have agreed that an exchange 
hank is not justified in refusing the importer’K own chequi' on his 
agent in Tjondon where funds are known to he available. They 
have ex{>ressed the view that if the question is pul before thn 
Exchange Banks* Aaaociation, it would be considered. As regards 
tlie metliod of pa\nment by demand drafts of other banks, we under- 
stand that it is not the practice of exchange banks to accept them, 
a«^ by this method of fmyment the bank which gets the* bill for coh 
lection would not receive anything for all the trouble in the busine^a 
undertaken by it. We do not sec any reason wdiy the practice in 
Calcutta regarding payment by T. T. should not l^e followerl at 
other centrea or why an importer with available funds in Tjondon 
^ould be forced nnnecesaarily to incur the double expense of 
transferring them to India and back. Although we understand that 
of this sort are of rare occurrence, we trust the AsfKxriation 
will take steps to remove this grievance al an early dale. 
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4ir>. AiiOther eornplaint j>roniinent!y put forward by the rcpre- 
f^iitativeH of the liuJian Men liants ( haniber, Bombay, relates to 
the attitude of the exehan^^e l>auks in regard to Indian in^uniiice 
coinimniea. It Imn U*en trialed tliat these banks are literally forcing 
Indian exjiorters to in8ure their grxxls witli foreign insurance corn- 
panies, A concn^te <ast* was quoted wliere one of the leading finns 
in Bonibav wbidi uml to insure its exports with an Indian insur- 
ance com|)any was told hy one exchange hank that a hinit of 
lis. 4 lakhs would he placed as a maximoni amount which could 
Ik? insured with that cornpanv. It was added that tliere w'ere 
iwneral such instances where Indian fimis were not permittetl to 
msure their goods witli Indian conifmnies. As a result of this 
attitude on the part of the exchange Ijiinks, it is alleg^ed that every 
year India is making payments abroad in the form of insurance* 
pnnnia to the extent of nearly Bs. 2 to Rs. 3 crores, which should 
properly go into the pockets of Indian insurance companies 

A similar prejudice against Indian insuraiu e (t)ni|mn:es foftnerly 
existed on the jmrt of the luifK'nal Bank of India, l>ut tliev now 
ac<*ept without limit (>olieies of certain Induin insurance comjianies 
which have agreed to allow the hank to luive ae:*ess to their hooks 
at any time in order (o satisfy the hank that tlu‘ com|»aiiy i^ re- 
insuring {mrt of its risks, and to supfdy all other information re- 
quired. 

The reprefKUitatives of tlie Exchange Banks’ Assf^antion have 
explained that the question of insurance has always been a v»‘ry 
ditficult one with the banks, that there no prejudice 

whatever against Indian insurance companies as such and that it 
is really a question of the standing of the insurance companies. 
A« an illustration of their sympathetic attitude, they quotcnl one 
instance wdn^re in the terms of an old letter of credit i< had Uhmi 
stated tlmt instirunce with n particular non-Indian company sliould 
be made, and where the exchange hank wliicli wa< dealing w ith this 
letter of credit had the tenns modified so that the insurance could 
l>e made with an Indian company alxuit whose standing the hank 
was quite satisfied. 

It was suggested to the repn^sentatives that the Exchange 
B:\nks* Association should lay down standards to which the insur- 
ance (Ximpanies should conform for obtaining the confidence of the 
exchange banks and that tlie Excliange Banks’ Association should 
thereafter pulilish a list of Indian and non-Indian insurance com- 
luinies which lonformed to tliose standardsand whose policies should 
Ik a<x‘epted hv all the exchange hanks without limit. The repre- 
sentatives w‘ere not in a position to my whether tins could l>e done, 
iK^eause the question was in their opinion really one for each banlr 
to decide for itself, but they said that if tlie suggestion was put 
l>efore tlie exchange banks, it would receive ever\ considemiion. 
We have been informed, since this question was first raised, that 
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with the approval of the Loadou Exchange Banks' Asaaciation 
every sup[>c>rt is now l>eiiig given to Indian insurance wmimine# 
In view of the rapid ga>\vih of Indian aisurance a>ni(>anies during 
the {Hist ten years, and the that no bank has ever iiiciured u 
loss on an Indian Insuraiu'e policy, we trust that the estublishmenl 
of more cordial relations l>etvveen the exchange hanks and Indian 
iiisurantx^ com{yuiics may be s|HMHlily effected. With this end in 
view we suggest that some understanding might be arrive<i at by 
the exeliange banks in iX)n8uliation with representalivea of tlie 
Indian Insurance Com{)anies similar to that between the Imperial 
Biuik of India and these institutions. 

44h. At j>resent when a draft on an Indian importer txvmes 
through an exchange bank, be merely gets an inforiual note advis- 
ing turn that the draft has come and be has himself to go to the 
bunk and exanune the docuinenis. The custom in England and 
other western eouiitnes is to send such documents to the drawee 
at his office for a(X'e[Uan(x'. have been told by the repreaenta- 
thes of the exchange banks that it is impracticable to send otit 
drafts for acceptance as in England owing to the difference in 
ruling coiulitiiinH. In England, {sn^ple are ijuite alive to such 
things and every finn has got a res}s>n«il)le clerk who attends to 
them readily. In India when bills are sent round with dixMunente 
attached for acceptaiux', it is often found that the party is available 
only after five or six visits. 7'his mat he true in regard to {K*tty 
Indian merchants an<l dealers W'e doubt, bowener, whether it 
applu s to big Indian merrbiinis, for example, theme in Clive Street. 
Calcutta, or in the Fort, Bombay The repreHcmtafives liave 
agreed tliat tliere would be no objection to scuid out (be bills to suck 
f^ople at their re«|>eetive business places. As regards the allega- 
tion that S4)me Europ^xin firms had this facility while no Indian 
firm had it, it has been explained to tis that tliis might he due to 
the Kuro[)ean firms Imving asked for the privilege and the others 
not Imving asked for it. The Exchange Banks’ representatives 
linvc assured the Committee that here too there is no question of 
discrimination. We are sure that the Assrxuation fully realizes tfie 
fact that anything which disturbs the smooth working of tfie link- 
ing mechaniam injures both the meehanism and those who deal with 
it and we sincerely tnist that no effort will 1 h» wanting on their part 
to remove all causes of misunderstanding and disHatisfaciion in 
the minds of the Indian mercantile community, 

SrOOESnOXS made m WfTXB.SSE8 for the IlRGUtATIOX OF THE 
OPERATIONS OP ExCHANOK BaNKS. 

(i) Licensing of Foreign Banks, 

447: It Ims l)eefi suggested that foreign banks operating iii 
India, that is those which are not registered under the Indian 



S28 


CHAPTRB ZTII 


be required to take out licencefi for carrying on tbeir buai* 
in India. At present they are not subject to any legal restric- 
tions in India. They are exempt from all the statutory obligations 
to which Indian joint-stock banks are mibject. They do not even 
l ubhsh their balance-sheets giving the infonnation about tlieir 
IiKlian busiMess Hef>aratcly from their other business. They draw 
a large part ()f their working capital from Indian defjosits ; never- 
theless the dcqsisitors are not protected by any regulations govern- 
ing the ofs nitions of sucli banks in India. Some control over the 
foMvign hanks is also recommended on broad national grounds. For 
rxamfde, it is argued that it may be necc^ssary to restrict the 
[MTations of any bank which worked against Indian interest.^ 
by, Ka\% refusing to accept jxjlicies of Indian insuninoe companies, 
r veil tijmigh they were sonmi ; delil>erately placing difficulties in 
ilie wav of Indian traders, which were not justified ; and hv impos- 
ing unjustifiable handicaps against their Indian customers. One 
liritiwh Chamber of Commerce has suggested that India is now 
over-hanked, so far as facilities for financing of foreign trade at 
the forts are fwicerned, and tliat fiower sliould l>e given to some 
ituthority in India to stop the opening of further exchange hanks. 

44^. Various authorities have l>een named for issuing, renewing, 
or cancelling licences, namely : — 

n) The F'inance Department of the (tovernment of India, 

(21 The Standing Finance Committee, 

(3) The Reserve Bank Board, and 
(4^ The Bankers’ Association in India. 

44 > The repiesentatives of the Excliange Banks’ Associaiion 
feel that the Briiish banks which have had a long history of service 
to India should not bi^ {)t»nalixe<l in the same way as other foreign 
banks, but they have no objection on principle to a system of licence 
if it is required from every bank in the country , whether Indi^ 
or foreign. They have, hmgvever, added that licences should he free- 
ly granted to ail the existing banks and should also l>e similarly 
rcnewetl proviiled they c'Oinplied wuth any provisions of the 
Indian law relating to such banks. They contemplate 
that one of the conditions of the licence would be the submission 
of tx'riodical statements relating to the Indian affairs of these 
lumks, and that they might be required under any future Reserve 
Bank Act to place certain perc^entages of their time and demand 
liahililtes to the public in India as interest-free balances with Ihe 
Re5ene Bank. If as a result of our recommendations, it is pro- 
{x>sed to have an independent audit of all banks operating in India, 
the representatives of the exchange banks have fstated that these 
banks would have no objection to such audit. Similarly, they 
have agreed to abide by wtatever might be prescribed for Imnka as 
ll wke^ in 
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4^. Otter ooiiditioDB m the licence suggested by witnessai 

(а) No foreign bank having a capital and reserve of less 

than £1 nullian sliould he given a licence. 

(б) Foreign tmnkti slionid not borrow in India more than 25 

f>er cent of their |»id-u{> capital and reserve* and in 
no case should the liorrouing by a foreign bank 
exceed its total advances in India. 

(c) Foreign banks sliould accept jxilicies of approved Indian 

iTiMirante toinj monies. 

In tls*' c\\>nt of hquidation or failure, the assets ot the 
Indian otlice'* of the foreign bank should be ear- 
marked f<*r ilie satisftiction of Indian creditors, and 
this prior cfiarge of the aHs<ds of the Indian hninches 
should not \yc deemed to prejudice the claim of Indian 
(Tcdilors on the general asw^s of the hank in < ane 
Itulian assets were insuflScienl to meet l4ie claims in 
full. 

(c) Foreign banks should give an undertaking to train and 
employ a definite jarcentage of Indians in their 
higher grades. 

45 L From a study of the literature relating to the treatment 
of non-national hanks in other iountriCH as far oa available^ we find 
that provision exists m the la%NH of various countries for regulating 
foreign hanks by means of liceiu cs grunted by acme prescribed 
authority in the (‘ountn. To <|Uotc only one instance, foreign 
banks in Japan established in accordance with foreign laws have 
to apply to the Finance Minister for fiermission to carry on banking 
i>usn efs within Japan end the Minister is autliorixed to imjioso 
s[)ecific restrictions on the issue of licences. This latter provision 
has the puqiose of giving to the applying foreign institution treat- 
ment efjual to that which a Japanese institution enjoys in the 
country^ of the foreign hunk. The introduction of a similar system 
is, in our opinion, necessary in India partly in the infere«t *4 of 
depositors* partly for ensuring the grant of reciprocal treatment in 
foreign countries to Indian banks and partly for giving the Kesena 
Bank some control over the banks operating in the country. Wa 
cajpiot think of a Iietter anthority than the Reserve Bank for iinder- 
talcing this task of scnitinizing applicntioiH from non-Indian banks 
to da hanking business in India, and for granting licences in 
approved case?^. We, therefore, recommend that all non-Indian 
^nks wiahtng to do hanking business in India should be required 
Ho tak^ out a licence from the Reserve Bank when it is establisbe^I. 
We further recommend that in fairness to the banks already estab- 
lished fh this country. Jicem'es should be freely granted to them. 
Every licence should be in force for a stated periorl and should be 
automatically renewed if the licencing authority is miiisfied that the 
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proviaiouB of Indiau law applicable lo the bank Mher condi- 
tiouB Hpecified in the licence, are complied with. Those 
should be the following: — 

(i) In addition to j>eritKlic btatements provided for in tb|f^&^ 0 ^n>e 
Bank Bill of 1928, the non-Iudian banka should furni»|| Hie ^ 
Beserve Bank annual staternentH showing their assets an< I li^Oiih- , 
ties relating to their Indian business as prescribed by the Besarw 
Bank from time to time. 

(it) For a few years to come, at any rate, the bankir should ^ 
sufinut to some prescTihed authority in India, preferably the 
lieserve Bank, periodic reports of Indian and non-Indian business 
handled by them. 

-r’ 

(Hi) Other conditions might be imprised on the basis of rerlpro- 
rUy. For example, even the Bank of England has laid down that 
no hnanciai accommodation w^ould be granted by that lUnk on the 
security of bills unless the hills l.H)re two English names of whicli 
one should be tlie acceptor. There are various restrictions imposed 
by tlie laws of foreign C4>untries on non-national hanks w'orking 
there.* The power to imjKw similar conditioiK in the licenccg that 
would he granted by the Reserve Bank would enalde the Govern- 
ment of India to accord reci()rocal treatment to non-Indian banks. 

We do not approve of any otlier conditions in the licences r.4 4 
suggested l\v witnesr.es ami referred to in jMinigraph 450. The 
suggestions contained in condition.^ (M to of that paragrafdi 
require sjxMdal treatment and Imve been dealt w ith by us separately. 
As regards condition we fvrefer not to fetter tiie discTetion of 
the Keser\’e Bank by any hard and fast nih* regarding the capita! 
and the resen^e which a non-Tndian hank sliould have before it 
commences operation in India. 

(n) liesfrictions on Receipt of Deposits, 

4V2. :\s regards restrictions on (he jMn\er to receive de[>osits in 
India, various suggestions have been made. No case of a non- 
Indian bank going into liquidation with resultant loss to the Indian 
defvxsitors has been hnnight to our notue. but the necessity 
far some protection against a future tx>ntingency ha^ been «a- 
phasized. Some have suggested that foreign banks shouy bring 
50 [xn cent of their working capital from abnmd, Oiherii tlliiik 
that such restrictions are bm dmstic, and that foreign iMin'ka #hotild 
Ih' allowed to receive de|K>sits to tlie e.\tent of the trade in Tniian 
ImndsS which they finance. Otfiers again do not want to firev««t 
the foreign hanks rtwiving deposit^j. but at the same tiuie h***® 
Tec«>fnmende<l that as these banks are able to secure deposits in 
India at cheaper rates than Indian banks, they should he 
to pay a special tax of | per cent on all fixed deposits receiver! in 

• Appaxitlx TT of tW Vohmm of WVStt^^o Kvi<l»i>ce. 
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li has also been sug^ei^ited l»y tK)me wiluesf^^H that loreigu 

|^n(jC| shoniil he allowed lo rtwive Indian de{x>»its only if they suh* 
ject#jh themselves to the control arising out of regiHiration under 
jtlwf^lndnui law with ru|x*e ctijutal nnd Indian dux^ctorales. O 0 
: mother h and, there were some wanesws who \\er»' agaumt jdacing 
I restnctunis. an tiiey were of opinion llmt individual liberty 
^should he (‘oncetied to dejH>sitor>i to place tlieir money in any batik, 
foangn or indigenous. 

It was stated 1>\ Mr Ih \\\ Iteatinumt l*ea>a\ (Imirumii ♦ 
of Lluxtls Bank, m liis s|j4^^eh at u rectuu annual general imnding 
that '’the total of defsmits re<vived in India (by that l>ank> largely 
exceeds the ainouni of the hank's advamvs and no jMirtmn of the 
de|«»sits at home is us<hI for tlie pur|K)8c of making loans 
in India *. This statement has led to an emjinrv in Indian ciixdes 
whether tlie hanking resources of India are l>eing administered 
to rtie l>est advantage of her own nationals and for the furtheninee 
of Indian trrule, coinineree ami industry. (>m^ prominent Indian 
%«nker in his evidenee Indore ns said timt the exchange hanks do 
vn<»t at pre.sent employ in India all the monev they re<'eive on 
deposit in India, and a [wtion of this Hur{>lns money taken from 
tlie puhlie in India is invested in business outsi<le India. He 
theref(»re suggest<Hl that restrictions aliould lie placed on the receifit 
of deposits hv tlx* exchange hanka in India in order to prevent 
sucfi e\fs»rt of funds from India. On the otfier hand, it hfii 
Iwtu pointtnl out that there are in the xear in India when 

the ex< li.ince hanks are Is^m^wing inomyv from other countries, 
in or<l(*r to finance the foreign trade (»f India, and (liaf during 
the s!a( k s^^ason tliis money that ia brought out from abroad is 
remitted hark. 

4^1. The Managing (Jovorix*!* of llx» Imfs*nal Bunk of India 
was definitely asked the que^^tion whetlier }it» would favour the em* 
ploy merit of Indian de[H)«its with exrliange hanks in irnestment!*, 
Kiy . in tlie Federatixl Slalay Stateh (»r in Japan. He replied (luAt 
he was strongly again-^l any interfereiiee with the free flow in 
hanketH' funds Ik*! ween differioit (ountries. He thought interferivliee 
with economu‘ forces must iu tliis, as in other in«tanr4‘s, react in 
wavii which largelv defeat the purjirhsi* aimed at and nnm* hard^^htp 
s tu^Jdrd parties. In his view , the interests of de}»<>silors as well a« 
thq^ of borrowers must hie considered. If hanks <ould not find 
ofimeient inveslrnents of a suitable chanK ter in India ff*r the poten- 
deposit money, they must reduce dejiosit rates or invest money 
elseid^iere. In his opinion India had proh>ahly iMmcfited 
rdfire, than most countries by the use of foreign eapilu! and, if 
ffWilom in the movement of capital was interfered with, hyreigfn 
capital would not be m readily ax*ailahle, 

I'll. It baa f»een migtjealed bv aot|ie of our Indian witnesm^s that 
1tbe exchange banka with cheaper money received from Indiana 
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ffieius^lvea offer unfair competition to Indian joint-stodl baUks. At 
preijent the Indian joint-gtock banks have to pay bigl)€X" rates trf 
interest than the exchange banks for deposits taken from the pbblic.| 
and the complaint is that the exchange banks through the facilities 
of chea|>er money available to tbem quote lower competitive lend^^ 
rates to the detriment of the Indian joint-stock banks. It is dP 
served that tne lowering of the lending rate by exchange batik*: 
tbongh It is irnincdiiitely beneficial to the public at large and to 
the trade of the country, is at the cost of tlie indigenous banks, 
and that as the interests of tlie general public in tlie long run coin- 
cide vvitli the interests of the Indian joint-stock banks, the ex- 
change hanks should be denietl all avenues of cheap money in India. 
The pc*int in this suggestion relates more to the (*oin[>etition of ex- 
change banks in the field of financing internal trade than foreigBT 
trade. As regards intenial trade, the exchange banks contend that 
there is not much eom(>etition between tliem and Indian joint-sfix k 
banks. It is true that a few' of them have hranclies at some of the 
^arger inland centres, but it is stated tliat these branches concen- 
trate chiefly on imjort bills though advaiK'es are also grante4, 
against gtXHls intended for exfKirt. They do not oix^rate in thC;, 
districts or smaller centres, nor do they coinf)ete in storage business 
in res|>(x*t of agricultural prtKluce in the mofiissil. The number 
of such up-<'Ountry branches of exchange lianks is also not large 
as shown by the statement below : — 

Sfntement shotrinq the location of branrheit of exchange hanks 
and the HaUs of their opening. 


Onwn{K»r« 

. ('lArtered • 

• opened I02r*. 


National 

* »» 

\mK 

Delhi , 

• Chartered • 

• * > 

1*12. 


National • • 

• * » 

IS95. 


MertXintilo *, 

• • • 

1*12, 


Lkn^lii • 


I*I2.* 

Acoriteer 

( bartered . • 

* * » 

1910. 


National 

• 

imK 


Llnyd» 

* f • 

1930. 

LiUtcre 

National 

a t» 

1900. 


trloyd# . • 

• *f 

192S. 

eiimJA • , 

. Mercantile . • 

♦ *a 

1923. 


nioydf . • 


1910X 

Ha«^n)ptndi * 

. Lloyda 

• ♦» 

190*. 

Feshawnr 

. t?bartered • • 

• ♦♦ 

192*. (Cioaftd 1930.) 

Hrinmgmf 

, Lloyds « 


191*t 

Ifurree • 

. Ltoyda , 

* 

1907.* 

Oiilmarg 

. Lloyda • 

• ** 

1909. ^ 

New Delhi . 

Llovt’i 

* ». 

i9n. 


loO, Altliough (he nuird>er of ufM'ountry* branches of exchange 
hanks is not large, it has been brought to our notice that in roient 
years there lias I>een a movement among tlw* exchange bank* to 
get a footing in the interior of India through the aci|msiiion#^^ 
Glares in othei* banks. For example, the P. A O. Banking Cor- 
poration, soon after it* flotation in 1^00, purchased the Allahabad 

* RIn*. Kina wlUi Llojtli Bink* Fabmaty 1*23. 
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Bank, whicli is an ladkn joiot-stock bank with about forty braoob^^a 
and sab-agencies in the interior of India. Lord Inchon 
conuueuting upon this acquisition said that "Our purchase of the 
Allahabad Bank gives us a footing in the interior of India which 
it would have taken years to work up". The controlling interest 
Ml the P. O. ILiiking Corjioration itself was acquirwl in 19*27 
bi the Charteml liank of ludia. iVuatralia aud Clumt* which pur- 
chaeed out of 259,416 aharea. Ilt'gardiag thii< development. 

Mr. Burster in lus* l>ook '“Tlie Imperial IJaiika'* «ay« : — ‘Mt ineaini 
that one of the exchange bankn is direi*tly intereated in 

developing hanking facilitiei* in tlie interior of India, which, to aH 
^ ajcchange banks is, in tlie iiuiiiK unknown territor>\ AUhougb 
English hanks can never ho|v to K^rve the whole of Indm* a 
develo|>ment of this kind cannot fail to Inive l>enefieial of 

vital inifxirtaiKv in Indian economic development, if the other 
bank‘d follow Hiiit*’. 

It ban l)c*en suggested to us that the rhar(ere<i Bank sliould l>e 
made to divest itself of its interest in the Allahalmd Bank through 
the l\ Si (>. Banking t’orjMiration by the latter sidling its shares in 
ihe Allahabad Bank t<» tlie pnhlie, or by some oilier means, and 
that if the ( ’bartered Itank is not willing to do so by ix^rwuasion, 
:t sliouid be <‘oni|Kdled by legislation. We deal in Chapter XXV 
will] the general que.Htion of regulating tlie ae^uisilion of such 
controlling interestH; but hetv we nt^d only rornind the advcw^ates 
of tlie |)rojM)H;»l tliat we are not writing on a clean slab*, and we 
cannot conceive of any ineasmv calculated U> carry out the pro- 
{)osiil whidi will not in esHeme Ix' an act of ex[>ropria(ion. More- 
over, we have grave doubts wlietlier any hucIi measure can lx* 
recommendeil in the interest of development of hanking fnidlities in 
India. 

457. A eoniplaint has lx*en made in thin <onneetion that tlie 
exchange hanks at these inland centres encotmige forfugn traders 
to coriqiete with Indian merchants in regard to tlie movement 
of 4lie prixluce to the |M)rts or of the iuifKirted gcKKls from the 
jK^rts to the interior. The Enropeaii ex[Hjrters und iinfwirfcri 
already have a large share of India’s foreign tnule and it has Ix^en 
presa*d on us that the grant of this op|K)rlunity to tliem of further 
ii^reasing their inland buainesa must strongly Ik* ileprecated. 
As stated already, the reprmmtativeH of the Exchange Banks* 
A|iiiO<dalion have observed that this eompliiint is not justified and 
that Indians are securing an increasing share in the direct irrifiort 
and export business. We understand that many of the inland 
branches of the exchange Iwinks were definitely opened at the 
request of the Indian traders, who wanted to have a direct connec- 
lion from the interior with the foreign im(>orter and exfiorter. 

458. The proposal to place restrictions on the receipt of defiosita 
by the exchange banks has alsfi been recommended from another 
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poitU of view. ' A lifge {xirtiun of tlie fureijin trade of India is in 
ffte li iiids of non-IndLuis, and it ii, -iron^dv fe!t that 3t n? nor in 
rhc inurmtk of Irulhi that the stvin;^'- c»f IndiaiH hhoiiid be utilised 
to fadp nun-liidians to make a prf^tn. It hat;, therehae, Ix*^n 
-uii^CBfed that extdian^a* banks ‘honld be allowed to lectdve 
tl(‘j>ositH in India onlv to tfs^ eMml of tin* r»*«|Mirements ff^r 
finaneino the foreign tratle uhieh is in the haruU of ln*h ans. 

•151h It of (aeitr'*, a be l tiou exvba hank-, do not loinpeie 
wafj llie Iiuhan joj/it-sto(.k banks in llm matter (»f atiraeling 
deposits liN olbaing laOter terms. Jhit it lias bt*en eemf* aided that 
the Indian hanks, fieing lale^eonierh m tlie field. haM* found them- 
hehes an used against a muidier of foreign institution-, \\iiu h had 
ahead) galht‘red enoniUiU.s ndluenre and t ie<it<‘d \alnai>le go* 
and wlmh by virtue tif these ad\antagt‘s and the gi eater le-erves 
ami resom<H\s at ijUMi-d hv them in tlie pioies^. <»[ veais. irrt^* i-la!>ly 
draw husiness to a mm h guaiter extmit than tie* foinuT. It lias 
tiuther lH*<*n arguoil that a> the evehange baid^s ,o'e unvv in a 
monopoiislie iwisilion in reganl to the sn[«j>lv of finam ial ta< il'tjes 
for ffireign trade. }H*o|de who aie eiigagtal in that hu inev^ have* 
to o|«*n meounts with thmu, m oid»*j m -how their siahditv ami 
(o get g(,Kxl fueiiitie*; from iho-e hnnlv*'. Some portion (*f the 
thus reeeiveii I'V the* exehange l>ank8 <on*-i-ts of emrent de|H>-itH 
whieh e<»im* te) fhean on aee'ount of fla- im .n< ijioljst u- laitme of 
thedi hiisim'ss, arnl the lestnetioiK proposed «*n tlieir t> 

leeedve dt*|K)sits are inte*nded to <’ounte*raet tins unfair advantage 
(.>ru* of the \vitnt*sses who lehaTtal to tins maintmiaiee of < niTmit 
aeeounls hv pe’oph' engaged in feireign tiade lor the - ake of e-tal>- 
lishing their eaealit with tin*se hank- him-elf admitted tint 
fum. wlmh hael ht*en elealmg with the e\» h uige hank- for year'-, 
was not re<juired to dep>-it a singlt* \>ir with tlunn for t!>i- pur- 
pose*. Ah Hug‘:esteal hy tin.* exehange bank-’ le pu -emtativ t's, tite 
real jvosition [Huhaps m t(iai new i n-tomer- of t*\tdi.inge‘ Ijanks 
who wish to o|HMi erf*<iitH in eemm^etion with foreign trade are 
nafurailv r«upiir<sl to make eertnin ele|>o-H'‘ with tlunu and sueli 
initial de^fHVsns an* (vnly lem|M)rar\ until the banks ge*t some 
ji'dge* of the working of tlient^ eusfomers ami come to have gn’eater 
I'onfidem'e in them based on this knoxvUxlge. 

4r>(h Oti the genent! fpiestson of | da tug n‘-trietKmH on the 
receipt of deposits hy the exrliange hanks, tlie views of tjie 
Miumging Governor of the Imtvrial Ihink of India are a« 
'*^4t>Uows : — 

“The result of placing restrictions would be that fhe 
extdmnge Ixanks would have to tninsfer funds bor- 
rowed in other countries and ^or Ixvrrow from thb 
Tm{>erial Bank of India to replace the Indian deposits 
whitdi they now^ have to the extent required for tbeir 
exchange business. Exchange operaliona would be 
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ixju^iilerably , aiul iIm? higber^i^t v»f 
iiinds wuulil j»o^sil)ly iiecessiiate 

InaMouch foreign funiW wei^ 

i‘iiasgl!t ill, ihe iniert‘;-t on them would leave the 
ruujUiy. Fheir finunee uf uUtrnal trade vvtudd be 
allo\\td to ihH'iease as they vvouht not bring in 
linuU vU' bunviw to any great extent for thin 
{ tH j i-f* I'he siiS'off^, nu’ii hunts, ele.. who are now 
tiiao)* X «1 by the e\t [jai.ge banks would bave to go 
bM the loajur jHirtion of th<‘ir tinaiux'* and 
the de|'i*-iis tfjnni*!i\ taken by tht* exehange banks 
Winja! Im' to other banks, (being to 

Tfavo \>‘i v h:;:h tinaiH lal standing and tlitur very 
‘'fione b sLoa e '^beot iho iwlumge batiks are able 
to b »rro\\ tlu sr fmais in India at low ratrs of nitert*st 
oai rona "(M aalinglv |o\v rates are t barged to tlifi 
Hid tla* lueri baot 'I be Ijubun de|M)sitotH 
tlo'U fond with the j.M'hange lianks and 
a(S4 |>t t!io rolativoK low jat»*s offere^i as they are 
ai'^tird t! !:0 tl;»ar ar(‘ <jnite safr. aiul lht*y 

Would bo unwilling to plaro tla>in with luirdvs on 
wlur}! tl.ov do not jd.aot* so nuudi ndiaiua* <*xeept ut 
logher rales and not at all to it large extent. lV<v 
babl\ t|ie «>n!v non-e\oliang«* bank wliieh (oniil 
atti 't the leilk <d their deposits js the Imperial 
li ink of I n ba and tlie prohibition would givo that 
!<ank a ‘-<-n!i-mono|volv . Inasinnoh an funds wert^ 
dojMj-itoil With o»i!»m I tanks at bigluu* ratt's, the cost 
of hnanoo t*> djo fit* and inor< fmnts wtadd 
iiaaea't* r- »rre-|*on<iingl v and trade* Wf>uld suffer/' 

4 GL Aovainling i<.» the ^aiuo anthtauv. the result <d pho ing res- 
trn tions on tho exi liaugf banks )oooi\ing depomts in India wotdd 
}>e tliat exohangi' lianks uoald havo to reah/o tlaar e(»nsiden*I»le 
mvestiiient.s in India (dovornment s»'(auitieH for the ptirfMaH** of 
refill^ lOg their Indian de'fMasiis, thi'relyv depressing tlie pnees of 
the latter to llie furllit*!' cietriment of the large* lioldings of the 
Indian joiiit-*‘t<x‘k lianks ni thes«' *^001111! les. 

40‘J. lairllier, ulthongii exchange lianks have large dejxiHilH, the 
aniount uf free or cheap defxisits is limited. Iduring the huKy 
reason they have to compete for available deposits, and they am 
frequeiiitly aide to offer rates which induce Indian banka to lend 
to tirem. This f>earf% out the fact ineiitioned l>y one Indian hanker 
that th« dejK>sits of the Indian hanks are not affecitKl lyv thos»e 
of the exchange Iranks. The corupulj^ory diversion of defK>Mit», 
even |>artially, may therefore remilt in thoae aame <lep(>«ita eoniing 
back to tfie exclninge biinkn through the Indian banka at an in- 
creased iwt for use in foreign exchange o|>enttion», and Uie a4di- 
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tional wpiUd be paa^ on to ibe Indian trader and uiUm&tely 
to the Indian prddncer, so long aa luargina are kept at the narrowJ 
eat limit by competition as at prenent. It has also to be remember- 
ed in this connection tliat dejiosith are a form of borrowing in 
India and that the Indian (iovernment itself is continuously 
borrowing in the lyjiidon Money Market large amounts for capital 
and general purposes. 

463. We do not think that it is a coirect interpretation of the 
sf)ee<’h of Mr. Beaumont -Pea sc that tiie Indian branches of 
exchange hanks are not drawing on their Head Offices outside India 
but have more tlian enough funds from India itself. We are 
fairly sure that it is not true that the exchange banks on balanc^ 
take money out of India for use el^^ewhere or that deposits received 
from Indians are utilised for financing non-Indians engaged in the 
foreign trade. We give below certain figures which we obtained 
from the exchange hank.s : — ^ 

iStatemtrU ahoudjig dep(mU, admnrfA and int at 3lH December 

1929 of the exchange f>ankei in India, 

All figiireHi an? in vrotne of rup«#«. 
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H wiU he men from the above atalemeui lhat of the total db{^ts 
of 06 crorea, 27 were from rKm-lndimn and 39 ftotu Indiana, ^ 
These deposits wem in part utilised in advances whieh amounted 
to 15 arms to non-Indians and 81 cnsnea to Indians. The balance 
•of 20 crores, together with loans and over-drafts from outside 
India amounting to 22 crores were invested mainly in bills in 
transit ainoimting to 10 crores and in (government and other 
Indian secuntie^«» including treasury bills amounting to 26 cn>res. 


"464. We doubt whether the prc\en(ion of tlie exchange 
banks from re<viving dejxiaits from the Indian public would actually 
lead to the grt>wth of indigenous joint-stock banking on sound 
lines. If the indigenous banks require to be protected against 
tnfeir rivaU, it is because at prtwnt they hu*k exf>erience 

and reietrv’es. Ikith tht*se take time to acquire and the pace can- 
not eni^ily or stifely he forcetl. Nor is it at all cwtain that by 
blocking the channels which the public at present prefer, we shall 
be able to force the dep^isits in tlie desired direction. The public 
are now fKTfectly free to use* their owm initiative and discretitm 
in choosing rejKisitories for their otvn money. We are sure that 
in course of time they can be persnadetl, for practical as well as 
sentimental reasons, to make their deposits with the Indian banks. 
This will surely when the Indian hanks have gained ex|>ericnre 

and strengthened their resources, and it seems to tis to l>c 
putting the cart before the hors<^ to attempt to stmngthen the 
^ Imliiin hanks by deflecting the dejxvsits of the public. Tncidentallv. 
^bne way of w inning greater confidence with fheir own i>eople w’ould 
be for tlie Indian joint-stock banks to accumulate adequate reserves 
w^j^^jipuld make them immune from the effects of a decline 
in tnt^^yice of Government securities. 


465. We are aware that the proposal to place restrictions on 
the receipt of defwsits by exchange banks in India is sriught 
to be jostifie<l by the position which obtains in the State of 
York, where foreign banks cannot establish bramhes or 
^ke deposits, but can only open agencies and do restricted 
buaineas. We may point out that this limitation is im* 
posed by a New York State law and not by a Fe<!er»! law. Wo 
have been unable to ascertain the reasons that led to the enact- 
ment of the State law which we understand has been in force for 
•over a century. We also understand that there has beeh a pro- 
p^ml before the State legislature in rec4?nt years for the removal 
of the resiriction, hut that no progresi has been mSde so far with 
the proponed legislation. We are not aware of any other country 
or State in the world where the receipt of deposits by foreign banks 
ja kgally prohibited. 
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466. We give below a comparative table sbowiog the depoi^e 
received by the exchange banks and those received by the Imperial 
Bank ol India and the other Indian joint-stock banka ; — 


I OepoiiU in Lakha of RupMs. ****^*^^*iU. ***** 
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It will l>e seen from tlie above statement that there has prSe^Hy 
been no change in the resjK'ctive j>n>jK>rtious of bunking de[>osits of 
the Jui[H’rial Bank of luilia, the luiliun joint-stixk hanks and the 
exchange banks diinng the last ten years and that as compared 
with the pre-war year 1913, the share of tlie exchange banks hao- 
not shown any increase. If the Irndeucv continues unchanged 
in future, any limitation on the receipt of deposits by exchange 
banks seems unnecessary. If, however, it appears at some subse- 
quent date that Indian banking deposits are going into the hands* 
of these banks to a greater extent than at present, the reasons for 
the changed development will have to be investigated. For the 
present, the poaitioa in regard to the Indian lianks seems to be 
quite satisfactory if it is remembered that during tlie decade two 
important Indian banks, namely, the Alliance Bank of Simla and 
the Bengal National Bank, failed. 

467. In our ofanion there is one iraporfant reason why India 
aiiontd be particolarly cautious it) taking any action at this stag* 
to restrict the operations of foreign banks within her lerritmies. 
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On groundg of sentiioeiit, as well as of a more rajiid econou^ 
development, her iBtelligentsia are anxious that a substantial 
portion of the business comtet'ted with the financing of her foreign 
trade slionltl pass into tlie hands of naliionat l>anks. Tlie sucx'oas- 
fu! fulfilment of this natural desire must entail the ofKUung of 
a network of bnincbes of Indian l>anks at various im|X)rtant centres 
of tlie v\orld. If. however. India at this stage wants to introduce 
measures resirieting the ojin'ratioiis of foreign banks within her 
territories, the sutxess of the ideal referrtHl to in the prtHeding 
jienferH e ih sure to in* largely ham|:K*rtHl : for other isnintries are 
likely to imitate India m tlie matter of restru'lions on the oj)era- 
tions of foreii:!i lianks. Indeed, the rt^laliation may he directed 
tmmedi«te?y against the of>erati<ins of Indian Imnks and bauktUH 
workiiig in fiartieular localities. It would mit he iiirtpprt»|»nate iit 
this (‘oiuteetion l<» give the following quot itiun from jianigTajdi 11^ 
of the report (^f the lUiruiu IVovineijil Hanking Kiiipiirs Cotu- 
liuttee ; — 

' In India propivsals have been mmle for the proteelion of 
Indian banking, meiining that bunks luaiiageil by 
Indians sbotild not be subjected to the eoin|>etitiori of 
foreign banks. In tfiese pro]>osa!H tla* terni /omgn 
fuink includes Iiunks itu'orfwated in the ! nili*d 
Kingdom un<l the Hritish (\ilonies hut not l*!uro|H*an- 
inanage<l or any other hanks inrorfiorated in liulia. 
Hut (us we fmve |M>int<H! out in paragni|)hw H, 69 and 
l-JH the term Itulia is ordinanly used m Hunnu sO 
us to exclude Hurma, and tlie term uuiiqrnouM rnnnot 
pnj|K*riv applied to tlie ('hctlivitr (MMninunily in 
Burma, In the event of Tiurnni l>eing [sditieully 
” / st'paruted from India, hanks in Bunna which lmvt» 

he<*n inerjqxinited in India will thun l>e iia foreign to 
Burma as banks ineorfxiruted in Inigland or eltx’** 
where. But we are ofifwisetl to pimtertion for the 
prestmt ; we think that in Burma at the prewnt time 
it would Im** detrimental to the general welfare of the 
country. The agriculture of Isiwer Burma and much 
of itn trade and industry are relying at present tiiK>n 
foreign capital/’ 

4fW. For the reasons given in tfie preceding fxaragrapfis, we are 
opfK>s4Ml to the suggestion that exchange banks ahotild he pmhibit<»d 
from taking depcwits in India. In our opinion, such a measure is 
not necessary for the development of hanking facilities in India : 
nor is it dewrahle at this atAge in the wider mterests of Indif/s 
development. Further, for Kimilar mnwins, we arc not in ffivotfr 
of limiting the operationa of the exchange banks to fwirt towfia 
and recjtiiring them to cl<^ dowm the inland branches of existing 
banks within a apecified period. We think that aiieh a reatriclion 
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lliay be detrimental to the interestg of the merchants en|faged in 
♦he foreign trade of India. The facility of direct connection with 
the foreign exporter and importer is a real advantage to the Indian 
trader and it is not for ns to dictate how the Indian exporters 
and imixrrters shall do business in future, especially when such a 
course may involve increased cost to them. We have^ however, 
recommended in C’hapter XXV (hat in order to ensure a well- 
bnlered development and extension of joint-stock banking in India, 
any bank <lesinng to oj>en a new bmnch in India should be required 
to r»hfain the approval of some authority in India, preferablv the 
Jle^rve Bank, before doing so. Tlmt regulation will automatically 
apply to the non-Indian banks also, and to that extent, we have 
no objection to the existing freedom of exchange banks to open 
new branches in the interior being curtailed. BRotilil this curfail- 
merit involve any }iardshi{>s to the merchants engaged in the 
foreign traile of India, the matter will no doubt l>e represented 
by them to the Beserve Bank. 

4f>9. As an exception to wliai we l.ave stated in the pre<‘eding 
panigrHfdi, we have no ol)jection to a provision being made in the 
lH*ences to l>e issued under the profosal made by ns in paragraph 
451 to foreign banks with their head offices in the State of New^ 
York or other countries which limit the operations of foreign hanks 
within tlieir territoricH, imposing similar restrictions on the business 
4 )f such hanks. Tliis arrangement would l>e in accordai^ce wirti the 
j>olicy of reciprocal tre»atment advocated by us in that paragraph. 

(iii) Regisifation of Exchange Banhs trith Rupee CopitaL 

470. It has been suggeste<l to us that foreign banks should not \>e 
allowed to do business in India until they register themselves under 
the Indian Companies Act with rupee capital and have an Indian 
dirt'otorate. This suggestion has in view^ among other object*, 
the prot^H'tion of Indian depositors and the guarding against unfair 
racial discrimination. Borne witnesses who made this suggesHon 
did not wish to make it a main point, if the protection to deposi- 
tors and Indian interests was ensured in other ways. It has been 
jK>inted out, on the oilier hand, that the facilities now offered by 
exchange banks to Indians and non-Indians engaged in foreign trade 
are as cheap as can be expected, partly as a result of severe com- 
petition and partly on account of the fact that the excliange banks 
have intimate association with the Tjondon Monev Market and are 
able to get funds from tlmt market at relatively cKeap rates. This 
actress to the I.fOndon Money Market is a valuable privil^e en- 
joyiNl by the non-Indian banks and the history of the National 
Bank of India affords an apt illuatration in this connection. The 
head office of this bank was first in Calcutta and the Bank had 
rupee capital. In 1866 its head office was changed to Xiondon a»3 
its rupee captal of aliont Be. S2 lakhs was converted into sterling 
of about f 506,000, requiring repwentalion <rf non-Indian intereshi 
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<m a wider soak. At the time tbia triilsfer was made, 4 out of 
the 7 directors of the Bauk were Indiam. The repreaenUtivea ot 
the exchange bmks drew^ the inference that the directors realited 
that it was advisable in the interests of the Bank to transfer its head 
office to tlic ieatnil market of exchange. If tlie existing exchange 
banks in India were inverted into nijx'e coinjHinies with Indian 
directonite^, it is stated that the existing ad\iintages from tlie pre- 
sent association ma\ l>e disk'ontintied. This would re-net ujKin the 
facilities made available by the hanks to tlieir customers. 
We an' not in favour of this pro{K>»«l vvlucli m our 

opinion would have obvious disadvantages from >he ismit of 
view of access to the liOndun market. While this rtMisoii has 
jx^rliaps application to the presc'nt moment, we are opjswd to the 
|>rot>ONHl on more general grounds. The escnldistiment of a 
Keserve Bank and the progress of Indian banking sbotihl go hand 
in liand. The tunc* mav <*ome when the ex<hange banks will find 
that ha of their Indian buMiieSvS nvours^* to tht' Uesi'rvT 

Bank is more valuable thuu mouiM* to thr Te»nd<»n market, 
and they would he rtMpured from the eominencement of the o|Hn‘a- 
tions of the Kes<'rve Bank to keep a «le|>osit wit It that bank 

eipiivalent to a presi'rilH^d profKirtion of their liabilities to the 
puhli<* in India. We take it that to all intents and pur[M)Hi»s the 
Indian brandies of exchange hanks already w‘ork on a ru|s'e basis; 
and we do not fx»rs4>nally see any hanking advantage in the cir- 
cumstances in an Iiiilian registration or a ruix'e capital. On the 
otlier Itand, there are difficulties in the way of converting the , 

exchange hanks into rufM'e c‘om|«iinies under any reasonalde 

F< heme. When taking over the iisgets and liahiliiies of the exiating 
banks, tlie rtijs'e comtxanv may lie exjx*cted to t>av for tfie gtsab 
will and tlie cost of this would have ultimately to be l>orne by the 
customers of the new' companv. Further, the protwisal is likelv t<i 
result in the sjditting up of existing institutions into smaller 
institutions with reduced eapital and reserve**. The de|)os}tor*< 
would not in that c^se have the s4*curity of the existing international 
resourc*es of the exchange hanks. This would defeat (Uh* of tlie 
main objec ts of the profiosal. 

The real intention l>ehind the proposal <v*c»ms to he to provide 
in the near future that a majority of shares in the new institution 
ahoiild l>e held by Indians. This is fwirf of a larger fjueHtion. 
namely, how far any reatrirtions can he placed on tlie lawful trading 
activities of non-Indians in India and cannot prof>erly settled 
by the Banking Fnqniry Committee. 

471. Some witneaaes did not go so far as to suggest that the 
existing banka tbould be registered under tlie Indian kw. They 
would be aatiafied witb an Advisory Board to l>e associated with 
the management of each exchange bank, which would be ronsnlfced 
by the bitter in all mattera like the granting of advances and cash 
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This, it was tlioaglit, would reftjove the existing pre* 
judkes against exchange banks and the complaint that the banka 
were not treating Indians in the same way as non-Indians. One 
ubjcxtion against this pro|X)sal is that tliese Advisor}* bodies, as 
iheir name implies, would In* rnertdy advisory and that their re- 
commendalions \vould not l>e l)inding on the hanks. Nevertheless, 
we* think that tlu* apfK)int!n«‘nt of kKal A(lvi‘^>rv Btiards at each 
braruh would holp to fHtal)h.Hli a syinf>atitetic eontart between the 
existing non- Indian management of banks and the Indian custo- 
mers : and we su]>j)ort the suggestion. 

(iv) Training and Employment of Indians. 

47*2. At }>reH<ujt tliere is no arrangtunent hy which exchange 
hanks take irulians for traiming ami emjyloyrnent. Tlie only 
a|>|M>rnf rntuifs in thes<^ lianks, Jifwirt from the |k>sLs of cashiers, which 
Indians ( an aspire to are of a ch‘rical character. Itu reas* d employ* 
ment and training of Indians has therefore Ixen adv<H*aied bv 
st*verul witness^'s for various reasons : — 

i/f) Tltere is a paucity of Indian exchange hanks and if 
tlie t wisting non-Indian t'xcliange hanks helj) Indians 
to get the necessiiry training, it wdl supply India 
vMili a number of tnimcd men in tlie I'jeld of c\c!»ange 
banking wliich will facilitate the ojxming of exc hange 
banks In Indians. 

(f*) The exchange lianks have hoeu established in India 
for a long time ami have been carrying on their busi- 
nesH With the help of Indian de|)osits, thougli it la 
true that tlie banks themselves have at times im- 
port4(Hl funds from abroad. Considering the fact that 
tliey derive a ( onsiderable portion of tlieir profits from 
dealings in trade with Indian merchants and from 
Imlian «lejK>sits, expression has l>een given to a Ftrong 
feeling by Indian witnesses that these banks should 
give adetpiate employment to Indians in the higher 
appiintments under them. At present, the banks 
iinjx)rt their su[>erior officers from overs^^as who are 
naturnlly paid a higher salarv than it would he 
m?<"essary to |>ay Indians locally recruited for 
such service. It would, therefore, lie in the 
interest of the banks themselves, as well as 
of the hank's customers, to reduce their over* 
liead charges by replacing highly paid non-Indiana 
by Indians who are not so (xistly. One suggestion 
made is that the exchange Imnks might follow tha 
scdieme started by the Imperial Bank of India. 
Other suggestions have aliwi been made demsrtding 
the fixing of certain percentages fer the empbynieni 
qt Indians in higher poets. 



miKciNo OF mwBX(m tradw.'*' MS 

473* The re{>re-ier)tAtiiras of the exchange banks have^ however, 
contended that it would !>e difficult to place any restrie- 
lions on their choice of ofticers. Further, the sdiareholder^ of the«^ 
institutions also natumny have a right to say to whom the working 
of banks in liuha slKuilil he entnistcih They have }x>inted out 
tha4 officers *be higher grades of senic*) are men recruited for 
service throughout the world an<l not merely for m^rxice in India, 
and that tins circuiustfince might prove to be a difficulty in the 
way of Indians l*eing einphned in such higher |>osts. 

4*4. \\ e arc un|ucsMal by 'the fart tluit though tlio exchange 
banks fuive In^en ofsaatsug in India for more tiuui half a century 
they have noi cniployc<i a single Indian in the superior grades 
of their sitvh'C. It can liardly l>c contendial that the banks have 
been unaide during all this tune to fnnl even cuu* cornjx’tent Indian 
wfio taiuld t>e entrusted with a 8UjK*nnr offuer s fxisition in their 
organi/aiiiin. Fven t)»e foreign Isinking (‘XjMTtn have admitted 
the force of the Indian jxiint of view that banking in liie hands 
of foreign institutions do<‘s not give as rnueh employment to 
Indians as wcmUl be the case witli purely Indian hanks, and tlwv 
have suggested that the pidiev of training and emjtloying 
Indians should be encouiuge<l by tlie foreign banks. We recom- 
mend for the consideration of the exchange luinka that tliey sliould 
have a si heme of |*rohationarv awstants on the inotlel of the 
lMij>erial Bank of India’s scheme and promote to higher j>osts in 
due eours<' such of them m tliev find suitable to hold resfionsihle 
positions in the management. While international education and 
exfw^rience would be a valualde <pmlifieation for all members on fhe 
Btaff of these hanks, we do not think the introduction of the sdieme 
we have proposed is incompntilde with huRineaa principles or effi- 
ciency. 


Opening of an Inoun Exchange Bank. 

475- We have already referred to the fact that the share 
of Indians in the port-to-port o|>eration» connected with the 
financing of India's foreign trade is very amall. Indians attach 
great value to their participation in this field of biiaineas and it haa 
been a sore jKiint witli tli€*ru that (he Irnr»i^rial Bank of India, whu h 
is the only Indian bank of standing that can cr»inj:»ete with the ex- 
change banks, is debarred by an Act of the Tvegislature from engag- 
ing in exchange business. The main reason advanced for the pre- 
sent ^striction is that foreign exchange business is attended with 
risk and the Imperial Bank of India, m long as it continues to keep 
the Government balances, should not be allowed to take this risk. 
The existence of any undue risk in this direction is, however, 
denied hy some wriineiaies. Another reason which has been sug- 
gested is that the Imperial Bank of India is holding the fiaknceti 
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of the exclmnge banks and it should xKit lllerefore lie allowed tar 
use these balances to compete with the exchange banks. Although 
the Managing Governor of the Imperial Bank of India stated betee 
the Committee that he did not think that the Government <rf India 
liad placed the existing restrictions on that Bank with the 
object of securing an advantage to the exchange banks, witn^ 
after witnesis suggested that liie action of the Government of 
India in this matter was a surrender to the unjust demands of 
the foreign institutions to prevent an Indian institution of standing 
from com|)eting in their preserved field. 

476. Several \vitnesse.s have suggested to ns that the best way to 

obtain for Indian banks a share in the exchange business is to 
liberate the Im}>erial Bank of India from its present restriction 
on its doing this husineKS. It has, however, ol>ser\ed that 

some of the Indian hanks that favoured the Imp€*rial Bank’s doing 
exchange bnsine.ss luive been actuated by the desire to lessen the 
competition of that Bank in the financing of internal trade. On 
tlie other hand, some witnesses liave suggested that exehange hank- 
ing is a very tec hnical business and that the existing staff of the 
Im|HTial Bank of India is not qualified to handle it. The Managing 
Governor of the l!n|M^riai Bank of India admitted that excliange 
hanking was technical, but he thouglit timt given the ldK*rty to 
do exchange business, the staff of the Bank (*ould soon be trained 
for the piirjKiftt* and that the Bank would 1 k‘ able to establish 
without any difficulty the necessary valuable connection with the 
London Money Market in order to take its place among the ex- 
change banks. 

477. Bfieaking from the |X)int of view of trade alone, it may 
be said that the facilities available at pres<*nt for financing India’s 
foreign trade, tKilh imjKirts and exjK»rts, are sufficient. But as 
already stated the ageiKies which cater for thest^ needs are all of 
them of non-Indian origin and the few Indian hanks which at one 
time or other attempted to engage in excJmnge business have never 
attained anything like even a partial success. As a result, the 
Indian importers and exj>orters liave l>een left with no other alter- 
native than to depend ahsolutely on the facilities which the foreigir 
hanks may offer to them. 

478. Tlie extent of a nation’s participation in its foreign trade 
depends considerably on the facilities which the banking system 
gives to its traders. We have already referred to the various cases 
of alleged racial discrimination which almost all the Indian wit- 
nesses, including respoaiaible Chambers of Commerce, placed before 
us. The representatives of lUe Exchange Banin* Aaaodaliati 
dented the existence of any racial discriminaiioii and aaaeried thal 
credit was impartially available to all customers, Indian or noti- 
Indian, according to their financial standing irrw^ective rf 
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nationaliiy. llief^Adioitt^d, however, that through aocial inter* 
course their higher official had more opportumtiee of obtaining 
intimate kium ledge of the integrity and the resourtx^s of non-Indiau 
clients tlian of Indiatm. It is impossible for m to a>me to any 
definite com hision tin to how far the allegations made by the Indian 
witnesses are justified by ihe actual wnditioiiH ami jmiciices pre* 
vaihng, }>Jirlicui:niy as e\en Indian clients are nductaut to disclose 
the full facts tonnerted uitli their ndations with their tinkers; 
Dut tlie fact remains that there is a strong feeling among most 
Indians that foreign hanks do dmTiiniiiale against tliem. It is not 
unnatural that a foreign hank sliould endeavour to do as uuich os 
[XJssihle to promote tlie interests of the nationals of its own csHiniry, 
It is for this reason tluu even after tlie British Ininks had 
welKestaldished, we have had the advent of AinericttU* French, 
Japanese and Dutc h l>anks in India catering c hiefly for their own 
nationals. The fact that noioBntish foreign hanks have entered 
th<^ Indian hawking ficdd and hav<‘ c'onlinned working under c<»ndi- 
tions and at a time when it is coinplaimsl tliat excdiange husim'ss 
brings hnle or no profit is <’ont lu*^i\e tc^stimonv that (he import, 
ancr of tlie indnidual nation’s intercut/* has outweighcal the cpies- 
tion (»f loss, if any. in maintaining the* Indian eonncvticuiH. 

471*. We have sMidicHi wjtli gnat interest t!‘e measures timt 
Germany took to increase the f»ariicipation of German banks in ihu 
financing of her f<»r<ugn trade. Some of thes<‘ measureH to 

ns to l>e ue!l adapted for India and vve shall refer to them in duo 
Course. We only uisli to mention m this connect lou <uu‘ of tli^ 
reas^jns wliu li induec d (ieriuan hanks to undertake thos4* nicnaurea 
»nd which in our opinion very aptly illustrates the eondUioiia lit 
India. Tlie methods followed l>y English hanks in granting credit 
ruxornmodation for foreign i ustoiners, im hiding GcrmanH, wens 
considered very cons^'rvatiw and the tendenrv of both the Brifiat) 
axjxirt merchants and tlie British overseas hanks was to keep down 
the length of <Tedit terms. The conservatism also extended to the 
aelection of firms to which credit was given. In both res- 

pects. namely, tlie |)erio<l of credit and the nt a ruling of firms, th# 
German banks that were creafed were distiru tly more a< 
ting and thin assistance enabled German extsirtuiig rnerclmtils to 
rapture trade. The author of tlie luKik “Joint Sks k Banking in 
Germany’’ my% that — 

“It can Iiardly lie doubted that this crexlit |xdiey contribute} 
to the growth of the German export trade and, judged 
on the whole, as a fiolicv apfdied to the trade of a 
i*ountry which came late into the world’s markets, it 
f*eem» to have justified itaelf by its results/^ 

480. The history of Japan also fomijJies an interesting object 
leaoon. In 1880, Japan founded a apectal bank for foreign trado , 
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fimiue, the Yokohama 8[)e€ie Bank, ‘ with the avowed purpose of 
fostering the overj^as trade of Japan/'* It is now generally 
admithfci that “the marvellous expansion of the foreign trade of 
Japan in the past half century owes much to the banking facilities 
afforded by this bank and tliat ns a result of these facilities the 
participation of the Jajianese in tliat trade has increased substan- 
tially. It is jx>ssible that the venture may have resulted in a 
considerable amount of financial sacrifhe in Japan; hut the amount 
of sucli bin rifif e wliich a country should Huhinit to in order to 
aecure lasting udvarita^^cK to its cconniuic life, aiul the steps winch 
it sliouhl take In Uiiiiinii/c the sacrifice, are luatttn's for the careful 
consideration of the (lovernment and the public of the country. 

|Sl, After a careful review of the pose on :uid of the -^hare taken 
by India. tH>ih in carrying on the huMne*^s of her im[>ort and export 
trade and in the provision of hanking faeilities for su. h trade, we 
have eorne to tlie definite conclusion that it ib not desiralile that 
India hliould rely for all time on tlie facilities atTooied l)y non-Indian 
lUHtitutioiiH for tlie fmatuing of lier foreign trade. The fmaneing 
t>r foreign trade* is, howevcT. ess^uitially iuternati<aial. and in so far 
118 . it involves eo-ojH*ration between two countries, tliere will always 
inevitably he a eonsideriible foreign element in it. Tn order that 
India might obtain her legitimate share, both in the spliere of 
hanking and of trade, we think it is necess^iry to take action in more 
than one direction. 

4A2, In the first place, we consider that such of the Indian joint, 
f^tock lianks as are well established should open foreign conneefions 
useful to their clients. Tliis was one of the metluKls adopted by 
Gennan banks in similar corulilion8 and has much to commend 
iti^elf as it obviate^ the necessity of ojvning full-fleilged foreign 
bninches at gn^ater (wt. In our opinion, even this small develop- 
ment should assist the natural growth of (he Indian share in India's 
foreign trade, both directly by the facilities afforded to tlie custo- 
mers of these hanks and indirectly by providing a further stimulus 
to tlie foreign banks under the stress of competition to assist the 
Indian merchants to a greater degree. 

1A:I. In the st^'ond place, we e<m<ideT that on the establishment 
bf the Keaerve Bank and the simultaneous withdrawal of the 
lestrkAions now imjHvml on the trana'udion of hireign exc!>ange 
tusiness by the Im|)erial Bank of India, the latter should be induced 
to^ake an active share in the financing of India’s foreign trade. 
The sjgency business which the Tmi>erial Bank of India at present 
trans^icts for some of the exchange banks, the amount of inland 
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trad© finance c'ciniitxiled with foreign ex{x>rt« and imj>oi1« winch 
passes tlimugh its hands even at prtwnt* and the wide area of ita 
operations are factors which in our opinion should facliitato 
successful entry of that hank in the field of foreign tmde finance. 
We accordingly rt^oinuiend tliut the Res<^rvc Hank should <niter 
into a dehinte nnanL’einent with the ItnjkTiiil Hank of Indra for a 
|>eriod of five years or su<‘h other fieri«xl as the HcseiTe Bank may 
consid^n- des}rald«\ hv winch the Kes«*rve Hank would utili/.e the 
Impt'rial Hank as agents wlierever the fonner has not got a branch 
of its owTi an<l iht^ latter has one, on lernm to is^ettled between 
the two hiiukn. When a <a>nt e''>'ion of tins kind is given, it would 
not he nnreasnnahle to insi^^t on a prej>onderance of the national 
element in tltt' institution receiving the eoneessioin* We therefore 
reeonimend furilhu that the arningenunt hetwr^en the h'eserve 
Bank and the !m|>«'Mal Bank of India shouhl didinifely jvnvvide 
tliat during jts rontinuan<a^— 

li 7a [XT <ent of the l)ireetf*r/* 'Ui (Ih* laxal ihnird*^ and 
a ma|ontv of tho^s* on the (‘entnil Board of the 
Imperial Bank should be Indiana, and 

C2‘ no furtlier reeniitincnt of vion-lndianH to the staff of 
the Irn|vrial Bank of India should Ix' made evrept in 
special case< and witfi the approval of the Fnianre 
Minister of the (#overninenf of India. 

lYovision (H is easily understandalde. hut it may asked why 

provision {'!) is necessary. s<»eing timt tl»e ap|Miintment of the staff 
of banks is a matter for the hank’s dirt*ctorate and tlie hank's 
shandiolders. Our s^>le reason for suggesting that provision is the 
CTunplnint of dissatisfaction we have hennl fn>m various quartern 
regarding tlie unsymjvithetie attitude towairds Indians of non-Indian 
officials on the staff of the exchange banks. In fact we have heard 
this complaint to s^>rne extent even in regard to the Irnjieriai Bank 
of India itself. 

We sfiail }w»rha|)s Itm(» justified in devoting mmw space in 
this (v>nnection to a dis<ussion of whether the conccssifui that we 
propoHt> to I>e given to the IrnjH'rial Bank of India in the pnn^eding 
paraeraph is really a e^mcession. It is |>ossihie to argite that : 
<1) when tlic Reserve Bank is established, it will not have branches 
at more than three or four {daces and in order to carry out its 
duties as (loveniment hankers, it will have to use one or other 
of the commercial hanks for doing Oo\ernment Ireasnrv^ husines^i 
m its agent at other places: (2> that the Imperial Rank of India 
is the onh' institution in India which has got brancheg at a Large 
number of places where there are Government treasuries, and B 
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will be in the mter««8te of the lieserve Bank itaelf lo entrust ite 
agency functions solely to that Imnk and (3) that the arrangement 
reeamxnended by ug in the preceding |mragraph does not th^fore 
imply any real concession to the Iinf)erial Bank. While we are 
prepared to admit the force of the reasoning, we do not think that 
it is in the interests of other joint-stock banks in India and of their 
future development that the Imperial Bank of India should have a 
inono|X)ly of this agency business for all time to come. We 
think tlierefore tliat the Keserve Bank should have power to make 
its own arrangeinetits for this agency work either through the 
lnij>erial Bank of India or any other joint-stock bank which it 
may If the Besene Bank wdects accordingly a number 

of joint-sto<*k barikB for this btisiness, it will entail the loss of 
tlie privileged |K>sition which tl)e Irnix^rial Bank of India enjoys 
at })reH<»nt or would enjoy as the sole agents of the Resen,ie Bank. 
The Indian joint-sUx’k l>ank.s know full well the value of such a 
privileged jx^sition, es|>ecia)ly from the f>oint of view' of creating 
confulence in the mind of the pnldic and of attracting large 
amounts of cheap deposits. We have said enough to show* that 
the ummgement timt we have proposed, giving a monopoly of 
agency business , coupled {>erhaps with lil^rrd tenns for earning 
on this business, should Is" tx>nsidi*re<l u snfl'uient inducement hv 
the lm|KTial Bank of India to undertake ar rive financing of India's 
foreign tnule. We would leave it to the Besc^ne Bank to make 
the tenns of the arrangement sufficiently attractive for the 
achievement of the puq^ose for which we are re<'ommending it. 

480 , If, however, llie iteserve Bank finds it im|x)ssil>Ie to 
arrive at a satisfactory settlement in the mutter with the Iinp<?har 
Jiank of India, or if the former finds that within the stipulated 
perkxl the linfXTial Bank of India is unable to {>articipule actively 
in the financing of India's foreign trade, we recomm<*nd that t!te 
Sovernment of the day sh<>uld take steps to s<'ciire the cstabliBh- 
ment of an Indian Kxihange I^aiik. W'e lm\e considered it advis- 
able to make the starting of an Indian Exchange Bank mnditional 
on the nou-fulfiiment by the Imperial Bank of India of Indian 
aspirations in the field of foreign trade finance, as we are averse 
i# a new' venture Ixuing undertaken with assistance from the funda 
of the State until an effort lias l>een made to explore whether 
the mme objet't cannot he achieved through an existing institu- 
tion the Imilding up of which has cost India much lime, troiibie 
and money. 

4S6. The lines on which we recommend (hat the new Indian 
Jplxchange Bank should be established are as follows : — 

(1) The capital of the bank sliouid be tliree crores rupees* 
It may not be possible to raise this amount all at 
once, but that would not create any insormountable 



FfKAKCINQ OF FOESlOK mAtOL 


zm 

difficulty, for a« the bank will be able to attract buill« 
mm only by degrees, the acquisition of its capital 
nmy be spr«^ over a period of, say, three years. 
Of the total sum of three crores, it may be found 
sufficient to call up two crores in the first year and 
another one crore during the next Iw^o years. The 
capital of the tank may be increased as and when re- 
quired, particularly when the establishment of foreign 
bninclies is taken up. The subscription to share 
capital of the new bank sljould, in tlie first instance, 
l>o o[X’n to joint-stcK^k tanks registenHl in India. 
Such j>articipation in the creation of new banks is 
neither unusual, nor is it a recent development. As 
insfames may ta mentioned the Dt^utscdie Asiatische 
Bank, Ihitish Oversi'as Bank, irioyds and National 
Forci^m Bank and the reotndly fomnNl Internationals 
PskIcu Credit Bank. If the share capital is not fully 
suhscrihed within a prescritad time, the balance 
which cannot be mined by such subwTiption should 
l>e supplied hv Government, which shotild arrange 
gradually to dispose of their holding later to the 
general public. 

So long as (lovernment holds mor«? than 50 jn^r cent, of 
the capital, it should have a predominating voice in 
tlie a|q»ointment of the directors, 

(3) The <juestion of entrusting tta work connec ted with 
Government remittances to a department of tlie new* 
hank working under the control of the Ileserve Bank 
should l>e considered in consultation with the autTiori- 
ties of the Reser\'e Bank. There should, however. 
t>e a clear stipulation that the new bank w’ill not ta 
allow ed to make a profit on any Government remittance 
purchased by it in the ofien market in its capai’ity fui 
agent. 

<4) Further details of the scheme will have to be worked otit 
in consultation with tlie Reserve Bank and with due 
regard to the circumataneeg prevailing at ita time of 
the creation of the new Indian Exchange Bank, 

487, AUhofigh we have suggested a .4iarc capita) of Its, ^ crorei 
with Ra. 2 crores initially paid up, we think the Bank wouhl re-" 
quire further working capital of a considerable amount. It would 
not immedSately be able to attmet deposits from the public which 
can only come by the confidence created in the minds of the latler 
by its soand working and management* In tHe meantime we 
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tBink that the Bank will liave to depend to a great extent on Uie 
facilities affcMrded by the Reaene Bank for financial accommodation 
baaed on its pert folio of exfK>r1 and import bills. We obsene that 
on page 262 of his “Orgariiisation of Indian Ikinking’* Thakur re- 
commends a capital of Rs. 10 croren for sueli a bank, of which 
one-lmlf should l>e pud u|> initially. I'hakur does not give any 
detailed calculation in HU[)jx)rt of his figure, but he stales as 
follows : — 

“In order that tlu* representative Exciiange liank of the 
country sliould <*ornmand recjuisite confideiwe in the 
outside world, wliich is so ess**ntial for its successful 
working, we liave re<oni mended su< h a large capital. 
The hank will need de|>osiis and dis<ounting facilities 
in foreign countries and they will not he fortluoining 
to the extent desired and iu*<essary. unless there i^^ 
mifficiently large eapital at it> l»ack. however, 

the figure of Ks. 10 crores is considered to*) liigli it 
may l>e reduced to Rs. 71 or Ks. 7 crores.” 

We also note that the initial capital provided for the Yokoliaina 
Bfrtxie Bank wan 3 million yen at a tune when tlu* total foreign 
trade of Ja|mn was about H2 inilhon yi*n : and that ’''ith a total 
foreign trade of over 4,0<M) million yen it- j>re-em eipita] stands 
at 100 niillion yen while it holds million yen on a quasi- 
p'nnanent loan ac<’outit from the Bank of Jajwin at a sfHX-ial low 
rate of 2 fH‘r txMit. We reiognize that with the establinhinent 
of the li«*s<'rv'e Bank tlie considenuions mentioned by Thakur for 
providing the new Indian hank with a larger capital will lom" some 
fon*e ; hut we have little doul>t tliat the hank with a shan* capital 
of lis. 2 or Tin. 3 crores will fail to -ecure a material share of 
the foreign exchange business of India unless it received financial 
ac<x)Huno<lation in other dinx'tions from the Reserve Bank, We 
would leave it to the Government of the day. if and when tliey 
decide to take action on our recommendations in tliis {^articular 
matter, to settle an adequate amount of capital for the new hank 
in consultation with the Reserve Bank, and after careful r'on^^ideri- 
tion of the financial accommodation which the latter may agree 
to [>roTide for the former. 

4B8. It has bexm suggested! to us that the existing exchange 
Imnks are so well entrenched in their present position that in order 
to give the new hank some chance of cx>fn|>eting with those institu- 
tions it is neceiMsary to give it a position and prestige by giving it 
the sole monopoly of Government remittances. The idea underlying 
the suggestion is that the new Indian Exchange Bank would be able 
to sell to Government all the sterling resources in its hands and the 
other exchange banks wdtich now sell exciiange to Oovemment 
woitU have to do it to the new Indian Exchange Bank. 
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We have dtascutt^ied tliis quei»tiou oirefuUy with the 
baukiug exix^rts md we agree with them tlrnt tiiere are variotia 
tioiis to ilie pix)pos«il put in tliia foan. Fm^tiy it will be tJie 
primary lasik of the Ik*^»er\e IJank, when it k eatablinbed, to main^ " 
lain tlie t^iabiluv of the inieniational value of the rnjiee* For thia 
puijKicH?, aiul for tiavpuqiuse of kt?epiiig the Secretarv of State in 
fuiuk, it will W lonstanily in the nnirkei buying Bterling exclninge. 
Jt will, liowevor. have to amduct it« o|)erationH in tsueh a way aa 
not to n|»si*i Uh* market and it i« ih> 1 inconceivable iJuil iHX*a8ion» 
may arn^v whon insteail of going into the market, it will have to- 
depend on its acnimulatiHl holdings of foreign exchange to HUp|dy 
iho Senetarx of State with funds, i’artly Uh'uuhc it m ditTuull to 
disiinginsli the Hosiuvi* ihink's renutlaiiee ojR^nttions on Indialf of 
(ioveinimni ami iis oi?eration8 for enntmev piiquim^n, ami jiartly 
IxH.ojm* tlio eonsuloiations xvhieh wouKl govt'rn tlie <»|H»ration8 of 
the Indian jvxehange Hank in the exchange market wendd lat 
iminrly <li(Tereni from thos** that wamld govern the iVm'rxe Ihink^. 
we tsnd It ddh< uh to support the pn>jH)H;il t4» give the new Indian 
Exchange ikink a inono[H>!y of tiovernmenf remittaiKe. Secondly 
we do not linnk that the liidian Exchange Bank would H* able 
to ser ure tfio full amount of (iovcuiiment remitiatiee uh (’heuply an 
the lieseivr Bunk. It xmH iiave todijwmd upon its (‘iUn|HdilorH for 
enabling it to (’i>mplf*te a major jHirtion of the remittance program* 
me of (ioveinment. am) w** eannot say xvbetber the existing ex* 

( ban^e banks will not force tbe rates ngaiimt the Indian Kxcliange 
Ikuik ami fhcnd)y against the (Jovernment and tbe iax»paver. 
W hile tiie HeM*r\e Hank* will U* fnllv arme<l to deal with mieh tt 
situation, should it ans<*. tlie Iiuhari Exchange Hank will 
jKAverless tf» topr witli it Moreover the Indian Exchange Bank 
itsidf wliidi will, after all. U» a Rliarcliolders' bank iniglit legiti- 
matelv clmrge the Hes^ rxe Bank Home eonimi»sion on its laiHincHH,. 
even if it did not trx to make a profit. 

The sjaHlfic profnisal tluit we have made in tluH connec tion 
meets, in our opinion, all thes<* diflSciillieH. By nniking the tu*w 
f' xchange Bank merely an agent of the Ihwrve Bank and giving 
(he latter full control over tfie remittance oj^emtioris ami by provi* 
ding that the new Bank should not make a profit on any remi(laii< ea 
wliich it rnakcHi as the agent of the Beserve Bank, we have purged 
the M'heme of its inhert ni draxxbackR and beatowed on tlie new 
Bank a unique and firivileged fiosition. 

We underniand that the Yokohanm 8pec*ie Bank and the 
Bank of Jufian afford an interesting parallel in this connection. 
The Bank of Jafmtp we are kild, entnifitH all its foreign exchange 
opemtioiis to the Yokohama Specie Bank. We have, however, 
no accurate infonnation about the extent of tbja foreign exchange 
buaineaa, the preeiiw nature of tbe arrangements in force, or the 
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jdeg^e of Buccess which has attended this scheme. Of one ^hing, 
ij0we\et, we are clear, namely, that the introduction of a system of 
'|luat control over exchange operations is definitely to be avoided 
when starting a Keserve Bank. 

489. From what we have stated above, it tvill be seen that it is 
our intention that the new Indian Exchange Bank should not be 
fdarted until after the Keser\'e Bank has come into existence and 
until after tlie *K*herne of parfici}mtion of the Imperial Bank of 

, Jndia in the financing of foreign tnide has been tried and found 
wanting. It has been suggested that the Beserve Bank may take 
:i long time to come into being and that any avoidable delay in 
creating the new' Indian Exchange Bank will only strengthen 
the chain that hold India tlef^endent ujHrn the foreign banks. 
We are unable to apprei iate this suggestion. We can .by no 
means agree that the delay in bringing the new Indian institution 
^io exiHten<‘e caus^'d by the delay in the inauguration of the 
Beserve Bank can be avoided, for we have shown that, in onr 
opinion, tlie new Indian Exchange Bank cannot take its proper 
place among the exchange hanks in India witliout the advice and 
#asistance of the IU*serve Bank. On the otlier hand, w*e have made 
It quite clear that wluit Tmha w'ants for a sound development of 
her banking system is the immediate estiihlishment of the Reserve© 
Bank. We cannot obviously snhsorihe to any suggestion wliich 
assumes the contingency that the establishment of the Reserve 
Bank may lie delayed, nor can we agree that any other banking 
treasure is more urgent and imperative than the one to establish a 
#Otind and strong central hanking institution. 

Crration of ‘Motkt** Bakks. 

490. A suggestion was made by some of o«r colleagues at a late 
#tiige of our delil)erationB tlmt the real and pt^manent s<:)lution of 
the problem of financing India’s foreign tnule, b/>th from an 
leoonomic and from the national standpoint, is the creation of 
‘‘joint** banks, in which the controlling interest would he a part- 

' leftTship on er|ual terms Indween Indians and Europeans, or mem- 
bers of other countries with which we carry on our foreign trade. 
One of the main objections to the existing exchange banks is that 
tliey are foreign, and the proposal to enforce registration 
m nipee companies is an attempt to Indianiiie tliese foreign 
institutions w ith a view to removing one of the causes of ill-Teeling 
Tlxrtween the Indian mercantile community and these banks. It 
was pointed out however that the mere idea of foreign traSe impl^ 
4wo parties, one Indian and the otlier foreign, and it i« to the 
inleiest of either that either should have a dominating voice in 
the financing of the hnaifiesa. In so far as the trade is iniitiial 
involves co^peftHon^ m should the^ llnanc^g <# tint trade. 
With this object m view, it was snggeided th«* W&a might 1m 
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foitwd by mutual arrangement India *nd Ihe princip^ ' 

c*ountrie» with which die trades in which the rujRH; capiUit wouW 
be furnished b\ Iiuhans, and tlie foreign cajulal by the 
abroad, die conirol mid establishnieut in'ing under juiul aupend* 
sion, and the pnifitn realiml from the buHinens diared be* 

tw’t^n the [)arnes, 

iUl. The uha (»f joint hanks in the sphere of intcrnatiuiuil 
tradt‘, uhith postulates a>-oj[H‘ratkm and gooil-wdl among nations 
tnidiiig with eacli culier. is a valuable one. It brings out, in the 
sjKHual fieltl of hanking, the basic fact of the ecoiiuiiiic life of 
nations, nameh, et^onoinic* solidiint\, which is apt to ht* lost niglit 
of when <*<<UHunje alTatrs arc dcliheruted ufH>n in an utinosphere of 
isolation, the fin t is iiu' that tHonomii welfan* is intcr<lc|xuulent 
and ‘should be it‘gardrd from tliat point of view, I'bis fact m 
vtnkingly bmughl out in the distress which has Ishii caus4al 
liy the v\orhi*wuie e<.onomtc ldi//anl. It mav not jMissihle to 
iiiliki' an immediate advaiua* m tin* direction of joint hunks m 
tlieN<» limes of w idcwpreaid ilepression in huMiK'ss, hut th<*re is no 
»(ason wliy They should not he a success when pros[KTity returns. 
Apart from the servic<^ which they may render to inuie. lliev are 
certain to jiroinote internalmnal i^o-operation and to ehminato 
many (aiises gnmg' nsi* to iiiisunderslamhtigs and fi jetton. 

IO*J. .V \anaMl of the s< hi'me has4ai on tin* same principle of 
< o-ojH‘r<ition Was aNo suggc'^hal ; Imt n<^ c lear cait projaisals were 
placed l>efor«‘ us and wt* can onlv indicate the iines on whic h Inme- 
licaal action miglit Is* taken, if practical liankerH hi India and 
abroad would constdcT the de\ekfpimuit of mutual advantugee It 
has Ihhui mamtain<*d that owing to the cut-lhroul comjK'tition of 
re<ent \ears lK)th in internal and external trade, there lias lK*en iii) 
iiKTCiiMiig tendency for joint -stcK-k hanks and exchange hankft 
to endeavour to |K)a<'h on each other's preM<*rve« m the* struggle 
for freali business. It is tlierefore sugge sted that joint -stesk hanks 
and foreign hanks should endeavour to fuul *M)me met heal of affilia- 
tion or fiiimlgamation, whi<'h would result in cci-ojie ration instead 
of a«n|>etition. and would at the game time uvoid the* undesirahle 
criticism that eithtn" party was aiming at coiifistation, ahaoqdion 
or domination. Keferenc^e ha« already l)e#*n ma<h* ni ac<|insition 
of Indian I>anks b\ foreign banks and its effect on national 
sentiment. What, howexer. ia aimed at in the idea under 
exmaidemtion ia an affiliation under which ea^h party might hold 
an erjual interest in the other, and the two inatitutions would work 
together not merely a« agents or as formal shareholders in each 
otbent’ ooneerna, but as one concern being directed and run for 
, the interest of both : with free interelmnge of exfiert staff, full and 
frank con^ltations as regards policy, and a generally recognized 
^utu%l resjWiiid|>ifi1;y each other’s well-beiop. 


1 
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In a tnuiler of thi» nature it in obvioualy iinpoi4«ible to saggeal 
afty form of conipulHion or legtHlaiion ; the matter is prtniarily one 
fdr atiareiioklers and dirin torates. We feel however that if 
banks on ilia ab^ive lines <^)uld he evolved out of existing institUr 
tions the result would l>e advantagc^ais not only for the institutions 
cx>ncerfied. but for the country as a wliole. 

Ik>INTH OF OlFFFJU'Ni K HCTWEKN I S ANIi THK FORKION KxPBRTS. 

4U.M. Hefon^ (oncluding this cha|)ter we should refer to that part 
of the* ref>ort of tlie foreign ex[>ert8 which de^ds with the* financing 
of foreign trade. 'Fho re{H)rt is hiisiMl u|k>n the provisional conclu- 
sions comniunicateMl to tliein at an early stage of our final delil>era- 
tions. whi(*h differ <*onsieleral»ly from the final selieriu* as developed 
in the* pn'ce*ding paragraplis. VW have taken into amiunt all the 
considerHlKuiH urged hy I lie foreign exf>t‘rtK and the* s<heine as 
finiilly einiKxlied in this chapte^r im‘ets, in our opinion, ino-t ol 
the* criticism levelleel against tfu* original ‘^cheine. TluTt*, hovvevi#^* 
still remains one- esHe*nlmI j>oin( of diffen^nce While the foreign^ 
experts say that they cannot e'on<‘e*in tluMnselves with t!ie ainhi- 
tions or desire's of a |>oliti<*al or nationalistic eharact<*r, we our- 
ftelve's ft>el tliat we should he failing in our diitv if in additioTi 
to diseaissing tlic [mihlein from the |M)int of \iew of the |>reHent- 
elay re'quirenients f>f trade only we fhd not also give due e'onsi- 
<le*ration to wider economic issues like th<w referred to in paragraphs 
47t) and IHO. Our imhlished disc ussions witli the foreign exjierts 
find the e<*on<nnic literature of other muintries will show 
national amhitions and desires liave indeed played a very great 
{lart in the shaping of jHihcies of tlies^* c ountries in varied spheres 
of liftv This essc'iitial diffcreru^e in our viewqKiints eccounts for 
the exfx>rts not iwlvcaating any Government assistance to the new 
Indian Kxchange Hank in anv circmnstanees. We on our part 
are (*t>nvin(*t'd that if the attempts to obtain the whole of the share 
capital of the new Hank fn>m Indian joint -stcxk hanks do not 
prove siiecesHful. then* is nothing inherently wrong in the State 
providing the l)alance of the < apita! with the intention of disprming 
of it to the puldic' as smui as eireuinstancits j>erinit, if it agrees 
with us that such assistance will he in the l>est interest of the 
e^xinomic advaneemeni of the country. 

4f>4 In view of the imjxirtanee of the problems discussed in 
this chapter we may now^ briefly slllnmari^e our n^'ornmendations 
as follows : 

^ (i) Tlune are a^rtain dire^'lions in which the existing 

int^hnnisin of h^reign trade finance may be improved, 
such as eiKwimgeinent of Indian insurance com- 
pan-es, grant of equii faeilities to Indian and non*^ 
Indian traders and training and employmeni of 
Indiana by exdiange banks. We have inade ottf" 
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rt^t’ornuiendaticmH in re^jard to the«c rnatt<'i> in para- 
gripliM 4 I k 471 aiul 474. In our opinion the l>ei4t way 
lo iinj^leinent thoae ret^omineiuiaiiotm ia for the 
roAerniihori of Itulia to arrange for a tHUivention with 
tl»e exc hange haiikji, 

(ii^ Ste|>H hhoulti Ih' taken MH iire for Indiana a larger 
sfiurt* m tin* fuianerng of the foreign trade of their 
eoiintrv Wo suggeal that the* first stef^s should he 
in the direetion of unint; e\i*<ttng Indian institulionH 
for tluh purfmstv Our reronuncuidatioUH jn regard to 
the joint -HtcH'k hanks other than the Im|x'nal Hank 
of India jir*^ eoiitainetl in |‘^*ragra{‘h 4H2. \\’«' hofs* 

that iiant-sOnk hanks inav he |H'rsuaded to inereaacj 
their iudivitien in this field hv then o\^ n nelf-mterest 
As regarcis the Ttn|H*nal Ihmk of India, vv«* have mig- 
ge^ted rcolnin valuahle induecMot'iils on eertain condi- 
tion ^ tn paragraph 4H:t 

tie* attempiK to nerure for IndinuM l!>eir legitimate 
sliare of foreign trade linance hv using c'XiMting 
iinudiinerv art* not crowned vvitli HUe<*t*HH, we have 
no ht*sitalion in let'oinmentling the eHiatdiHhmeiit of 
a n<‘w Indian Mxehange Hank with tfie fat ami 

privileges retpiired ftir guarant4*eing tht» sueeesH of tlie 
new instituhon. 

fivi We liave also suggesteti in paragraphs to I‘t2 that 
tie* ijUcHlion of i‘stal>liHhtnent of ' joint ‘ hunks 
fiiHV uHefully Ik* explored fiillv hv the* purtieM ccifi- 
cerned. 

InirHHKNcK OK onsniN wrrniN ihp, ( oviMirrHK 
4115 , rh4)««* i>f UK wlifi have suhsc-nts'd lo tin* viev/tj and rc*eoin- 
inendations in tloschujiter d<*sin* to add the follow sng ohnervataais 
on the dissenting minutes signed resfK'rli velv hy six of our 
colleagues and hy Mr. Surker so far as tliev rcdati* to the Muh|eel 
of th<‘ fmancing of foreign trade. Our c cilleagues differ from im (i) 
in the analysis of tlie prescuit |Mwition ami nii in llie reconiimoula- 
fions aittcle to meet it. 


I — Mini tk of Six ni««KNT!NG memiikur 
(i) of file pre^rnt 

4%. In paragraph 477 of mir ref>r>rt we liave sinh'd our e^irudm 
jioit fa<dhti«’w available at preiautt for fmancing India's 

fcN^ign trade are auffiaient. By thia we meant that the <*xisftng 
0 ve tnerrhanla all the aifm'atant^* required to Uria 

,^y^|ir 0 «ided the merelianta are of good reputation and {KiaaeiMi 
a reasonable proportion to the trade that they do. Tlie 

x 2 
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authors of the dissenting minute justify their dissent from this 
conclusion on two grounds — 

U) the direi‘t cvidcuice of Indian cominereiai bodies; and 

(2^ tlie indirect evidence from a comparison of the share of 
IndianK and non-Indians jn the external trade of 
India 

41t7. Ah regards (1) tlie\ admit that inanv of the witnesses 
were iu>t prcjiared to give details of their grievances for formal 
sulmiisHKui to the C'o/mmttec. While we can appreciate the 
rehK'tHnee of witncssch to substiintuite the charge puhlu lv before 
the (*)muutlce, we find it hard lo a(<ept these charges wlicn the 
wi(ness(*s were unwilling lo suppiv mfonnation even contiden- 
tiallv and when it was thus not possible for us to pursue the 
matter furtliet * 

4*>H III f ontrast to fhaig»*N td rati-il di*-* nmination^ 

we have the aiithontv of ecitain otlna* witnesses and some IVo- 
vincml Comniittecs that the fa< ilci<‘^ arc 4idc<pi,Uc Tot example^* 
the Hornhav rrovincial Ihinkmg haupnrv ('oinmut^e re|><.)rl 
in regard tt) im|K)r(H ‘ i\w e\isteiM<’ of th‘* Tort 'rtu^t warehouse's, 
coupled with that of tin v\t*ll-organi/<‘d s\^trm of ( rcdit given by 
exidiange hanks and im|H»rting houses, ha*, resulted in the ade<|uat4? 
finuiu ing of llie tradi* in nn|K)rt4*d giKids and there does not siHUn 
to he anv demand for greatiT facilities \gain. in regard to ex- 
|)ort hills, i‘\<m the Indian <‘haml>er of (‘ommerca*. CaKutta, on 
wh(>s<* evidence the disf,4‘nting minute it> mainly havsal , admit that 
there is a great <‘om|Mnition among tlic exchange hanks for 
securing such bills 'Idle ( hamln'r, however, jKuntetl out a nuni- 

la^r of dinx tions in whu h Inihan ex|vorters and imj^irlers wwe 
ex|K‘ricm‘ing ditlitulties. W’t' have dtailt with thes*' coinpliiints 
fuliv in {mragraplis Idll to 4 Pi of our Report, ddie rcprc!^‘nialiveH 
of (lie Kxchaiige Banks' AsMKiation, who ap|H*arx"d Udtvre us and 
with whom we had ii long mid frank discussion in camera^ ob- 
fierv^Hl that fH>me of the (ornplamts were hnniglit to their notic'e 
for the first time and ixnild have Ikh^u easily and quickly remedied 
if they h»<l Iveeii brought to their notue earlier. (Question No. 
A4fi0, Oral Evinenre.) In fact in several instances the Exchange 
Bank«* Aaaociation have already taken action, such as tlie pub- 
lication of the rules of the Asj«K*»ition, the levelling down of tlie 
[icnaUv rate in Calcutta for the late fulfilment of contracts, 
reduction nf the rate of interest on imjvort bills fmm 6 to 5 per 
ctmt and the issue of instructions for giving more liberal siipppi 
to Indian insurance companies. In these circumstances we cantidl 
but adhere to the conclusion recorded by u« as to the nAeqviptgf of 

the existing facilities. We understand that our six coHeegiies who 

— — .. 
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^wive sigtuH] tlw* (lifiAentiiig minute had no infomiatiotl tha 

reduction in the nite to ^ jier cent wJiich wnn t'(>numinicateil by 
Otoe of our tolleague^ to the ineintH'nt of the C'oumiittty who Imve 
ettbmTil>ed to the views in thiti chapter^ only at tlie time when 
they wen* eonsidenng that dinssenting mimite. 

As regards the indirt\'t evidence fauu the sliare of the 
Indians m the h>r«agn trade of Jtidia, the authors of the dismuitmg 
minute refer to tiie figures funuHluHi to uh hv the Indian ('handier 
of ( iunmeree. ( aleutta. am! the Kxihnnge thinks’ AHH<H'ialioiu 
It in [Kanted out in iht^ dissenting rnmiUe that tlie figures fur- 
tiisfied hv tf»e Imlian ( liumlHT are Uistnl on otVuaal and private 
puhheatums I'he Sfu retaiy of the ( hand>t*r has added in htn 
letter forwariling the t'stiniute that the ligures relating to urticlea 
of trade otlier than jule aiul cotton havt* U'en verified hy jMU'mmul 
en(jniri<*s from tlu* |SMiple in the tiiMle. W e should like to ohm^rve 
in tills (onneetion that in [mragrajdi .“> of his note relating to lliis 
chapter, Mr. Sarker states that from iht* empnries vvhieli he has 
heon ahie to niaki\ he is inelim^d to helieva tlsat the in tual profxir- 
tion is al»ont 20 |>er cent. We have also recently l>een furnished 
with another e stimate hasted on the cuHtoms returns for the Tort 
of Calcutta wliu h shows the sliare of the foreign tnide of Calcutta 
111 Uie Imnds of ItnliaoH to Is' 'iu per cent. Tht* fa<'t that (he 
jirojMirtion is ihfTerent in the different estimates supports our con- 
cluAiotr that no ndiahh* judgment can Ik* hasiMl on lhos<* i*slimates 
without furtluT invi'st igat ion. As stated in paragraph 4:t7 of our 
llefKirt, it has not la'en jHissihle for ns lo verify the figures given 
eitlier hv tla* Indian ('haMilsu* of (‘omtner«e fir In tlu* I'^xchiinge 
lianks' \sH«s ijition ; we have oiirselvf’s jHiinhMl out (he ulnifins 
drawliarks <d tlie estimate fnrnislual hy the l%xchang<* Thinks' 
AsjkK iation : hut w** < annot. in fairiieRs to oursi'lves, an f*pt any 
estimate as correct “in the ahseiue of a more a<a urate f stimate *. 
(Para. 7 of the disHiuiting mimifeC 

oiKh In panigra|»hs 7, fi aiiil h f»f iheir disiwnting minute our 
toUeagues have made an incursion into the history of commercial 
interconrs#' of Imlia u ith other nations. Neitlier tlie author wIkuii 
( hey quote in fmragraph o nor their own oh starvations in fmragrafih 
f*' wU out the liistoriid fa<'ls in their ptofs r fs*rHj»i*('tive. W'e fh> not 
pro^xist' to deal with this jwirt of the minute as it ts not luxeKSiirv 
for our purpewK*, \V%' only de«ire to make a fiawsing referenee to 
the iiKYinsisteney in the statements made in |¥iriigrii|dis 5 and K. 
Our colleagues slate tlcit of the tw*o causi's of tlu* iiiitnil concentra- 
tion of foreign tnule in the fmnds of non-nationals, the eoneenira- 
tion of foreign trade fmaiu’e in the hands of !»anka f*ontroHed and 
run by non-nationals lia#* played the more important fwiri. The 
'dliitlKir whom they quote in fminignipli 5 is of tlie opinion tliat 
"•^almoat (be entire foreign trade Imd peaaed into the bands of 
Enrofieans wfien Iviirofiean liaiiks came to be established/* If the 
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foreign "trade of India i»ad already pasaed over into non-natkmal 
hands, there was ol)vioiisly nothing further left for the non-naiion&l 
bankg to do to bring about such a transfer. The authority quoted 
by our eol leagues and the slatenient tfiat they themselves make 
are in conflict with eac^ij other. The reasoiiH why the Indiana did 
not possess any share of the fortugn trade with Europe after the 
Western fsiwers, siicccHKively the Portuguese, the Dutch and tlie 
English, had acqtiired the maHterj of the seas are well-knowm facia 
of lustory' and we do not ]>ro|K>s<* to dilate <jn them. 

.>01, Our (olleiigueH infer that the small iw^rcennige of Indians' 
share in the foreign iruile of India is due to the financing of tlieir 
trade InMiig the inonoiM)ly of the noii-natifuuil hanks. W’e are not 
prepared fully to Hid>scrihe to ifiis view us we have no doubt that 
there ar<‘ other factors w fiu h play a more important jiarl in the 
situation. \t the sjirne time, we liave admitted in paragraph 47H 
of our refsai that it is not unriarmal that a foreign hank should 
endeavour to do as mueli as |K)ssihle to prornotf* tlie interests of 
the nationaln of its own country. It jh exactly for this reason that 
we Imve i*ome to llie conclusion tliat it is not di‘siniT>le tlmt India 
should rtdy for all times on the fju iIitieH afforded by non- Indian 
hanks for the financing of tier foreign trade. Wt* liave (pioted tn 
tluM couMe<‘tion from 1‘rofessor Ihirreti Whale s lMH)k “ JtJint-Stm’k 
Hanking*’ and |M>niled out how natamal l»anks tan give extra- 
lilaual fut ilities to iiHTt hants and firncH «d tlu ir t)w n nationals, 
lH>th in the matter of the |>eruMl of trcdit aiul tlu^ stlection of 
firms. In fa<‘t the author of tfie IxMik iraecs the growth of 
iJermany's ex|M)r( tra(l<‘ to the adoption of such a hlwTuI tredit 
jHilicy In the <»erinan (re<lit banks. 

5(^2. (>ur colleagues r«*fer to llie exchange hanks’ demand from 
nier<‘hanls of audited Imlaiue-sheets of the latter’s finaiKial posi- 
tion. We do not think that it is coma i to say that the exchange 
hanks insiat on tlieir clients furnishing balance-shoeis audited by 
auditors approved l»y the Imnk. 'I'he re jHres^uu at ives of the 
exehiinge hunks have definitely stated that it is onlv in cases 
wliert* llic hanks are unable to ast'erlain even ap[)n>xirnalely the 
financial status of a merchant that the latter finds any difficulty 
in s**curing the ait'omnuKlation that Ih* needs. They have added 
that merchants and firms who maintain regular a<xxuints and are 
willing to publish their iialam‘e-aheets duly audit4^ find verx’ little 
difficulty ill getting the accomnKKiation which the latter require. 
I'hey ditl not lay any emphasis on the Iwlance-sheeta being audited 
by (|ualified chartered mxxiiinianta. They only w'anted the 
aocDunts to be aiulitei! by accountants who were on the approved 
list of (Jovernment. In fact this niatter was cleared up in the 
' oral examination of witnesses by two of the members who have 
signed the disaeniing minute (Questions 30ftl and 8062), We 
wish further to add tha^ the exchange banka do not iniuai oat 
baluoa-aheete in all tMm, 
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^ 503. Our collmgues refer to the invaiimbie aw»^tJince rendered 

by bank^ engaged ai the financing of ex|>ort trader in other cxiun* 
tries in the matter of HUpplyiiig their cuakiiners with information 
regarding foriM^n markeli;; and prevailing and ol>m^rvT that 

tlie lack of Himiha hu’iluie*^ in Itidia in due to the non-Indian 
eliaimter of the hank8 engaged in the financing of foreign trade* 
It 18 true we liave reftTred t4i thin eeaiiplaint in jxiragraph *it>K, 
hut we are lujt (onverK^ini with the pnkdice in other txnintrieH nor 
are we aware whetluT inenhants and firms rely ufXHi this aaaiat* 
ance in their foreign trade humness without any sujiplemental 
asKistaiire fnnn other sounvs. In any the liwk of Huch 

assistanee m India if df^trimenial to tluim^ engaged m foreign trade 
will afftx't non nutitmals much more than nalioualH, and one would 
have exjXH ted ioinj^hunts to have luHni fortlu^onung froni rejire- 
H<*ntatiV('s of tht* former. \\\* hav** leeiumuended the esiahlish- 
ment of marketing hoards in various provinees and il will he one 
of their fum tions to <»hniin and ptihhah inlormalion regarding 
foreign market < and fort ign priia*s. We cannot say how far banka 
tan ustduliy adtl tt) t!ie M^rvice rciulcrtsl hy maiktUing Iniards in 
this diret tion 

5or ( Uir collt agucs havt* rtdened t4) foreign hanks mon()|M>liH- 
ing the lw\sl intahiim for l>anking investments. na?m*l\ iriule hills, 
and leaving to Iialian joint-stock hanks only sut h mvestmentH as 
thos<‘ on Ijindt'd pn»|*eny or on slnirt -peruxl a<l\ antes against raw 
material in the imifussil during the jn'riotl of the marketing of the 
tmjxt. W'e are eonsinunetl to dniw attention t<» the m<“onsisi4mcy 
in tie* argument of our t olh'agn<*s When tlie question of revivin,^ 
tlie indigtuious hanker was considered l»y us^ tliey agreed that with 
the revival of the mdigtuious hanker, eonditions for tlie exteiiHiou 
of the hill-marktd w ill U* t reated aial the iiultgetions hanker wliom; 
knowledge of lot al and tnoh* contlidons rnnsl ft»rm the hasi^ of g<K»d 
bills won hi provide the t ommercial hanks ami the Kewerve Bank 
wdth a gradualiy increasing nurnlrer <»f genuine lulls. In five! it 
has IxHjn {x>iiiled out hv tlie authors of the dissruiting minute liiat 
the volume of internal trade is as much an Its. IhOdO crores ; and *f 
a bill-market fx^curely Ikijx^I on this enonmius voluine of internal 
trade of the txnintrj^ develofM*d, we think that that would give to 
the indigenous hanker and the cornmereial Imnks in tlie country a 
aafe, adexjuat^^ and liquid fomi of investment. We have jointed 
out in Chap^r XIII that the existing methods of marketing finance 
are undevelo|>ed and tliat the replacement of caali and opetn account 
credit ayidein by bilk k a reform which is most urgently called for. 
We think, therefore, that if inaieiu! of directing the attention of 
the Indian joinl*atoek banka and the indigenoiia bankera to 
field of foreign trade finance which ia already well organized, their 
dForta were directed to tlie devekipnenr and organ^rzaiion of inter* 
nal trade finance, great and Jaating l»enefit would mrme to the 
country. 
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50^* Our colleagues have refened to the iniroductiou of rupee 
irn^iort bills. W'e have already dealt with this subject fullv in 
this chapter of our re{K)rt, W'e should add that the fate of 
interest on iriifiort bills has recently been redined to 5 t>er cent. 
WV nhould not fmss nnnotued tlie statement in paragra|>ti 22 of 
4lie dis*w*nting minute that 'even though bills could l>e discounte*! 
in tlie Indian money market at under G cent the Indian mi- 
{Kirter must fmaiue his imfM)rts at a nite ol interest, the nmiiumm 
of with h is i) |>ci cent This is hardly correct. The exchange 
banks do not insist on retaining the imfiort bills in their |X)rifolio 
till tuaturitv nor do the) fone the i!ii|>orterH to continue to }wiy G 
[MU* <'t‘nl when swaommodation is availai)ie locally at lower nue>. 
1'he Indian imjxirter is alwavs at lihenv to retire the nn|K)tt hills 
before due date ami if lu* [irefers the G [X'r cent rate under^ the 
interest clauH<» fnow o [K^r cent> to re[Kiyinent h\ loans rais^ul 
IiK'allv. it is hecauHc in tlie majority of cas 4 »s even flie r> |x*r cent 
late iH more advantageous tlian wliat Ju‘ would oluain from the 
Jiidian inonev market. 


( i I ) H eco m rn rndatinuJi 

r>Ot». ( )ur colleagiK's .st*e no reason to .HUp|M)se tlcil the attitude 
of th<» lm|aTial Hank of In4!ia towards Indians would l>e more 
»vnipatlM*ti<- than that of the foreign ♦‘Xcliange l)anks and they 
therefon* <lo not feel it would Ih‘ a satisfa(*lory Holution of the 
problem to imhice the ImjMTial Itank of India to take to foreign 
exchange ItusinesH on the ainditions stipiilatetl 1)V us. W'e do not 
think it is necessary* to re|H*at the arguments which we have given 
in {mnigraf)hs 4Hd and *IHo as to tlie desmihility of uiilir.ing the exis- 
ting maehinei*y' of the 1mjM*rial Hank for aehieving llie ol)j4H't 
whicli l>oth the authors nf the disstmting minute and ourselves 
have in view. One of the comlitions which we wish to im|K>se on 
the Im{H»rial Hank of India under our pn)|H>Hal« i» that 7“> |>t'r 
cent of the <Iirectors on the Uxal Umrils and a majority of the 
diret'tors on tlie Central Ikxard aViould \>c Indians. This reiom- 
mendatiori. whieh is in aecwdance with the rtKximmendations of 
the External Capital ComiiutttH\ conpleti with the increasing 
Iridianizuilion of the staff, is in our opinion. Ixiund to result in 
prtivision of larger facilities to Indians engaged in the foreign trade. 
Moreover, w‘e have no doubt that with the grant to India of a 
fuller measure of self-government both the Im{>erial Bank of India 
and the foreign exchange lianks will make themselves more act^om^ 
motlating to the interests of Indians even if Indians may have any 
legitimate complaints in this respect at present. If for any reason 
it is found irnposaihle to use the machinery of the Tnq>erial Bank 
of India to fulfil Imiian aspirations in the field of foreign trade 
finanw, we dt*finitelv rtH^mimend tluit c new Indian Exchange 
Bank should lie starteth 
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507* <Hir diasentin^ wHtnigiiea tlenire that the Btal^^mutd 
imtialiy suhstTihe the simre capital ‘of the new Indian Exchange 
Bank* In other [Mirts of our rc;*|K>rt we have rcHnanmeiided (hat 
the State shoulil aetively help in the eBtaldiHliinent of varioua inf- 
litutions w}ij( h, in our opinion, arc* more urgently thjfti 

a new Indian Kxelian^'e Bank. We would draw attentiolF 

lo mir assunij>tion regarding the ejitahliahmeni of the Reserve Batik 
a« early a.s [K>K.Hihle with capital provided by the State, That inati- 
tutiori js the firwi pre recpn^ute fc»r the nH>rganizatioii and deve- 
lopment of Indian hanking and is urgently recpimnl in order to 
make m< OMsed hanking fariliiieH availahU' to agrieultur«\ at prc*- 
sent the main industry of Imha. Tiie irn[>osition of an oldigation 
on t)ie (iovrrnment uoum diat«*iy to start the State Exchange Bank 
in ftdvante of the Jkank may weak* !) thc» jKivver of (lov* 

ernrnent to provide tla^ eapitat retpured fur the Ih^Hi'rve Batik. 
^V%* do not. iherehirt*. thmk it will }m* wix' to dela\ iietion in them^ 
Other directions [»y insist ing «>n the provisicui of State caipital for 
the j)ur[H»se of (he new Kxchange liank- Further, the c>|)j<vt ot 
creating a niwv l\\< )i,inge liank is to get for Indians not only a 
greater share of the foreign traile hut ais<> a greater share of tho 
financing of such trud^*. We have already oh^Tved that a low 
of tlie existing Indian joint-stock hanks are taking a part — though 
an inc'onstdenihle juirt — m this finance. For example, the Central 
Hank of India in lOdO had a turnover of about Xdj rnilJion *n 
foreign exchange and il is not unlikely that, left to itself, lliui hank 
will he al>le to develop its husiness within the next few years to 
u gneater extent.* We, tfic^refore, think it iniwlvisahle to c'nnite a 
Slate Exchange* Hank which would add to the diflicullies of the 
existing joint-stock hanks and therel>y lesmui their (dmnecs of 
taking their projs'r in the fmanc ing of India's foreign trade. 

Our colIeagueH liave theinscdves admitted that in a<^tual prac lke 
very few hard and fast rules can l>e laid down dernarciiting the 
dividing line helween the field res4*rved for intc^mal trade' and that 
for foreign tnule. We are cpiite sure that the new* Indian 
F^xchange Bunk, if it is to l>e a success, w*ould find it necesaary 
to give its clients a dir^xt coniH^dion from the interior with the 
foreign iitifsirteror exjsirter. This would invoive comjxdition wdth 
the existing banks and in order to avoid this comjsdition, our sug- 
gestion that the Indian joint-BUxk hanks should first he asked to 
subscrilx* to tlie cajutal of the new Think is justified. The new 
Bank fonmexi ac cjordmg to our |dan would l»e aide to inx* its mem- 
ber banks for finuncirig the fxirtion of tlie trade from the f)orts to tB# 
interior and even if it had U> enter into the field of internal tnide 
financing* tlie profits from this husinass would accrue to iha Indian 
joint-stock Iianks and <l»e entry into that husiness would not there- 
fore be resented as creating unfair and unheaUhy com|Kdition. 

♦ Th# rm$m Inatmtriml B#t>k Hid m Wawi as any 

«icoh«nf» bsnJf in Irsli* diortnf tlie first tew yesre of He life.” fiiabei ** Karfy 
Earopsea Beiiluwf In India 
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60h» Holding m we do, along with the authoTB of the dissen- 
ting minute, that the national ai^>iration to necure for Indians an 
increasing slmre of the hnaneiiig of India's foreign trade is quite 
legitimate, we fmve no he>sitation in rei-oniineuding that if the 
joinWRto<*k banks are unable to put up the capital required 
*tlje new^ Exchange Itank. and bv that tune have also l^een unable 
to i^atbfy Indian asf>iiiitjon8 in this corintHUion , the State muftt 
step in with all itn f>ov er and influence to make the new Bank a 
HiK'cesH. We do not, however, anticqxite that sikIi a <x)ntingeficy 
will aris4* we are sore that tlie Indian joint-stock banks will 
realize their resjKUisrbilit y in this matter. 

ohth The aulliors of the diHseniing minute justify the creation 
of a Slate Kxiliange Hank on tlie ground that it will provide a 
Huital)le institution to handle tlie remittance ojKTalions of the (iov- 
ernment. They add that the large amounts of rerniltaiue whi( !i 
(lovernmenl have annually to make abroad nt:<esMta!e the start- 
iug of an institution hir such nunittanceH. \\*e c annot st*e the fun e 
of their arguiiu nt in this matter. l^ven if tlie State lixehange 
Hank la* started, it will not he in a position to [»rovuU’ tla* sterling 
resourc'es required liy ( iovtTninent for meeting iheir ehargt's in 
England. \Vt‘ nnderst uid that one difficulty with the Indian 
stoc'k hanks which are iiovn oj>crating in the exchange field is that 
their share of the mifiort hills is grrniri than thru* share el the 
cxfKvrt lulls, rniess the new Jhink (hat our colleagues projK>8<> is 
al>le to oust ail tlie exi. ting hunks from the tudtl of fonugn trade 
finance^ we eannot h*h‘ liovv the inwv liank will he able to snpplv 
(fovernrnent with tlie amount of remittances recjuired without 
going to the other hanks for a major jxjrtion of their sterling funds 
abnmd. 'Fhe reamui why we nx-ommend that tlu» UeseTVe Hank 
sliould wiiHider using the new Indian Exchange Hank us its agent 
fur making remittance ojH'nitions is that tin* arrangenient will give 
the new Ikuik a prestige in the Indian lianking svslem, whicli, 
with the other facilities rt*eominciuled liy us, such us the provision 
of rediscount j>rivilegeH hy the Hest^rve Hank, will enable the new 
Bank to corn|M*te with the existing excliange banks, 

510, We do not understand the reference to the profite of the 
East India Eompanv arising fmni the reservation of foreign ex- 
change business to itself and the suggestion that the Btate should 
take over that business today. The fxisition of the East India 
Company was entirely different from that of the present Govern- 
ttieiii. The fonner was a trading body and as such could use the 
sterling resources at its disposal arising out of its trade for meeting 
itg sterling re<juirements to defray the charges of the Government 
in England. The Govemmeht is no kmger a trading bodv and it 
passes our cfwmprehension how it would be able, through the State 
Exchange Bank, to find Uie sterling wherewith to meet its reqmre- 
in England. 
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511. Our cx>lleji^ueg say that we enlertaui llie appufehenaion timt 
the fortu^ni exrliau|?e banka will jait up a very severe tt)n>f>t4ttion 
against the Indian Exeliange Bank and prevent it fnmi carrying 
on its nonnal o[>eratiotia. We cannot trace anything in the rejxwi 
which can have given tliem this impression, (>urohje<'t in bestow* 
ing on the new Ikink lertain privileges is to create ix>nfidenck^ 
the imnds of tlie public and to diret^t the foreign trade busineSK 
to the new institution. In this cxuinection we should like to refer 
to paragnipfj 45 of Mr, Satker's dismitiiig riiinutc on this 
cfiaptcr. 


512. Our i^dieagu* N have refernHl to the arguments in paragraph 
4^^ of oitr Kefxat against giving the new I'xi hangc Hank a inono- 
joly of (toverninent remittanic free from any <a)ntro| from the 
KcM'rve Hank, lliis argmuent had refcn'iice to a [)ro|H>sHl tlmt 
had h«a‘n made at one stage of <Mir deliheratioiis and we do not 
see any fsiint in the reference of our colleagues to this argument » 
wluui hy making even their new Kx<‘hungt' Hank an agent of tho 
Heserve Hank in the matter of reinittaiKc OfHTations and hy pto* 
vidiMg that flif‘ Hank sfiouhl not do this husineKs for prolit they 
have ai ccpted tlie < oiu he i»»n in tlit' parugra|>h of our r<»|Kirt referred 
to ahovt'. in sup|H»rt of ulueli iIicm* arguments were atlihaed l»v 

UK. 


5 l,t. ( >ur eolleagues state that we iulmit that tiu* \5»kohanm 
Sj)ec ie Hank furnishes an inti‘n‘s!ing parallel m <*onn<*etion with 
ihe <|u<‘Htion of tlir relation IhUvvinui the State l*!!xehange Hank and 
the Ih servf' Hank in regard l<# ilu^ rernittaiu‘<‘ ofi^TationH. We have 
niad«‘ no sueh admission arul m fa( 1 , from a re<sent hook, whadi we 
have had an op|»ottumty to ntudy, we do not think that fhe 
Yokohama Sfwcie Hank furniKhcK any guidaiue in tlu‘ malU^r. 
The halaiKe <»f trade in merelmndiw* in dapaii has generally In^Uk 


adv«‘r' 

'C as ''}io\v I) 

hv the following figures^ — 



fin n»U|}ori*< vf’n. ) 


191tl 

—74 


1920 

— 3«8 


1921 

-‘.'UU 


1922 

— 


1923 

--5H4 


1924 

-446 


1925 

-247 

With 

file balance 

of trade unfavourahle againat Ja|»an, we do nok 


«66 bow' tlie queaiion of either tlie Yokolmriia fipecie Bank or 
dtier excliange bank in dajian helping the (iovernment of Japan ii>» 
their remiitanc-e programme arif^fi. 


• PipMraMi of JapttMMo l»14 by Immy, 
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:>14. Our denire that the new Kxc han^ie Bank Bhotild 

hn HtarUHi iiiuiiediately WHiliii^^ for the ewtabli^hment of the 

JieM^rve Bank. They admit that liie new Bank would 'rtH|uire 
Jurther re»owree« JieBiden nliare rajatal and tliat these resources 
may l>e found jMirtiy from de}H>siif4 from the public and partly 
tlirough ad va litres from the (fovernment, Tliey hare a^^reed with 
tts in eoiiiiection witli the provincial industrial c*orfK>rations that 
an institution workm^^ wuh HjMHial jwtrona^e from (iovernment 
sliould not com|>clc with f>rivate agencies to whose development 
in tlie future all of us are i(>oking forward. We cannot, therefore, 
appreciate the witi shut ion willj which they iinticijmle the attmo 
tion of a lartfi* amount of deposits from the puhlie by tlieir State 
^i*4X(dian^e Bank in e<»mjH‘iition with existing jt>int-sto<*k hanks. 
•Ah re^ai'tlH (iovernment, ihnai^h the ('urreiHv Department, pro- 
viding adilitional working (‘apilal for the new institution hv dm* 
eountiuf^ impnl and exfKirt hills^ thin will surely lead to the 
addition of one more i i^enc y for the HUjiply of ( urreiu y in tins 
«^<:oiintry, when the pres4*nt dual agency for (ontrollm;; curreiu y ^ttd 
credit is alremly a matter for standing eritirisin. W'e are, there- 
fore, ('onviiK’ed that the establishment of a Kt»s4‘r\t* Hank is abso- 
lutely CHsential lM‘fore any mheme for tlie cn»ation of an Indian 
Exchange Hank m contemplaUHl, We furllier lio|x». as already 
puntrd out in pira^'raph 4Hr» of our Hepet, that tlu* full details of 
the H<'heme for a national institution rif tin* kiiui we have in view 
would lx* worke<l out in consultation with the Keserve Hank. 
W'hieli established on the basis whic h ut* e(>ut<‘m|>lati* m f>ara|4niph 
f)(X> will la* m thf* best pisitiou to ^'ive the mo^t disintcTcsted and 
valuable advic e in the* matter to the ( ioverniueul of the* da\ . 

olo. < )ur c'ollea^ues liave reterred to the exisleiu'c of tw<^ monev 
markets in India at the presemt day and suf^gest the entry (»f Indian.^ 
into tlie field of tlie financinj.( of forei^^n trade as a solution for 
unifving tlie two money markets. Wc^ have rt*fc‘rred to this «ub- 
jeet in pira^uiifdi oTs of our Kefxirt whcrt*in we have indicatcnl the 
pr^>p*r solution for the umfieation of the markets. I'hat solution 
is not for all the existing; institutions to c’rtmpne in carder to eafv 
ture the cximptraiively siiuill amount of hills that now exist In the 
foreign trade Inisiness hut to develop^ on a large male which 
India’s internal trade justifies, an expanded hill busmens whkdi 
would make it easy for t'apital to flow* from one market to the 
other and thereby level down all existing differei>res and finally 
lead to the alHiUtion of two m^fximte markets in India. 

516. (ipr colleagues differ materially fnnn u,s in re<x>m mending 
tlmt the new Exc hange Hank should l>e started immediately irrea- 
pe<*tive of the establishment of the Keserve Bank. As alr^ldy 
[minted out, there are various other recommendations of an urgent 
ehanwter like the development of agricultural bids, with tite resoE 
ij/^ increase in linking facilities available to agrieiiK lire, which 
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are wholly depetulent oil the eiitahlit^huieni of a Heserve Ihuik. In 
paragraph 48 of the note of diaaent, our colleagueis have aaid tKit 
the reanon why they have tlKHight it fU to single out the finance 
of foreign trade fi>r 4[>ei'ial treatment involving the adoption tif 
itiiuitHiiute 8te|>H without making Hiiiiilar rtHxunmendationg in 
regard to runil, induHtrial and commensal finance in the piewent^ 
m tlu‘ field of financing of fortugn trade of jxiwerful vented inter- 
ests winch nuiders dela\ in taking rcnuMlml measures detrunantal 
to national mieresis. W e regret we are unable to agre<' with our 
colleagues m tins res|«s t , as we consi<lcr the other things to llP 
of a mere unjent character from the [Kunt (»f \ uwv of the ei'onotnio 
welfan* “f ihc country than the needs m the s|therc of ttr* fmaiire 
of foreign triMle. Imlced if. m the latter sphen*. the estaldishment 
of an Indian Ivxchaiigc Ihink l»v its<idf is to help a wx'tion 

of tlu‘ (‘omiminity w lua h is eoni|winitivei\ wxaillhy m sceurmg W 
larger slune of a prolitahle trade, one ma} he parrloiu d for asking 
tlic tjiK'slion wlifUluT that MH tion of thi^ conmmiiuy itstHi should’* 
not tak(" ciunhincti :u t;oii t<» Mx ure the m^cessary remedy <*v«u» d 
surli action in\(»l\e^ a tcrtam amount cf extra cx|wnthturc to it 
during the iwrusl w liieft mu'^t elapM* ladoic ii can stsairc th * dt'Sired 
g< >a I . 

'»I7. regardn tht* reference of our colliaigues to thi» hralicli 
actiNities «»f the t’\( haiige l♦ilnks, we note that tliey pio|>i>s<^ the 
clo^n g (low n of < xisimg hniiiches of the exchange lainkH on (wxount 
of the unjusiifi<Ml i*nen>a< hiiieiit in the field of finafua* for int4^rnal 
tradt‘ to the harrassue*nl <»f Indian joint sUs k hanks. \\\^ might 
|w»mt out that ther<* arc no lirancheH of exchange Imnkw m (i out 
of the jin>vin<’es m India, namely Asnam, Ihuigal, Ihhar and 
(Irissii, Homhay, ( eiitral iVoviiHes and Mjiilras. ^riiey lannot, 
tlierefore, Iw/ said to liave enrroa<'hed on Indian joint-stof k hanka 
in any of the^* prov inces m alt of which the devclo|*ment of hanking 
facilities is urg«uitly nc4 essiiry, ^rhe l»ran< la*s of the foreign ex- 
eliange hanks, wliere t)»ev exist, serve a didinite and 

are not prepared to dej^nve the puhlk’ of tlie fio ilifies which it 
derives from their exislencrc We may observe tliat in almost ad 
of them places certair» Indian joint-sUx k hanks l»ave ojiened 
branchexv long after tli * estaldislunent of brandies by the foreign 
exchange banks. We should like to add that if tlie Indian public 
diHlikes the o|H"nitions of these! linindieH of foreign banks ti can 
Ikke efftx'tive action in scxuniig that tfw\y are clow^d down by 
its ciistoiii from therio As a cx>ntnisi to the opintoti 
df our colleagues, we would refer to Mr. IVichkhanawHla’s evidence 
tefore u« where he has said that if foreign exdmiige banka jifefcr 
to ojien a branch at a certain place where there arc no banking fad. 
flties, he wotiW not prevent thetn from going tlure ft^tieatiaix 
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II — Dibsbntino minute of Mr X. R, Sarkbr 

5 IB. In deahng with the di»mjntuig ininut^^ of our «ix colieagues 
Ht Bome length we have aiiBwerod many of the ix>uit8 raised m 
Mr. Barker's irunnie. VVe deal Ik*Iow only with a few |X)inta which 
have not hix-n covered hy our comments in the prec'eding {>ara* 
graphs or m the l>ody of the re|x>rt. 

519. Mr. Surker has given a recouhtnicted taf>le showing the 
resjM\tive shares of the exchange l>anks. the ImjM'nal Rank of 
India and (he Indian joint-stwk hanks of Ixinknig de{K>8its m 
India. From that table he comes to Uie tiuiclusiun that there has 
Ix>en a dis|>ru[H:irtionaU" growth of tlie shan* of deposits with foreign 
hanks. We d<» not M^e Hn\ justification for Ins including the 
figures of the Allahaha<i Hank in the lieading of ' foreign banks" 

this hank sldl continues to do {)iily inland trade hiisiness and is 
41 hank registered uiuler the Indian ( ompaint^s Act 

529. As regards tlie conditions of the liceiue, the main jxunts 
of difference Ix^tween Mr. Surker and ours<d\es is iluit v\e do not 
agrtx^ with the ('onfinement of (he husineH.s of the exchange hanks 
lo port towns and the restriction on (lie acipnsition h\ exthange 
hanks of shares m other Indian hanking concerns We liave 

f iven our reasons ver> fully in the Isk 1\ of the rej>ort us to whv we 
ave not lieen able to accept them* conditions Mr Surker haa 
referred in this connection to the finseedings of the International 
(Vinferema* on the 'rreatment of Foreigners ludd in l5irK in 1929 
Vs\y regret that for want i>f time it has not lH*en jM>ssihle for us to 
ohtain and study this diKument. lAen aHsuming. as Mr. Sarker 
tiuys, tlmt it was iwcepUHl in the courm' of discussions at tlmt 
(Vmfererice iluit the right of international (‘niiunerce would not 
upjdy to the retail iratle or hawking or p^chihng, we vMsh to |>o!nt 
out that the husiness of c^xi hange hanks at tlieir ujxomitr} 
hranches would not schtii to go against this principle, as at tliese 
placvs their husiness is connected inainlv with intenintional trade 

521. As regards the rest of the conditions, we have embexhed only 
some of them as comhlions in tlie licence to he grank*d by tl»e 
llem^rve Hunk and have left others for a convention Ivetween the 
(Government and the exchange hunks. Mr. Barker himself admits " 
that It i» jxissible that such a convention may be esiabhah^ in 
which. a\m he Ihuiks that the txmditionsi n*^ not be mcJiidd# 
Rp 4 xnfieaUy ui the hevnee. It is only if (tovernment fail to mtMkh 
huh such a convention that he suggests tlmt the terms should be 
enforceil in the licence. 

5*22, Mr. Barker has suggested the introduction of an Rxporls 
Credits Bvheme on tlie lines of those in force in (Jreat Britain and 
Germany. This matter was never diaeusaed before the Commilloe 
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and it is not ponnible foi vis at thi» st&ge to any opiiuoti ou 

the queatioiK 

52^1 As rt'^^anls Mr. Sarker coiiunents on out rf^toiiunoiuia* 
tion reganluig joiut tnuiks, we have ouraelvea adniUteii in oiir 
report that lu. i't>tH*rele scheme vvas placed tiefore us. The idea of 
joiut banks st^t*lnrt to Ih‘ a valuable one, and liaa l»een tried in other 
cx>untnes, hut the details imist worked out by pnicticul finan- 
ciers aiul only when there is a pn>s[H*et of trade revival. 

524. In our m heme of iveoniinendations \%e have providetl for 
tjie estahlishinent of an Indian Kxchan^e liank only ufU»r ailetnpiii 
to secure for liulians tlieir le|;itiiiuite share of fonu^n tnule fiimiuxs 
by usint,' the existing injudiinery are not erowmal with mut't^as. 
We liave, thert‘h»n‘, not thouiJfiit U nee«*sHarv to fdl in the detailH 
of the new in.stitution and have left them to be worked out in con- 
aultalion with tiu* Keserve Hank with tine ref^urd to the eiriutns- 
tances prevailing at the time of the creation of that Bank. We 
aceonhn^dy tlunk il will siuve no purinme for uh to erituifu* 

the dt*lails of the Indian Kxchan^^e Bank ^f^iven in Mr. Sarker s 
disH<*ntinj 4 iniinite. W<* note that Mr, Sarker is of lIuMpiestion lliat 
the new Imlian b'xt hanjLTe Bank slioiild l>e started imnu*<hately aftcf 
the estahlislunent of the Ib'serve Bank and that the ni»w Bank 
should not he a purely State Kxi4mn|»e Bank as firofx^si'd by our 
SIX dissenting.: rolh^a^oies 


^ in. — CoNcrusiON. 

525. Finally, we wish to add that w'«* do not feel that it is 
TiMTSBiiry to inak<» any mo<lifications m our n»comimuuhitionrt in 
this chapter. We have no doubt that when a constitution of 
the tyfic etivimi^H^i by us crunes into for<e, if the autlioritJes 
find that a fiank has not Ikhui established lyy then, 

or that its early t^stablishment is not a prfMdii'al profsisitinn . 
they will take siKrb action as they may find feasible to ^ive ef7<s*t 
to t!»e prituuf>e8 underlying our various recofurriendations with due 
iv^gard to the degriM* of iinfsirtaiiee they may attach to eindi of these 
from tlie [Mdnt of view of the ecorioms* welfare of the country 
jifiirliole. 



CHAFTEB XVm. 

THE BANKJNG SYSTEM AND THE MONEY MAKKET. 


The Lvipkriae IUnk of India. 

.‘>20. In Ohapier III, we liave alieadv clewTibtHi tlie functions 
arui workin^^ of the Ifn[H*nal Ihnik of India and in sub^*t=MpJent 
eluipterH ue have made varioiiH reeoiiunendations in rej^ard to the 
dina tionn in whi< h its prenuu useful ac tivities may lie extended. 
We have hU|/geHted tliat ; — 

(\> it mi^dd use tlie bankn-s, as a;.:ents for collec- 

tion of (heques and bills in the sanu^ manner as it 
joint *s!o k or (a>*o|><*rcl e hanks (fwinignijdi 

it mi^ht clistaiunt tie* hills of iruh^ennus lianktTs more 
freidy than at f»res4*nt ^ j«4ir5iirra{di Ml'. 

(im the uHsistaiue nmdered to co-operative hanks in the 
matter of cash credits and overdrafts a^^Minst wound 
sfM urity sliould he continued iparajfraph 1^1 . 

(iv> It should grant to Iht^ (a)-o|KTati vc hanks remittance 
facilities for otluu' tliau t‘o-o|H*raiive juiijmiscss on the 
samt‘ terms us for joint-stcH-k hanks {|Kiragniph 1B*2\ 
(v) it should continue to follow a Idn'ral {><>iicy in tlie matter 
of granting advances against iigruaiUural 
g( M i< > w ns ( j ta ni gra ph 1 H.') » , 

(vi^ the exisiing [iriictux* of giving loiins against gold onia- 
ments ^^hould l*e furtlier diweiofa'd (|>iinigraph 
(vii) witliin Wife and projH'r limits it should extend the 
assistance at jireiw^nt given to industries on the line« 
followed l»y joint-stiK'k Imnks in Cfeanany (paragra|>h 
:01K 

under ixmditioiis i^xplatned by us it should endeavour 
to take itw prtifviT pkice among the banks financui|f 
tlu' foreign trade of India t jisiragntpli 

527. 'Fbeie are a few other nu«i'ellantx>ns nuiiters connected 
with the In^ierial Bank of India which we projiofte to deal 
in this clm|>ter. When the Beserve Bank Bill was introduced in 
the Aaaemhly, another Bill to amend the Imperial Bank at IndBii 
Act. IfhKh was also simultaneously intrcHliietHl with the olqect 
of freeing the Bank from the restrictions which on acconnl rf 
its hybrid nature were iin|x>ased upon it. and of nnidifying ihn 

( ) 
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tronirol of (iovi^nment ovor it a ojk^nition-^ In .11 t^utl 

35 \v\' huvf* refemnl t»riot1y (o tiu* restrictions ntul to tite n;Uiiiv 
of the control ; hot it will 1 k' convenient to give in mine iletail the 
8«lient featnrcH of iht^ ansen<ling Bill of 1*127 as intslifiCil by the 
Joint roininiliee of t!ie Ontnil liegislatu^^ Tliev are : — 

1'he liijjHrial Bank shonKI niuler arrangements wnh the 
jRemrve Ikink of In»ha m l as agent of tin' latter in jlaces where 
the Beservc leu»k haw no hruni hes. 

The proMsion that gives jH)\ver to tire (iovenu>r (lenenil 
to ia^ne instrut lions to the Bank in resjKa t of t'ertain matters 
sIkmiUI l>e reiH^ahal. 

(cj l\>wer should la' given t4» tlie Bank to eslaldish hranefies 
or ageiKies at such places m India or elmwljcre an it (hvmtt 
advantageouH. 

(d> The ( eiitrul Board should ia>nsist of liie folKnving (iovernorA, 
<i) tlie Bn*Hident and the VicavBrcHideni of the laHJil Ikairds 
estahlisheti hy tlie Act, <n) a Managing (lovernor apjvoinled hy Iho 
(Vntral lioard, Min a llepiity Managing (lovernor aj>|>oinled hy 
the ( entral Board, (iv) the Secretaries of the lawail Bfiarda entah* 
lishetl hy the Act. and ivi such numlMT of (MTs^ins to repnwnt 
any laMul Tioards estaldished liereafter as tlie Onlral lb>ard 
Tfiight prcsi'rilav I’he Deputy Managing (iovernor should 
entitled to vote in tlie nhmnce of the Managing (fovernor, hut the 
Governors ified in cliium (iv > shouid not Is* entitled to vote 
and they will he given ordy the jK>wer to take part in the de!il>era* 
lions of the TViard. 

ceTThe Ihink sliould he authorized to make advanies and o[>t*n 
cash credits on the ws urity of deheiitures issneil uiuler thr aiitho- 
rity of a Munii if>al Ik>anl or ( hjininittee. 

(/) The Bank should he eiii|w)\vered, sulijert to anv g^encral 
or sjx><‘iril directions fn>m tlie Onlral Board, to make advances 
and o|>en cash credits on the meuritv of fully pniil shares and 
deUmtures of companies with limited liahiliiy whether registered 
in India or elsewhere. 

(f/» The Bank should t>e allowed to advanre freely on liyjxdhe- 
calMns instead of being re«triet<Nl to making lulvanceA only againist 
goods in its f xmsefision . 

ih) The Bank should he allowed to buy and foreign hi)l^( 

of «ebange. 

(f) The existing rei»trictian» on the borrowing of money in 
England by the B*»nk alioiild be removed* 

(f) The statement of ihe ImUinee of the Bank aliould contain 
the jjarticiibni, and ahould be in the form, required by aection 132 
<>f the Indian Companies Act of 1913 and the proviskwa of isoefion 
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130 (if the mim Act nhoiild apply to the Bank in like manner as* 
they Hfiply li> a (laiiking company. 

{k) \ arioiiH adiaiim^trative deleiti* ui the working of the Baiik 
eliould also be removed. 

WlTllllHAW AL of ItHSTItlCTlONS. 

528. It will he H*en from the above tliat some of the mijxirlant 
reHinctions on the o[K*ration5 of the Bank were left untouched. 
We underHtand tliat this was due to the fact that the Managing 
(lOvernorKof the Bank desired llieir retention in view of tlie s|>eciil 
fKisition which it was tlien <*ontem|iiated that tlie Bank would 
occu|>v even after tlie Bes<*rv«‘ Bank had hiim estahlished. As 
staled ill parugra[»h 1^1, we do rot dt‘sire to ff ttcr the discretion 
of the Itcservc Bank m the luatn r of its choosing its <Avn agents 
and MV v\ould prefer t<» givf tlu* lh‘serv • Bank fu l disiretiou to 
utilt7»* the lmp*‘ria! Bank as its agents in the ^‘ountrv until the 
Board of tin* KcH rve Bank are able to makf |M‘rinancni arr.mge- 
nu^lits witli the Iiu|s*rial Bank or an\ other hank. We have sug- 
gested that under certain conditions the Beserve Bank might give 
tlu* [ntjsTiai Ikink a mono|>o|y in agt iu y husiiu'^s. If, howe ver, 
this IS lu^t found feasdde. t!»e |M>s:imn of the InifKTJul Bank of 
India would he on a fsir with the other joint-siork hank^ m the 
country and we would tiot !»♦* op|K)Mal to thr n stnetion< !infK)>cd 
hy tlu‘ present Ac t and projK>s4Hl to he re? tmed in thr* amending 
Bill t>e»ng w ithdraw n. 


Si*R(M\n c nAMTRa. 

5211. Tlie question has lu^en niistd wlu tlier wl:en the Tles<*rv6 
Ihuik is crt*ated it is necessarv' for the Inijx^rial Bank of India 
to Imve a sp^Hunl cimrter of its own. This suggeslion is iiminiy 
lnis<*d on the suspicion that a spe<*ial charter would giv(* the 
lm{x*rial Iknk of India a {position and prestige wliicli would he 
didrimental to the interests of the other joint-sto-k banks in the 
country. Certain obligations are imposed on the Indian jomt- 
Htwk companies by the present Indian Comjxanies A<*t and that 
the Tfnj>erial Bank of India is free from tlietse oldigations under 
its s{>e<*ial cimrter is also anotlier consideration urged in favour of 
this suggestion. We have already mentionetl in paragraph 527 
that in the Imperial Bank of India Amending Bill as rnodi6ed by 
the Joint rominittee f^novision has been made for the Imperial 
Bank fulfilling the very imf>ortani requirements of Sertions 
and Viki of the Indian (tompanies Act in the mme way as other 
ioint-Ktoi'k banks in the country. Although we propose that the 
Reserve Bank of India rfiould be given fuU discretidn in the maliar 
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of vhixmtv^ it> \vc ieel tirnt the fact iltat the Ift^perial 

liank of India a iar^^er miinlK'r «>f hraiklie^ Hprea<l thn>u^lu>ut 
the country than any other jotnt-idoc'k twink would lead the Ih^nt^rve 
Bank of itB owi\ accord to have the Iin(H>nal Bank of India m 
its <‘hief, if not its sole, aj^jent. Thm tigeiw v huBinesw would inchule 
Government Treasury hnsinesjn and we think that it is on the 
whole desinihle to continue the s|mm'UiI cduirter witli suitable 
amendments 


OcKNiNo or nn\MHKs 

In the Ib'M'Vvr Bank Bill of 10J7 [provision wa^ made 
for the ^rant of rcutain Jiterest frcH^ hiilances to the Im|K*rial Bank 
»)f India witli a view to ♦*neounig«» the extension of Us hratedi 
hankiniT H tivitus in the interior. It was urgc‘d at the* Imu' that 
th<‘ onlv fto^sdehtN f<»r indipuHUis hanks to dc'Volop their hnwuu^HH 
was to ojsui hraiu!a*‘i whrre the* Imfs'nal Bank of India had none, 
and that this |Ke^Ml»ility uc»uld Ih‘ ^liut out if the (Jove rmnent ^'av«* 
anv sjKH ial (‘ont essioH to th<‘ IinjHuial Bank of India wliirh vvas 
not ^.nven to the* othei' hanks. I'hc* forec* of tins ar^numuit apjiearH 
to liav'C Keen appns iat<*d hy tie* Joint Coinnnttcv* u ha h hh ono 
nemdtal tin* ouii*'‘aon of this pnoision m the amendcal Bid. W c^ 
urt‘ in full s\in|>athy uith (he aspirations of lla' Indian joint f^oek 
hanks and \\f* eonsnh r lliat any fac ility gi\#*n h\ the* (Jovernnient 
ui hy the Ives^Tvc- Bank, lH*n it is c^stahlnJa'd , sTiould h< frca*iy 
uvailahit* ie»t cmiy (o the* Irnj>enal Bank <‘f India hut to all nlh< r 
joint*sUx*k hanks in the country. With tliin c*nd in view namely, 
to eie/ounigc* tin* njM*ning of hranc*hes of joint stoc k hanks, we 
have elscnvliere n‘f' 0 !nniendc>d that tlie liesc‘r\'e Bank ma\ place 
for the first five* years with every new branc h ojnuied hy an ajv 
prox'ed joint-stex k hank at a centre, where there arc* no joirit-Ht<K*k 
banks, a de[K>sit of sucli sum on sik Ii terms as it mav consider 
ntx'f'smiry. 

r»‘B- In their sej»anite rejx»rt the foreign exfK'rtw have ref»*rred. 
to the recommendation in the preceding f#«ragni|»h, with whkh 
they do not agr«*e on (he ground (hat it would Ijie contrary tc» die 
principles on wliich the j'xdicy of a Beserve Bank should be based. 
We have pointed out tliat the jirovision for giving assist ance *0 the 
Imperial Tiank of India in order to enable it to of«m hranches in 
the interior w^as rejfMded hy the Joint Committee of tlie Central 
liegisialtire not on the groimd of any opposition to tlie firindple 
of such amistance hut I>a<^nae they were against giving fireferential 
treatment to the Imperiiil Bank of India as comfuared with other 
tuinka. Our recommendation aimplv extends the genera} jcrirKUpIe 
to all the joint-stock banka in the interests of extenaion af bank* 
ing througlioiit India. As slated in Chapter XX III in connection 
with the }x>licy of the Reaene Bank and its relat kina to other 

r 2 
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banks, a great deal must be left, in rnattera of tliis kind, to the 
discretion of the management of the lieserve Bank, 

Indiamzation of staff. 


532. The qiieHtinn of Indiani/ar tun the of t}»e Tmpexial 
X^ank of India has l>een |»resMMl Iwfore ns. The Ihink has already 
inaugnratcMl a srlimie of training youn: Indians which is dM* 
<*rihc(l m the evidenee of the Maiiaging (iovernor of tlie TnijK?rial 
Bank of India. We have been told iliat ^taff oftners of (lie Bank 
are now to an increasing extent Oerng promoted from the Assist- 
ants trained in the Bank under the j>rol>ationers’ scheme and the 
following figures have been supplied showing the direct fsfsruit- 
merit in liondon and from the staff in India during the last six 
years : — 


from 

L'^inlcm. 


Kccrujteti 

frntrt 

In fnUiB. 


Euroj>#*i»n. Indtiin. fn»li#n<. 


1025 


32 


U 


1026 

1027 

1028 
1920 
1030 


6 I 


3 

H 

0 


> i 


1 

4 

T 

I 


In }Hiragniph we have rtvommended that if tlie Imjieria! 

Bank of India is given, in i*oniiection with its entry into the field 
of foreign trade finance, the s}X‘cia| camcession of iMung appointed 
the sole agent of ih<» Iteserve Ihuik at certain places in India, no 
fiirtlier recruitment of non-Indians to the staff of the Inijrerial 
Bank slKiuld In* made except in special ceases with the approval of 
the X^inance Minister of tlw? Government of India. WXiile we con- 
sider «uch a condition justifiable in tcmnection with fhe grant of 
any apecial concession to the Imptrrial Bank of India, we do not 
think it necessary to make any reconimendation to cover the 
interim i^eriod before the establishment of the Kieserve Bank. If 
|ho privitege of the free uee of tlte Government balaneaa and 
oilier conc^aiona now enjoyed by the Imperial Bank of India 





rm BAHKtm BIBTMU AKD THB MOKKY MAHKKT---THE IMPBEUL 478 

8SiiN#OF INDIA. 

h a conJ^iderHtion in favour of the of furtlier Indianization 

as urged l>y U Ims also lo be nnuemlH^rt*<l that thei»e 

privileged are not gnven without a quid pro quo and that tlie Im- 
perial Bank of India hm to incur a large exjauuliture on aceouni 
of the staff eiufuloyed for iarrying on the (loveriunent Treasury 
business. \W should at tlie same tune like t<j ntld that tlie ques- 
tion of Induuu/atum stands on its ov^n liicriU us a matter of jKilk'V 
^ India. 

o.Tt. Sevi ral of our n)fUid>ers have urged that the apfxiintnient 
of the stuff is a matter wlueh slionld m all cireuinstuiKVs be left 
solely to ttie diM iiUion of thet'eninil Iksird^ and eoivsider that tlwnr 
bands should not he fettered in making up|K>intm<‘n(s to thi^ 
su|x'n()r Hlaff In view <»f the arguments prmliKed in the Ibqwt 
of (he ICxternal Capital Committee, IjoweVer. we consider that 
the voiu eR-ions ue fia ummend and \\ hi* h are refern^d to in tha 
previous jwirHgrafdi. justify onr pro|K>sals regarding not only tv 
mujoritv of Indian directors hut a definite rest ri^ l ion on the further 
rt*<‘ruitmen( of noin Indians to the staff. 



CHAPTER XiX. 


THE BANKING SYSTEM AND THE MONEY MARKET— 

rofttd. 

(OMMKIU IAJ. rUNKlNd. 

(iRNKRAL. 

vrr In the exart hi tin* uf tlie word, coinnierciiil hanking W 
India la nn<lrrtaktni h} the Jnija-nal Hank oi India, the foreign 
hankn <‘(»nuie>nly known as exrhaiige hanks, the Indian joint- 
fitm'k hatiks and inanv of the indigenons hankers. We Inive 
dealt in (‘hapti^r XVI 1 1 with eeriain op<nati<>ns (»f the first of 
thes 4 * institntions, and in ( hapter \'lll we have dealt witli the 
lawt*nained institution In ( liaptor X\’If we havt^ dealt with 
ilu' ojH ratioiiH of the c xehangt^ hanks, mainly in eoniua lion with 
the financing t»f foreign trade. The nunarks in tins chapter 
refer elnefiy to the f»jkU‘alions of Indian joint-strs k hanks, though 
they also apply in eertain eaH<\s to similar o[Mva!ions of the othpr 
iiiRtitutions, 

add. In India as in almost all other prineij»al countries of the 
world. ('omiiH'reial l>anks are engaged mostly in the distribution 
of credit, Idu* right of isRuing notes is denied to them, tbif? latter 
function Inung the firivilege of the State in India and of the (‘entral 
Ifanks iu the otluu- prin(a|a! (ountru's ex<<‘pting (danaila, where 
commeri'iai hanks still }K>ss<es8 the rig lit of issuing notes, and 
certain oUier countries wfiere the j^ower is in the proi ess of transfer 
to a Ventral Think For the piir]>osi^s of their lending o[H^rations, 
the hanks have to tle|HUid almost wholly on the res^uirces which 
they can s^H ure hy attracting dejKwits from jvople who Iiave money 
to spare for the time Inung, or bv obtaining loans against their ’ 
invest ments of various categories. Nevertlieiess , eommefcia^^ 
hanks nnider a most valuable s<^rvice to the o<'OiK)rni(^ life of the 
community l>y mobilising the hanking resources to which we have 
refcrrcil and making them available to the l>est interest of th«i 
community. 

For reasons which we have stated in Chapter XAT^I, Indian 
joint-Rt<x'k hanks practically take no part in the fmanring of India's 
foreign trade from the stage at which exports leave her ports, or 
to the stage at whicli imports arrive thereat. We have in ihsi 
chapter made I'ertain suggestions for increasing the participation 
of Indian joint^stwk banks in this business. 

f>d7. Follow ing the orthodox practice of English banks, Indian 
joint-stock banks, generally speaking, give loans for short periods 

( 874 ) 
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^ncl a^^aiiist (vrtiiin of Hi^’urily. Tb<’ rt'suh i>, ha.4 luvo 

broupht out in Chapter X\'I, tluit they tit) not tak<* any material 
part in the fm.uuu'p of imIuMnex* unlike the vJennan or (\mti- 
nenial hanks in Kuroj>*\ In that elm pi r, we Imvi^ m lilt* etriinn 
reooinmentkidens on the suhjWt. 

nMVKlorX!K\T or FtKrOSITH VNO in" 

"I’tH. Fri>?n uluU heei-f stateil m pHrapraph '*'r» it \vi!l he evi- 
dent that the ilevvlopinent of 'ominereial hankmp ik^pends iniiinly 
on the flow of <le|>osit^ < in.a eomparoxm of tlie ti^iiovs of de|M>Hifa 
of the hankirvp nwtitntionH from iho vear to the year 

tlie wtu* loil to draw the infenmee that ili spile i\\o eslah- 

lishment of iieu hanks and hr*uirhes de|K>silH havi‘ not de\'<do|MMl 
and lhal th»‘ loimtrv aeeordin^^dy is not "houndinu! wj!) nnlapjed 
hankine possif»jlit It mijjhl apjHair, at first si^hl. from the 
fedknvmp t;dde 4d dejsmits \vith the various elass^'s of hanks for the 
ten MMTs endmi: lhat tijere is not muc h seoj**’ for the deselnp- 

TnOilt of de[s>siis - 



Year. 

» 

• ImpOfiiil 
; ItAnkof 

i Indm 

1 (rrivutn 
fkponilii.) 

Fxrhange 

1 

Jiilnt 

StTM-k 

nkn. 

Tofttl 
of nil 
\mukn. 




/« crorr* r>/ fujwt*. 


1010 


. : ns , 

74 

1 

61 

263 

i02O 


. ' 7h 

76 

7.1 

226 

^#21 

. 

m 

76 

HO 

221 

J#I32 

• 


7,1 

m 

1 iir, 

;|»23 

. 

.1 71 ^ 

as 

48 

IttO 


• 

• ■ I 

71 

aV6 

203 

102& 

. 

7H 

71 

68 

2u7 

t»sa 

* 

. : 74 : 

72 

63 

2011 

l»«7 


. ‘ 7:* 

m 

64 1 

206 

1928 

* 

, S 71 

71 

96 

208 

It is 

not, however. 

eoiTfsct to infer 

from these 

figures 

Uiat the 


banking reiiource» of India are limitai. Hie following factors ha%'e 
to be taken into account : — 

The nuiij|>er of tow'ns which fK>si*4^ss<'d a hunk or 

m bnnch or agency of a bank waa only iHi} in the year lllJfh In 
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It was 339, showing an increase of eighty-three per cent, 
but nevertheless a very insignificant increase, c'oosidering that the* 
number of towns in India is about li is true that the in- 

vestigations of tl»e Provincial Banking Enquiry Committees indi- 
c:ate that there is little hoarded wealth in the c*ouniry held in pre- 
cious metals other titan investments in ornaments and jewellery. 
It is obvious, however, that tfie absi*iicc of banking fa^^ilities at 
most of lliie uri>an (entres must result in the lemfxirarv^ ioc^king up 
wjtb individual {x^s^essors of large sums of money which may bo 
required fur ex|s*iiditure later hm vvhi<‘h, if commercial banks were 
in existciue at sueb centres, wrnild be made available for the deve- 
iopMKUit of <Tedit fa<*ihties. |>arti<‘ulaily it> meet seaH<»nal require- 
ments. We have not overlooked in this roniunUion the existence 
of indigiMious bankers, but it ajqH^ars from tlu* refH)rts of the Pro- 
vineial Itanking Knqmrv ( faiimittees that il is not the universaf 
[vnulice of tlieH<^ ban kern at all |>laees in India to jiicept d< j>osit» 
from (be public (’onsid<Ting (la* bw t that ibe vast bulk nf the 
fM*ople live not in (owns but in villages, the ahs<uu e of banking 
facilities to tbe jK'ople at large tiecoines all the more noticeable. 

d'be deposits with co-oju’rat ivc riuura} banks and banking 
unions on 30th June ]930 wt*re Us. 18^ crores. Eurthor, in 
spite of various restric t ions on investTiienis in tie* |»f)slal savings 
lianks and |Hist oflu’e (’ash eertifuaft's. the figures of these a^aounta 
iiu reused from Rs. 27 ( ror(»s in 1021-22 to Ifs 72 crores in 1020-'K). 
'rbest* facts, together with the iiuTease in (tovernmem iMirrowingB 
by sbort-tenn l(wns and the treasury bills, at any rate, during the 
last few years, indicate the existence of jM>ten{ial banking re- 
sources in India. Tbe Committee nxogni/e at the sune time ihaA 

tbe extent that these sh<»rt-tenr« ]<iaTei ami treasure bil s aff 
taken up by banks out of defK)*-its, the in(Teas4^ in Government 
Imrnuvings hv tliis method would n<»t Ih‘ a sepanit^^ factor. 

(3i Aitixiugh no ;U (‘urate figures of export of capital from India 
are avajluble, it is gtoierHlly accefUed that resources which would 
ordinurilx' have remained in Imlia have had in rer^ent yeara W 
tendency to Ih' remitted abroad, and this would j^rlly liffect 
de|K)sits. 

(4> Tlie duplication of deposits has btxM: veiy* much l<e^ 
rwent years than before, the balances of the exchange btoks Ana 
of the joint -strH*k banks witlv other banks and interlending among 
banks lK»ing very much less than what IIk\v were ten years ago. 
The dejMisit figures f>f P>28 would, if these balances w*er#%xcluded 
throughout the derennium. show a larger incTease during the period 
than is a{q>arent. 

(5) The last years of the decennivim were years of trade dv*prea- 
»ion. xvhile the earlier years were of the I)oom period. A slatjslieal 
eomjmrison of the mere figures of total deposit, tlirrefare, doca 
not convey a true idea of the position. Owing to aeiite tradt 
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depressions ti shrinkage in the loans advanced by Imnks ia Inevit- 
able, and the figures of total de|>ostis inuKt ntH'^^ssarily be affected 
to t!ie extent of deposits ordiimrily ort^ated by such kmns and 
rtdhvted in the ieturns for the yeiu's wlien tnide is brisk. Further, 
it must Im' reineiidHTed that the hank failures during tlu? yetira 
an<i pariiculiirly the failure of the Alliance Bank of 

Simla, must ncK'ssarily caust' a teiii|H»n*rv 8<*t-bHck. Buring these 
two vrars as many as do hanks failed, their total paiibup caipiUd 
being Ks. iW iakliH, and iheir snbscrilwal capitiii Hs. l,G‘iO lakhs, 
i Vspijc tln ^' adv^ f'-c fat lors. there has ineii a steady inefense in 
the Nolume of dejawits of the hanks fr<»m the y<‘ar HKX) to the jottf 
as will he sia ii from tlie f<d{i>\ving (able : — 

n rerrn of Hm.) 


Year. 

Irn|>ra*jiil 
Hftnk of 
IndtA. 

! 

hankii. 

1 

1 Joint fit^x^k i iknkii. 

1 

1 1'fdal 

I of *II 
t>aiik«. 

Drfpowits 

(Trivat^'). 

(in India). 

NimdxM" 

of 

roport- 

in« 

l>4inkf. 

1 

1 

Deposits. 1 

i 

KtunWr 

of 

rniK>rt* 

in« 

takoks. 

l>«po4iii« » 


15 

n 

{H) , 

K* 

(fi* 

3f 

1005 . 

22 

.7 

j 


12* 

(f^i* 

51 

1010 , 

52 

25 

(M) 

2«* 


«f 

1015 . 

50 

35 

(tn 

1 

10 

(45) 

0» 

■ C' 

1020 . 

7H 

7.5 

(15) 

73 

(5h) 

2.25 

1025 . 

Tg 

71 

(i8) 

m 1 

1 

} 

(74) 

2,07 

1028 . 

71 1 

( 

71 

OH) 

i 

1 

m 

(74) 



^ • I>om n<yi fflmtifiSC t > txink«i with rAfeiAl nod resutvf^ fiC 

fU. onm lAkh •ikI t>v«r b»jt tl an ♦> lafeKw 

It may Ijn? noted that the de|)Osit^^ received by indigenoua hankt^rs 
have not been iik hided in the foregoing tablefi owing to wani of 
reliable statistics : nor have we for a similar renHon inchided^t^ 
dieposits rci^eived by industrial eiiterpris»?s like tlie <otton mii||i iH 
Ahmedabad and Bombay. " ^ 
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6)*), Having regard to all the fiutorg affecting the volume of 
and alm> to the experience of bankg tfiat have ofiened 
l>ran<*he» in the inofuHgil and Buc<*€?eded in attrac’ting locMatl capital, 
we are inclined to believe that there in Btill considerable scope 
for the develojnuent of banking, r{x*ciaily braiuli Itanking, ir. the 
country and for maturing defaults in increasing amounts |mrticu- 
larly from placcvn wlterc tbere are no banks at presc^nt. The 
bruncliOH of the ImfMTial Jiank of Imlia, for inslance, liave beer 
very succesHful m raismg l<x*al dejx>siig. In England, pirtly as a 
result of the gnat dcvi lopment of braneli banking in recent years, 
iljc deposits of the lug five’* in IfhiS amounted to TEGGO millions, 
or ahcMii II times their capital and resc‘ne.s widen totalled £'l IG 
nnllions. I’he correnpanding fignires for the siirne year of the five 
biggest joint stock banks in India exchxling tlie Tin|xTia! i>ank, 
are f eM[xs‘t ively Its. IV) crores and lls. 7 crores. 

o|V). At the same tune we r»x‘ogni/e that the estabiislimi-iit of 
a braneh bank may not always be a remnia ralive profxjHition 
to th(* l>ank from the outset. W'e aerordingly pM-omm«md that 
vcith a view to ma cuiraguig lla* o|HmiHg of braneln's l)y joint-stock 
hanks, the Kesc'rve Ikuik may place, fi>r the fir^t five years, with 
every new braneh ojxmed by an approved joint-sl^s k bank at a 
centre where tie're is no joint-sirH*k hank, a df*|>osif of su« h sum 
on such t<*rms ami conditions as it mav eon^uirr nece^siir^. 

oil. It V ill, howt*ver, bc‘ long before India is jirovaded with 
net-work of braiuhcx <if joint-Hl<M*k lianks. I’artly for this nelson 
and (>artly to utilize the valuable kimwitdge and re-H)urc4*s of (be 
indigenoiiH hankers, it is iHUCHHurv to link up the latltT with the 
Ih^Hcrve Hank and tluis to ^tituigHicui tleur pl^‘^ent j^osition a.u* in- 
crease* their utility, }s\riieulariy for the purjxvst* of providing bank- 
ing faeihties in urcMs where tla're is no hank at j res^uit and to 
classes of jHipniation wIcom* nspnn itcuUs are not generally ratenal 
i[or by joinl-stiM’k or co o|KUauve liank The e xact inethcMl of 
linking the indigenous bankers w ith the fb*serve Hank lias a .ready ^ 
hi^Tt dealt with m jsungraplis l.’Ut ami ll^f 

5 iJ. A com[>luinl lus l>een made m the rcjx^rts of Borne of the 
iVovincial (.'ommitlees lliat the depemits cvdlecled by the t'om- 
inercial as w'el! as excliange l>anks at their hnuiches at certain 
mofussil eentrcs hit diverWd to their head offices for investment in 
other centres at nttes of interest more favourable than thoae 
obtainable at tlie place where tlie money is collected. It i» also 
tfrged that even during the busy season when there is a demaruf 
for funds in these mofusail centres, the citpibil raised Iwally i« not 
iiscmI for financing kxuil requirementB. Btich a conipSaint is, 
however, often made in other countries also in a general way 
Bguimt iue joint-atock lianking system and the IloTnliay Com- 
Hrilteti have n'ferredl to a similar complaint made to the Com- 
miitee «n Agricultural Credit appointed in year 19*^3 to en<]uira 
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into tlie jukHjUilov of creilti (aciliiies avuiUhIo for iignculturistii 
in Great lintaitK* The Ontml Art^as (Omnntte<’ thal 

branehes of nil bankn should Ih? ooiajKdltHl hy law to invent a pr©* 
serjlM'd nimunuui of de{H>ait^4 and of the pnHTHNla of 

bills (‘oiltsttd by itu*iu witlim ;tie ureas ix\ whuh tha 

bnuu hes are We are luH in favour of iinpoKiuj^ any 

such restrii'tioiis, as we consider (hat they will unworkable in 
pnu'ticc and nciv ojM*r;Uf» to the disadvantaj^e of the cotnnoauty 
Us a who c. We tru*^! that when the fvcsto ve Hunk is t‘sUddiHh<sl 
it \\ 1 I make it its {»oh( \ to that tisc re<|HaeinentH of tfie vanou> 
parts (4 tiie couiUrv in r» ji^ard to haiikini^ faeddies are duly met 

a t:;. It lias been nr^ed by si>ine of the witnesses that the com- 
petition of t!u* InipiTjal Hank 4)f India and of the exchange bank» 
Hi the «lomain (if ( onuncrcml buidving is 1 <m> powerful to admit of 
n beMldiv growth of iIh' Indian jiunt stoG. banks It is sn;:«;r''*tt*ri 
ibai there sljonh! I>e some lu^slrict ions on the opennij^ (d new 
brain lies at jdaccs when* tin* Indian j<ui:t-Hloi k banks liave t stidv. 
bsb«‘d { diemsriv* -. rtie |f»int ^t*.( k !>anks an' not tbtm -riu * 

immune from the ( har^n- of trushne^ e(anj|s*lit i*m with anolbei 
l>ankin;i a^^'enev. Some of the Proviiuial (' ommitltcs repiirt that 
tlie [Kisnion of tin' iiah^nmons biinker is weakening owm^!; to :lv* 
corn jH-nt ion of tht‘ branches of joint'Stock Imnks ('stabbslad n 

jiro\ifues, 'rius is, liowever. a natural prcHsvss of evohnion 
fK'ncfi<ual to the ImmIv politie, ahboneb afTcctnuf udN ersid', indi- 
vidual inten'sts. 

Ml. I'lic [M>Miion >r the linfH’iial Hank of India as bankers to 
(iovernment i4iM‘s n an advanlaji * over ib»‘ Indian jonu s!o< k 
banks, but its csaniwUilion with banks is n<u at j»rcH«nl 
thou|-:b according to (arlain wjiness4‘H it is k«smU bit. 'Ilttut' i«i 
no comjietUion at |«r<*s4>nl in regard to borrovvinc rales and ibai m 
regard to Imdiii;: ral.s is G riclicial i4, the fmbhe. It has luou^lit 
tSown the incnUmci* of inimst charj^jes for l<K‘al trade Sninlarly, 
tlie branches have been instrumentn) in providmr' facibie s bu* 
nmiittanee and aHsistif!i»^ m the eas\ flow of rnonev fnan one < » rate 
to another as llie exiirenctes of trade retpnre. 

ab>. In rjtir opinion it is not advisable in the larger inferesta 
of tin* country to place any definite re.stnctions (»n the I ran !» 
aetivities of tlie hanks in India. In order, ho%*K'ver, b> ensure 
E wel bordered development and extension of joint k bankmi.^ 
in the eountry, we recommend that anv bank desiring to opf*n a 
new branch in India should he rei|uirial to olitain flic a|*proval of 
the lieserve Hank Irefore doing m. IJcruaes should be foidy 
granted to the already estublisbed Iiraru bes and it woidd l < ihe 

^fWoWv. KM, 

p«iw 2314. 
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buAineiiA of the licencing authority to see that the proTioions of 
the law and any other conditions sficn-ified in the iH^enise^i are 
complied with. 

540. If hunks do not find it worth wfiiie to oi>en regular branch* 
ea owing to insufficient l>UBineHs possihilities, we recommend for 
their coriHidemtion that they Khonid o{»en, in snuill <:entn*s conti- 
guoua to pluccH wIhtc there are regular liranehes of bunks, sub* 
officen or part-time hranches which miglit develop into brjinches in 
coiiHM^ of tune. nndcTstund that this system bus worked 

hutiHfarfonly in rum! areas in Kngland. 'Fhe Iniferial Iktnk of 
India has ajs i followed with success this s\stein of HtTVing ruraf 
ureas. Within the last few ears it liaa oj <*ned m*veral |>ay offices 
and out-station otTues at small centren (d trade. Besides three 
kx^al lieail ofllee.s and HVJ hninrhes, there are at present d snh* 
ugeneies, ’2h [uiv offues and 21 out-Btalion offices of tlie Bank. 

547. Anr ilier suggestion worthy of ioiiKidenition in connection 
with the question of the paying capaeitv of branches is economical 
management. It has iMam stated by a witness that it is one of 
the W'eaknesHCs *)f most of the Indian joint-st^Mk hanks that their 
co«t of maniigernenl is disf»rof)ortionate to their earnings. It is 
urged that these hiinks havi* l>een content to he mere imitations of 
exjriensive Kuro|H*an nuMiels am! that tlie management is unduly 
influence<I by a fals<^ Hens<' of pre.stige in maintaining larger and mor^'" 
expensive estahlishtnents ttian is justified l\v the exigeneies of liusi- 
ness at different hraiu hes. It is suggested that thesf* hanks sliould 
aim at (‘ornhining the n'puteil effhaenev of the Knropean system of 
Imnking with (lu* pnn’erl)ial economy of indigenous iKiiikers We 
have tiot hiul nnv material Udore us to fortn an opinion as to 
whether the Indian joint -sUx-k hanks are run on an f xtravacanf 
scale and whether tliere is nnieh s<^f>pe for retreneliment It is, 
however, a matter whi^di we eommenrl for <'oi sideralion te» the 
management <»f the hanks 

518. A uggesti<m has Ihhui made that I'osta! Savings Bankn 
Should pf'rmit de|H»sits Innng withdrawn by rheques. We propof5«? 
to consider this suggestion separately in Chapter XXIV. But the 
development of any other hanking husint^ss hv these Savings Banks 
is not re<‘ommetule<| at this stage, as it would make it more diffi- 
cult and less attmetive for joint-st<x‘k hanks to op'n hraiielies at 
suitable plaees. It would also interfere with the desirable develojv 
luent of the indigenous hank<‘r and of to-o|>enitive hanks Nor 
do we Ix'lieve that the jiost offit'e i'ould find, on il.« present 
oi salaries, trained men who c-ould \>e tnmted witlt the work. If 
higher salaries were paid, the operations of the department would 
I>ecome prolulutively costly. 

549. We are of opinion tliat no obstacles should be put in the 
wav of mergers among smaller joint -stock banks by stamp dntias 
or taxation, and tha‘ any existing obstacles in thisdip^ion shooW 
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be renioved. For example, if an amalgaiaatoil bank eoiiiea under 
the 8U{)er-iax law, owing to the funion of individual bankii which 
were free from such iiii iin|K>^Jl. an exeinplion from 8Uj>er-tax for 
a liumed pentxi in nn'ornmendtHh The queation wheiher there 
should Ik* anv iontrol over a bank sfH*uriiig a lUfijority owiiersdiip 
of another l>nnk'N shareg is dealt with in Chapter XX \\ 

DisTHiBi rioN oi <‘o\fMEHn\i. Ckrdit : Iauns by Banks. 

ooO. l iavmiL,^ survey* d tlie situation as regards the inflow of 
banking resour**‘s, we may n*>w exuiiune tlie disti ituition of eoin- 
ineivia! tredit. The adxaiieevS given t>y eommei'iial Imnks fall 
under thr**e ailvances against tangible and marketubla 

stHiinty Itnlged or pKalgtsl with tlie leiuler, (J) elean advaiieeii 
ugainsi |K‘rs*>nal er*Mlit with a sesond signatnn^ to the pio«note. 
-and td) rit-an lulvanees against the |H*r»onal malil of the Iwirrower 
only. In Iruha advaiuen are mostly of rlassi's <1) anil bd), while 
in \\<*st<u'n * f>untrH‘s, w ith liigldy <h*v< Kijw’d banking syKt<*ms, 
advan(<*s *if ( lass i'A) *KK upy an imjH>rtnnt f)laee. 

aei. T>v( -name borrowing ih a method of raising funds eneour- 
sged by bankers m India. A pr<nniss4>ry note endorseil by a nhroff 
or or by a managing ag*mt or a firm of agents, is one of 

the seeurilieH l>**lov»Ki of bankers. In Cliajd^T X\’l we have 
referred to the praeti*** of re*|uiring the signature of managitig 
ngents. even in lasf* of advances made on ifie by fiol lava lion of 
sUx ks Th** hurul^ vvlindi is still largely m vogoie ariemg rnerehants 
in India, lliougli its uh** has eonsi^ienihly fallen r>IT, is alnij in effect 
% tvvo-nam** paper. ('imsidering the volume of triide and the 
finaiK'lal aeeoinnH)dation reijiure*! by the merebants, the (piantity 
of twieiiame {Ka|¥*r ai*<epfabl** t4» bunks is. Iiouevar, limited, m) 
that tlie loans made Ivv the luinks on the m'eiirity of sneh f>aper 
forms only a small pr*if>4>rtion of the l*)tal a/‘eom?iHMiation 
allowed In llietn. The hulk of the creilit buiwal on tlie tangible 
aeeurity of vahmV>le assids siieh as l>or>*ls. sliares aral imrrioval>le 
projsTly, or f>n the s^M iirUy of rnerehandise <h»[s>Hifed lallier in the 
hank's godowns or in the g^Hliiwns of the lK)rrower und**r lettera 
of li V fiothecat ion , We have lieard if' evi*lenee tha* riMUf hanl i and 
shroffv who eornhine trading with f>5inking liave a greal av<*rHSon to 
the pledge of st*x'ks. It is, fjowever, a f»o|s'fiil sig^n for tlie future 
that such prejudice is now slowly dying out. 

552. Tlie most favourite mcxle of iKirrowiiig js tlie rash rredii 
account under which an advance is allowiMl against a promissorv 
note signed by the l>orroww and secured Iiy hvfiothecation of 
tttockii. Under ibe cash credit svatem. interest is fiaid bv tfie 
Ixnrower only to ibe extent to which the credit in availed of from 
day to day apd he can redi^ce hia ohiigatkm at anv time subject tn 
a<m>e cMBe» to a minimum iniermt clauae. by which it meant tlmt tba 
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l>ank would charge its client interest on a miiuinum amount wliich 
geiierally about oiie-lmlf of the niaxauuni limit of the drawing, 
jKJwer allowed to the Ixirrower by tlie bank. Siiuilarly, the bank 
can curtail or withdraw the facilities at any time, should it bo 
iie<^c*«sary to do ho. It has thus advantages for the borrower as 
well an the lender. We art* infonued, however^ that the fxipularity 
of the Hystern, stands in the way of develojMiierU of bills and 
acceptance credit. We deal with (Ins a8{K*c*t of the question in 
Chapiei XXI. 

Th<^ principal reason for the difference between the prac- 
tice of banks in India arul in western eountnes to wlucli we have 
referred in piinigraph ooO m the tnidilion established by the old 
iVesidency lianks, and later followed liy the lin|K‘nal Bank of 
Jndia, hiised on the restrict uujji iin|>os('d ujxni lliem under llie 
Acts governing their ojsuations. d'lun (mdition, winch lia^ 
tollovvcd by other j<»iiit-st<K k hanks and Las been reinforced by the 
provisions of tiie Indian ( oin jMiiies Act. require> that for tlie |>ur- 
j)0«eH of llie balance-sheet a bank's aiivaia es should be (’lassihcd 
as KiHured and iitiM‘< iirt*ti aiul .shown separatidy in (lie baiance- 
shi et, d‘bt‘ grant ing of uns<s ur* <i loan* c»n projs rly apj ra!>ed 
credit, mstcatl of being regardi'd as ideal banking, is actuallv re- 
gardi'd liv (be sbarebohlrr^ as making fur kn k i>( >arety for tlu> bank 
ninl i*\ idcih e of un-'eaind Icinking. In the form of baiata slu'et 
wbieb W(‘ are rtsominending in ('fiapU‘r X\ \ . it will niU la* n<‘ces- 
sar\ to sb(»w sefKiruttdy iinM*<Min‘d loans on {H*rsonal ere«lii ; and w(? 
liojK’ that this cbang«‘ udl help to ieinov(‘ the prt*jniii(C again-t thin 
form of loans. 


5M. Other reasons for tlie difference in practi(‘e mentioned 
alKive im* ; — 


On tlie ahscaice of tomdi and tlie ku k of knowiedgi' result- 
ing therefrom l>et\vetMi borrowers and lenders in the 
[irmcifKil inoni‘v market (‘entres, 

ih* tlu* aliHcnce the pola v of one man. one bank' which 
obtains in western <’ountries. 

the prju'tiee in India wlibh has been materiany assisted 
by. and has in its (urn fostere<l. the imuiiiging agency 
system, and. 

ofi the ahsiMKe of institiuioiis lik • Hevds’ and ‘Ihms’ for 
suptdying information alKiiu the financial standing of 
Iiorrowers. 


Nrbi> nyn h mokr pnooRKssivR polict 


We consider that hankn in India generally ahoold adopts 
an far as posHible and consistently with safety, a more profpre«^^ 
policy in llie matter of grantinit clean advances on the pdfiiOfiial 
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credit of iKjrnnvers. In oitr o|»miotK the c1i4ui;l:c wid he hicihtatiHl 
ny tile grow ill of I lie practitx* 'one nuin, one Imnk » It is gener- 
ally assumed that a dean advniK:e on a singlo-iuvme pix>- 
missory note, unsecured liy collateral, in less Rnnire than two- 
name or tol lilt era 1 {Kij>er In fimctice, however, cUnin iinins on 
jiersonai i redn of an individual of uiulouhted means and dianuier 
turn out iK‘ just as safe and satisfaclory as ahv other. On the 
princi|)le lhat in numher there is stn^ngth, the hunker in India 
usualiy likes to liiive C4»llatera| MHunty In the tvuse of haziif 
diwa>nntK, lu»v\e\tH\ although there may In* more signulim^s than 
cne on tlie }»ajH*r discounted l\v luni, he invanuldy liHikH for |>iiy- 
inent only to ties regular customer who pre^4Ulf^ (he tvvo«mun^ 
or collateral fjajw i to the Imnk. iiainelv^ the endorser 'The ordi- 
ijury draw* fid the not** or hill is often unkn*»vvn to llu' hank. Thus 
at a large immher of * as^ s Um* hasis of ertalit is th*' lainker s I'on- 
fi<ien< in the indi\ nhial <*usti>tnrr . hot Mh li t onrnieii* ** in linn has 
Its hmiHiation in ;» knowloilg** of thf‘ h<»{ro\vf'r s j«ers4»hal integrity 
as wa ll Us hi< finafs ial ‘tainting and Ins ahilily to !n|Uulate the 
It, an at ilie projsT tune. It is. t in^n fort' . on tin' unicv of live 
haiiktM' s know Itsigt* in tins resjx** ! that the j^ro^pct ts of recovery 
of loans th*fM-rnl. So long as trade and indusirv wtue oauluctt'd 
on a r*eativ* Iv small .s*al<‘ ami so long as tlna** was an mtuna(<* 
t<aieh hetwi'cn the hanktT and the horrowtT, ili<* hui'ki'r’s jsrsonal 
miftn ssion. etiiilirmial hy hazar rt^poiis, form***) u fairl\ ac< unite 
hasis of kains Whtfi the grow th of larg** seale enterpi ik<»h ami 
lUen'iiM' in tin* numlxT of imsmess e<»neefns, the l»anker c annot he 
c XfMS't<*d to maintain such elosc^ personal toiielj with tin* borrower. 
It is. tfuTefon*. jncumlH'nt u|M>n Inm to supplenieiil Ins gc inTul 
knowledge hy reliahle information obtained through oIIht soiina*-. 
Organized agen<-ies for supfdvmg information lonca-rning tier 
financial standing of Ivorrovvers have not yet h<‘eri rtarled in India. 
In England Seed's, and in Amoriea I>urrs and Oradstreet s, an* the 
prinrifml coimne^n sal ageneies wlueh render su^h inforncftiori 
availahle to h-anks 'Fhey c'olleet data cTUK'ernmg tlie standing 
and eredit fK>sitJon of c‘orj>oni lions, firms and individuals and Kii|>pjv 
the inhmnation in their niemhers and suhwcTilKTs. The wrviei* 
primanly consists of rc'fiorift on jmrties about vvfiorn the snhHerd>er 
makes an irufuirv and ratings of eafiital and credit of pnwdieally 
every businea«c com’ern in a fiartkailar countrv. With new con- 
eerns sfiringing up from day to day, it is imf>os#?ihle in pnicfiee U> 
furniah up-tcwfate infonnation concerning all tmiahlishmeritH, hut 
the information colle<ded hv theae agent tea and rtn'ined fmrn time 
to time forms an imfKirt^int meana of verification in most caaea, 
Lnd ufion request the agencien al«o fumiah af>ecial and up tevdaie 
reptants to their cnatomera. We uMilerstand that individual 
banka ij) India at priwnt maintain sifiedal eiiit.ifdislmienlj 4 for 
oI>ta1nfii|r information in regard to their ciifdomeiH. We recom* 
mend that the problem of pooling thin information and organising 
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»ouK‘ ?:yKt€in of collecting reliable infomiaiion, a system suited to 
the iu^kIk of Indian customerK and confonning, as ninch as |x>sidble, 
to Indian crmtom, sliould be studied by the banks and the Bankers* 
Association propo#4ed by us. 

5o0. The most irniKiitant source of credit infonnation is, hotSr 
ever, the balance-sheet or financial statement furnisl^ed directly by 
the l>«rrower. It has bi‘« n brought to our notice that the borrower 
in India reluetunt to divulge freely to hi*^ banker liis financial posu 
lion. It IS not le^chsary for us to examine the question whether 
the d<‘Hire to maintain such «e<Tecy is cherished in India to a greater 
degn e tlian in western countries. I'he Managing Governor of tlia 
Hank of India, on being questioned as to the diflh:ulty 
which, we were told, liamfHTed hanks in India in tliis resjm-t, 
ohserved that the information neecsBirv to conduct a satis- 
factory hanking business in India was availal>le in the great majority 
of caw's if the correc t metlaxl of obtaining it were followed. He 
added that the suceess or failure of the (‘(T(»rts to obtain tiie in- 
formation must dejiend on the ability with wlueh the hanking hnsi- 
MCftB waB conducted. \Vc find tliat the hanks that reejuire financial 
etatementft before entertaining applications for loins giuierally havft 
no diTa ultv in obtaining th#un from liorrowers. We are, therefore, 
inclined to tliink that wherever hanks in India require inhrrna- 
iion afwiut the financial (msition of their horrov^er.^ they t’r*d no 
diffic ulty in obtaining the same if they can maintain tlie profMT 
touch with tlieir clients. 

fifiT. Another rnetlifKl of obtaining credit information is the 
direct inten hange between hanks of tlieir fx^r.-onal knowledge and 
ex*|K^rience relating to common customers. Such an interchange of 
information is not uncommon among the hanks in India, hut u 
iip|M**ars to ns that in tins as in otlier matters more free and full 
m-ofXTation is neivssjirv. We refer later to the formation of a 
Bankers* Asmx iution to promote such co-ojx‘ralion. 

f>rifFUl OKFF(TS IS EXISTINTJ ARRANOKMCNTS. 

Ahxeurt of hilh and hank acceptancts. 

55B, One of the mast important defects in the present meeJm- 
mm\ of eominerciai hanking in India which stands in the way of 
the development of eredit facilities is tl>e scarc ity of trade lulls and 
the absence of hank aeveptanexs. We have dealt with the latter 
in Chajiler XVII, We shall deal witli the fonner in Chapter 

XXL 

Owing to the scarcity of hills, commercial banks in India 
invest a relatively large proportion of their resources in gilt-edged 
securities as compared with bills. In Chapter XX some stalistica 
have been given relating to the I.iondon Clearing lianks 
and in Chapter XXI certain statistics have been given for 
Smportmni Indian ^ini-slock hanks for the «une year. I| witl be 



THE UANKINO StSTKM AND THE MONEY M A EK ET— COMMERCIAL 385 

ttANKlKO. 

men foiin then*' that while the total inve^tiiietitH of the Iiulian banka 
ainounted to K^i. AIodwh ai^aumt total advanc'Ca lla. 33 

cToreK, the iorre8jK>ntiiii^^^ hgurea for the English hanks tunounled 
H inilhon and A1)4r> million D^speeiively. It is IiojkhI that 

the {K>sition will HU{>rove witli the disapjxmrance of the prest^rtt 
in trade, tlie e^tabhahineiil of a |{twrve Ihink and tlie 
development of a bill-market in India. I'Jie matter in dealt wiili 
further in ChaphT XXI. 

(ii) Pf rc /op»aerjf of chrque hahit and ti.«e of vrruacular 

haler on m rhapOT XX I\’ we have dealt fully with the 
'stion of the dt'velo|>meMt of the rhefpie hal>ii and the imrt 
which hanks ran [>lay in tins matter. One of the hw torH retarding 
the {M*t>gress of l»ankmg in this country is the jHiucitv of la^raona 
able to read and write English, tliis being the language in which 
all organized hunks ( urry on their business. Cheijue-lwKiks and 
f«iHs-hi>)ks are [>rinttHl in English and only a few' eomrnereial hanks 
recognize clietjiies and signatures inscriheil in llie vernacular scri|vtH. 
All the Provincial (’omnuttees have recommended that the Imnks 
should freely allow ttie use of the loc*al vernacmlars. The main 
s<Ti{)ts are Id. as noted helow, iimi two to four si rifUs would have 
to he rtH'ognized in eiwdi proviiu'e 

(1) Assamese" ; (2) Bengalee; (d) liurmesi’' ; (4> Jk'vnagri ; 
(o) (fiijerati; (h) tiurmukhi; (7) Kanaresa; (8) Mala- 
yalam ; Mmli ; (10) Hindhi ; (11) Tamil; 

(12) Telugu ; (13) Erdu. 

There can no question that tfie ext^uision of hanking fucih- 
tie» for l>orrow'ing and saving will lx; farihtat4Ml l»y the \m* of 
vernacular wripts in the various fields of hanking including 
cheques. {Miss-hisikH. and |Siying-in shjm. ddie Itomhay Pro- 
vincia! ('ommittee state that banka «4>metiines require account 
holders, unable to write English, to sign blank ihequcs in udvanre 
in the verna^uilar, in tlie pnwnce of bank officials^ it l>eing left 
to the account holders to fill in blanks as regards dale, name arnl 
amount as nciwsity may arim\ and that tlic cusnmier is generally 
asked to indemnify the hank against the loss that it may ho put 
to owing to any neghgeix e on the part of tfie cust4>mer in regard 
to the custody of such clie* 7 uefl. The Corninittee |x>ini out that 
such restrictions on the use of the verna^nilar s4'rif>t must 
involve serious inconvenience, risk and hardsJiip to the defjosi- 
tor. We are of ofanion tluat any such restrictions are likely to 
defeat the object in view’^ in recognizing the use of the vernaculars, 
namely, an increase in the clientele of the banks. We revert 
to of the extended use of the vemwnjlars. with a view 

to popnMy&ing the banking and ir^vestmerit halut, in Ohafiter 

XXTV 
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Oin Lrfjnl htndrancef^. 


5Q1. The developuieni of the credit Hy«tem depends^ not only 
u|M)ii the ‘4ro\vth of K>iminei<H aiul the buHineHM relation of the lonkar 
and (lie huwine^i^uutn, hut on the efficiency of a legal system 
designed to Kafegnard the rights of individuals and to enforce a 
proinjit f«dfiliiient of contracts* Credit at reasonable rates wonld 
Ih^ iFiifx/hsddc if the lender has to insure against legal impedimenta 
auii nskv of unfair treatment in law courts* In the following para^ 
grafilis we slmil deal with (ertain legal hindrun<es in the way of 
dr\elf)f>nient of f‘re<ht fa< ihtieH in India to which our attention haa 
leen drawn from various (juarters. 

Tfic Provinnal Committees have called att<"ntion to several 
h*gn| difii(ndtH‘H exp^ruuH'ed l>v hank*^. Wliere prc>|H'rt\ h trans- 
fenihir* Without any l<*gui or <‘UNtoinary imjxaiiment^, it forms a 
sound and valid Heeunfy, but where there are m f>|>eratioi! legal 
enactments j^huing im[K‘duiients ngatimt ^ur\i transfer^, various 
eompli 'at ions ariHi* m <onneeti<»n with the hanker**^ ad\an«’< to hi-v 
i usfomer. 'I'he ditTuadtU's as regards land tenures and the jvrovi- 
sion« <'f tlu‘ li.'ind Alienation Vet-. lia\e l><*eri <iealt wuh l»\ in 
('hapter X. Here, we shouhi lik<* to refer to I'crta'n otlser dofficn!- 
tiesiuising m eoiinetiioii with tie* advarr-e^ madf‘ by contmereial 
hunks to their <‘nstomeis on the se<'urit\ of iinmovahle profH*rty. 
Certain Hindu as well iin Mulmmmedan lav^s and ( U'-tonis relating 
to HiKH Cssron and transfer rights put Marions ohstiM'les in the 
way of liankers m this eountr\ pro\idmg hnannal aeeommmlation 
on the s<*< urity of what is ordinanh eonsuhMed t<» be a normal and 
reliable bank wnnty. For instanee, m a ]omt Hindu family 
governed hv the Mitakshaia law all the mendsTs atapuri* i light in 
the amestral prof>erty hy lurth and tla* a^aTua) of that right dates 
frt>m eorueption, so that t{u»re is always the fosMhiliiy of having 
a transiU'tson impugned hv a |>C'rs<ui who at the date of transaction 
waa not l>orn. Tn order to (barge a joint estate, it is necessary 
that all the inendx^rs of tlie family should join in the exe<mtion of 
the dwl or should give their cons^mt, or it should l>e made bv the 
head of the family in his (*aj>acity as Aarfa or manager. The 
powers of the kartn are. however, strictly limited and a charge 
created hv him is binding on the family pnojierty only if tlie loan 
is takim for a purpose necessarx' or Ix^nefw ial to the family or is in 
discharge of a lawful antecedent debt. If a banker wlm grants a 
loan on the m urity of tlie joint estate files a suit to enforce the 
charge , the burden of proof that before he made the loan he satisfied 
himwdf that the loan was taken for purposes hinding on the family 
lios on tiie linker. This and sevem! other difficulties muai dis^ 
courage a banker in a<vepting property l>elonging to such familieai^ 
as a Iwmk security. / ^ 
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Similarly, in the ease of Muhammeduii cuHtumers, the banker 
is ooiifronled with doubts and difficulties. A MuhainriuHiaii haa 
the customary jsjwer of inforiiially binding projerty by verbal 
%cnkf$ or trusts, and the defeiue in I'crtain cases in a mortgage suit 
against a Muhammedan is that the juxjjH'rty mortgaged was m fiu't 
the subjVx't of religious endowment. lU^sides, a Muhammedan 
cannot disfK>s4' of i»y will more than one-third of his prof)erty with- 
out ilie concurrciue of his heirs; hn Iumik on liis dying intestate^ 
have, theref(»re. to 1 h* traced to the tliird generation in the ast^end- 
ing and descending lines. 

From tiie purely fmulung jHmit of view the lime has. in our 
ofamon, arrived uleui tht‘ Hindu law and the Muhammedan law 
shiiuld 1 h‘ rt‘Viev\cd m the light of ex|H'nen(e, and Hi«*ps 

should l»e laken us early as |Missihle to remov<‘ the* unjMMtiments 
whii li now Uand in lie* way of immovahle projs rty iKdouguig to 
u Hindu or Muhammedan family being snu'epted t\v bunkers 
a noiinal se< urity. W’e r«*eogni/f. however, that (UhiT eonsidera- 
lions may he involved ; and we must aecordingly leava* it to the 
( ioveruimuits euia erned and tleur legislatures lu weigh thi' vaDcujs 
t «uiHiderati<>ns involved and lietermine w hat a<Hon should lw‘ 
taken in tlie matter. 

oo’i. Fo(* tern[M)riir% loans, mortgages ere.ited l»v a simple <ie|H>»it 
(tf (hxuments. without anv mortgage instrument or registration , 
are a great < onveinerue to the eommen ji*! eoinrnnnify us well 
ii< to hanks. Su< ti an arrangement siives ( orisiderahle amount 
of time, trouble and exjMUiM' in registration ami it uls4» avoids 
pubbeitv lender Section 58 ^.f} of the 'IVansfer of lVo{x*rly A< t, 
liowever, equitalde mortgages can lw‘ effec ted only in CaUailta, 
Mniltas, liomhin , Kar.i< hi, Kangexm, Motilmfin. BasHcun and 
ASryab and in any otlier town which the ( toverruvr (lenend in 
(V>ui» *ij ma\ , liy notifi<'Ution in the (ifizrttt of hidui, sficyafy. 
There is good reason for this restrirlion. as it would he dangerous 
to extend such fncilities to places where jieople are illitenite mid 
Imckward. The Act, however, recognizes that the fjM ihtU's could 
be gradually extended to commercia! centrcH where fsople are 
more jidvanwl. .Accordingly, some of tlu* l^rovincial Fomnuitees 
have re<‘otnmended that the provis.ons of ilie Ad relating to 
cc|ui(able mortgages should lw> extended to oilier imjxaiant cenires 
of trade and commerce fisoth internal rind fsut towns i thioughotii 
Imiia. We coiKur in this recaunmendalion, 

504. In view nt a recent ruling by the Botfdmy High rourl in 
connection with hearer instniincntM of credit, it is now HHtjmbent 
upon banka and hiifsiness hofim»s to exanune alt endorwuuentf 
bf^rer che«|ues. Tfie practice tliat was in vogue befoo* was bmed 
hi$t il>e principle "once a Iwriarer always a bearer' \ but it was held 
by Higli Cotirt itmi tire char^^cter of a ncg<ifiahle imdrmnwt 

’ * z t 
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which wa« drawn payable U) bearer in the first instance could bo 
effectively altered by any subsequent endorsement. A Bill wa« 
thereupon introduced in Itie liC^islative Ansembly on 2nd Septem- 
ber Bhiy to fmnide that negotiable iuHtruinents. including cheques 
and bills of ex< luinge winch are expressed on the fa<^e of them as 
arawn to bearer, should not in any cip.urnsUnces lose through 
endormuneut their < liara<'U*r of bearer instruments. The BiU was, 
however, rejet h*d, an, among other reast)n8. it was considered desir- 
able h) await tlie rei onunendations of our Committee in tlie matter. 

The qih^Htion h.as since l>een fully considered by the Provincial 
(Vunnuttei’S and some of them have recommended that the Negoiia- 
ahli* InstrurncntH Act should be amended ho as to provide that 
<dje(|Ue8 originally drawn to In^arer would, despite any endorse- 
ment, retain their character as hearer instruments. We concur 
in this recommendation. We also approve of the recoinmentlation 
made by the Miulras Committee that any holtler of a clieque should 
have the right to alter the character of the cheque from ‘‘bearer** 
to “order * on the hwe of it and that the alteration should be 
HU})jx)rted by the name of the (irawer or holding endorser who 
makes the alteration. It should not, however, he altered by 
endorsement on the ha<k of the che<|ue. We further n^'orn- 
inend that htnults which an‘ drawn in tlie form of eiief|nes should 
be treated similarly. We are not. however, in favour of interfering 
with the existing practice in regard to other htindis and do not 
rwimmend that tlie principle “once a iK^rer, always a hearer*' 
should Im> made applicable to such huruhr. 

It has Iwn represen te<I to us that hunks need proteedion 
against frauds in eonneetion with gtxMls whicli tliry allow to remain 
in the eustotly of Ixirrowers. In such cas<\s a drwniment known iis 
a tniHt receipt is signed by the borrower who thereby binds. htegjclf 
to liold the gjxals in trust for tlie bank. It is an arrangfrrit^nt 
very convenient to the commercial community and is largely 
avai!e(l of. Owing, however, to a recent decision of the Madras 
High Court wliitdi arose out of a pmsi^rution instituted at the 
instance of (he Central Bank of India against two groundnut ex- 
)K>rters in Madras, it is feared in banking eirch^s that there are 
difficulties hi the way of successfully prosecuting the executants 
of tnist nfH’eipts without proving actual loss to the bank or likeli- 
hood of losvS arising from their fraud. We are not in a position to 
examine the details of the commercial practice and the legal inci- 
denee atta<died to these trust receipts; and are unable to pronounce 
an opinion as to whether any, and if so what, protection in addi- 
tion to tliat already given by the existing proviaions of the law is 
iM^cessarv and whether any remedy suggested may not lead to other ” 
legal difficulties. We. however, suggest that the legal positiem f» 
iwgarda this matter may be investigated hy the legal advi«c«a»4f 
Govamtnent and such action taken as may be considered nec eJ l Mtfy , 
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REMlTTANtB PACtllTlES. 

5<i6. One of the ea^ntial senices which commerc'ial hanks are 
exp6iTle<i to render U> the public is to transnut money fnnn one 
centre to another quickly and tH^oiKnuically. Tlie nite charged for 
inWrnai renniiance by tlie Imi>enal Hank of India is one aaun 
per cent tai mum above Ks. 10,tKX), In case of telegraphic iranKfera 
the telegram cluirges are added, Tl»e joint-stock latiiks art? allowed 
a ixihcession rale of half an anna })er ixmt for Hums of Ha, 
and over for transferh of funds U^Ivvchui their bniiiches. The nitea 
charged by the jomt-stock hanks to tlieir cuHtorners vary atxx>rdmg 
to <lemand and suppK The cost of internal rcmiitaiKX' m India 
is, ho\\<\er, accortiing lo tiu* information supplied to us hight^r 
than in other t»<»u nines anil we recommend that u shinild l>e 
rednreii as far as |M»ssj|>|i* uoh a \ie\\ t4> a hi'tter utihzation of the 
rt*sources ♦>[ the (*()iimr\ and a lowering of the nites of mtereHt 
gencrallv tliroughont I la* <*i)nntrv. It is oiuh‘rst(iod that m ( anada 
internal rernulame is allovved free h\ Imnks between places eonti* 
giuais to ont‘ annih<‘r, say within about '<<H) or bH) iinh'H and that 
ouIn a small ( barge is made if tlu^ distani' ^ ih greater, I'he eharge 
for renutlaiue m Java is only 1 guilder for remittaiue of 1,(KK1 
gmldi^rs (U iih(»vc irres|4<H‘ttve of t!u» amount. It niav he exjwnted 
that With tlie fa4*ilith*M afTordi*d by tlie Reaf’rve Hunk, when it in 
established, tla* ciinimi'rcial hanks will Im’ in a fKisition to offer still 
helt<*r terms for nurnttarn’e If transfers <if rnom*v for mendw'r 
hanks and hank<‘is wen* made by thi^ Hesi^rve Hatik frex* of exist 
as a national serM<<\ if would, we think, have a good influeia^e iili 
the e*|ualizat am of interest rates llirougliout the country. It will 
perhaps lie not j>osMh!t» in the beginning to forego the ( barge, hut 
It might l>e jxissihle to do so at a later stage. In thiM connection 
we slunild like to call attentiem to tlie following ohac^rvationa made 
bv the Koval rommission on Indian (^irrencv and Fiimnce eno 
pfcrKdf^ng thi* need for the extension of cheap remittance facilities : 

*Tn any scheme of hanking reform that ma> lx* planned, 
we trust that due cinphaHiH will laid on the pro- 

vision and extension of cheap faciliti«*ft to the fuihlic, 
including banka and fxinkera, fi>r inti^riml remit- 
tance. ’*• 

In the meantime we consider it desirable for the Inqs^rial Hank 
of India to reduce the reniittantx' (<»wt *0 tlie puf>hr by extending 
the hih-aim i rate for m mi t lame of Kh. Hh(itK> aiurHlkwe to Iran 
fers lietween any two (mnks. 

The co*<iperative stHneties are the infest Hiiitahle agency for thi> 
extension of remittance facilities to rural areas. We have alrea4y 
dealt wu'th their diffienUif^a and grievancx^ in this respxd and inada 
MNir recommendaiiona in Chapter IX, 

( y ' - 

• M ih« Nova) on frefyen Carnmf^f mnd Fimnetf 
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Want or Iitthii-bakk Co-opkeatioji* 


567. It may be expected that tHe esfabliahment ot a central 
banking inatitntion will promote reg^dar btiaineaa relations between 
the different types of banks, iiirlnding indigenous bankers. Some- 
thing more is, however, essenitai to bring about closer co-operation 
among tliein. ^’bey seldont meet to discuss matters of common 
interest, or to agn*e ufK)n lines of co-operation which could bring 
about an improveinent of standard, eliminate elements of weakness 
or foster the rornbination of smaller banks wutli larger units. We 
are tiierefoFe, reconme^nding in chapter XXIII the creation of an 
AII4ndia Hankers* AsscKdation, and for further details we invite a 
reference to that chapter ' 

Frr* UK or* Isrii VN Joint-Sto< k Bankinc,. 

5CB. The (‘hecjuered history of joint-stock banks as briefly depict- 
ed in ( ■haf»ter II. together with the diflk nlues they have ex|>t*nen<ed 
and are ex|K‘nencing us brought to our notice in tlie evuienee of 
our witnesscvH, sliovvs that the [►rohlem of flie development of joinl- 
sUK'k hanks is one whic'h des^Tves the fullest and most symp,aiiielic 
consideration by < iovernment , On tin* ene hami they an' Uwiked 
ti|H»n as Jaugenuis rivals liy the indigenuus haiilo/rs an<l .»n the 
Other Mu‘v rr«u|uently find themstdves in ui>|><>MtK)n to th<* old 
established ex<*lmnge hanks and the pexuuful liufSTiai Ikuik of 
India. Placed in tliis jH>sjtion, therefore, they have been calle<l 
the ('indi*relia of thi' Iruluin hanking system and have only l>e(m 
able to exist amidst hickerings, suspicions and cut-throat competi- 
tion l)eHp:te all ditfieulties. Indian joint-sto<‘k hanks have shown 
considerable stamina, and while the weaker hanks have faile<l to 
survive, others have made ereditahle |n>gress. Fnr «*\;im(>le, 
institutions with .'MX) branches in 19*21 have exfiundeii rli4*ir Itbbfr 
of influence and tliere were Idd hanks with 121 l>ranches m 1028. 
This ex[mnsion in face of adverse' fai tors reflei'ts tlic jierHiHtenca 
and enterprist' of the founders r-nd management of thew institu- 
tions. and It is our desire that the efforts wliicli have Ix^en made 
in this sphere of Indian hanking should he recx^gnis^Ml l>otli by 
Govenunent and hv the Res<^rve Bank in due course. It may 
perhaps l>e stated that our proposals in this chapter are not very 
constructive and. will not J>e of .an} great practical benefit to the 
joint-s*o<'k l>anks, hut we must empFiasixe that the remedies mnat 
come largely from within. Jomt-stock hanks can learn much 
from their rivals on l>oth sides: they must incorporate the cH'onomy 
and adaptabilify of tlie indigenous hankers with the efficiency and 
modern inethcKls of the western instiiutions. It is a truism to say 
that the foundation of successful banlung is good bankers, and yet 
the fact is sometimes overlooked. With good l>ankers forthcoming 
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the next step is the eliminttion erf unhealthy competition and tlw 
substitution of a spirit of co-operation and joint action adiere stich ia 
in the eontnion interest. We rei*oninieiul elsea^here the foriimtiou 
of an AiMiulia Itankeni’ Aasoeialioti ahich s1k>u 1(1 have as one of 
its main ohj^n ts the formulation of ixmvenlions and workinj^ |U‘in* 
ciples wlueh will prevent overiappinj^^ and v%hat we have calied un* 
healthy roiujH'tition, We have alMi sngj^ested that the ex|H4nsion 
of hnineh hanking should Ih' under the guulantt* oi the Ihwrve 
Bank Otlier metluMlK l»y which tlie development of tlie joint* 
stoi k l>anks nny 1 h* a^sisi>*d may i>e devis<>«l by the Ht'serve llank, 
and we stroniLily feel that iheir interests must steadily iHirne in 
mind hy the auile>ntu*s td that I kink when e ('times iiuo heinj?. 

In the luenntnne we h*el that the eredii ojH'rations of (iovernment 
should he arrauji^ed as far ns jx>ssihlr ho as to eause tia* mnumurn 
of dith<nlty to stu h hanks either in the way of putting up tlie 
jiriee of (Tedii or of depna iatme the viilue of th(‘ reserve assists of 
fuch instituf jons 

# 

The removal of hindrances hy law can do no more than 
ereatv' a healthy utmosoiiere for the development of liankuii^. But 
the attauunent of the desinihle result, rt 2 ., an adequate development 
of bankinj^ on the correct hues, de|y»M(ls CHsentially on the private 
initiative ulu<h the lUH-essary h*;^i«lat ivi’ measiiK's an* intcndt'd 
to proiitoie, riie real problem in relation to conimercml hankin^^ 
in this <<nmtr\, which must he n‘jLfarded as i>ne f»f puramourii irn- 
jKjrtancc, is ihc v«*ry want) d«‘xclMpiueiit lutlierto attained m (hift 
lint* of liankiUjLr l»nsmeHH m India. This d<‘Ve]opmcnt is esmuitiallv 
defxuidcnt on the extent of [vnvate enterpMH* (hat may In* dtm*ted 
to bankinrr hu^iness And we cannot irKv miK’h f*iiiphnsi/;e th<* netn) 
for a systematic j>rofxitiaiida (hat ‘‘honld !>♦• earned on to infn e (he 
imi’essarv optunisui and iniliattve amoit;i the enterprising Hts lions 
of the imhlu . While the measures prfifKised hy us have a (arti- 
cular heann^^ on tiie qualitative asfxvt of commercial hankin^f, 
the need for the development of its rpiantitative as(a*<“l is also 
equally im|H*rative. Ah has la*en prevmtiHly stated, there were 
m Mh28 onlv towns in (he wl.ole of India iserved hy either a 
hank or hmneh or an a^-ncy of a hank This number of 
jv^iainst tlie total mimlM»r of 2.r;<>0 towns atron^dv (xants to the 
need of exfXMlitiuf^' the expansion and procress of eomrnerrial 
lianking in this country. 

POINIH OF OllTHriRNCF W ITH PV>10 I(»S ExCFnTtt 

o7(h Tn tlieir report the foreijtn exfx^rta (hat in m hr M 

our conclnsious could lead to tlie v ‘cw that the cr»tTtmer< i;tl tmnka 
failed to pntvide the ronniry with liankiny fardities wfiith icxild 
reasonably he exfwted, they cannot agree with us. \^> *v!toiild 
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like to fK)int out that there was nothing in our provisional conclu- 
sioDB, wluch they had before them when tliey wrote their report, 
tlmt would justify any such inference On a study of tfie ftgurea 
of deposits received by the banks fioni tiie year 1919 to 1928 the 
ex|)erts were le<l to draw the inferenct^ tliat de[)osits had not deve- 
liijied and that the country was oof “bounding v ith uina|>(:>ed 
banking f^osHibilitics.” We, thert lore, tonsidered it nec‘essarv to 
review the Hituatiori as reganlH (le|>oi-us and to jsunt out that having 
regard to all the fa( tors iiiHuencinf. the developmrm of dejH>sits, 
it would not h<‘ curre, t to inf«*r tluit the hanking resources of India 
were lonited arul that there was c'onH<*(jiiently no wo|^* for the 
devciojjnuuit of hrancli hanking. 

5*^1. T1 f <ji)ly otli(‘r |X)int eoiu erning coinincix ial hanking in 
regard to winch the exjH^rts ha\e rec'ordcd their dissent from our 
conclusions refers to the nbftc*n<*e of tone h and tie* lack of knowledge 
resulting therefrom between hor^ivver^ and lenders. 'Idie experts 
stale that although our coiudu.sions did not eleariy indicate ttie 
defeclH from wliicdi the altscuice of touch and lack of knowledge 
originate, they gathered from their discussions witli us and from 
our provisional eonelusiuns that it was tlie hank.s in tlie finncipal 
inoncy markels that, in our opinion, wen^ mainly resfH>nsil>le for 
finch defeets. We should like to jKunt out that our sivggestion that 
the hanks with the assistanee of the Bankers* Ass^wiation profH>s<Hl 
by us shotdd ecoofxuafe w ith a \ iev\ to collec ting and fMs>ling reliable 
information n*garding the credit fxisition of their Indian customers 
and (onhirming as much as fKwsihle to Indian custom was not 
intended as a c*ritieism of the hanks, It is intended merely to 
Htn*HS the desirability of better co>ofM^rat ion Icetween the banker 
and his customer in this rt*sj>e<'t and to suggest the means by wliieh 
their credit OfHTutions can he facilitated and develojx^d. 

It was not our intention to draw any lomparison hetwetm tlie 
attitude of the Indian hank customers and those' in western coun- 
tries, hut the exiK'rts have drawn a wiiifmrison. Tliey ohiserve that 
a great difference exists l>etween the attitude of the two claBseft cf 
customers and tliiit secn'cv alKuit business affairs scM'rns to he much 
more cherislu^l in India than in other ('onnfries. Such an infer- 
Itence, we are unstrained to olifx'rve, cannot he drawn from the 
material placed In^fore us. Some of tlie witnesses, no doubt, made 
mich a statement, hut the fart is, as stated by the Managing Gover- 
nor of the Iinf>enal Bank of India, that banks following the correct 
metlKKl of obtaining information find no difficulty in getting it. 

57'^.. In their i>l>fi4['rvations TOnceniing Regulation of Banking^ 
file exi>erts refer io our provisional t'oncliision regarding the im^- 
viaability of placing restrict ions on branch activities as being in- 
consistent with tlie recommendation made by ufi to make tlie ojim- 
ing of i>ew' bratudn's of Imriks denendent on the approval of the 
Reserve Bank. Our position is that wdiile we are not in favour 
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of the imposition of any specific realrictions on the opening of new 
branches by banks, we consider it desirable to ensure a systematic 
expansion of branches under the general supervision and control of 
the central iKinking institution of the country. We Imve expreasod 
the opinion ihat liceiux's slumld be frt^'ly granted and w*e take it 
ftmt nonnaliy ll)c Kest^rve Bank would i>ffer every encouragenieiyt 
for tlie extension of branchti*. The ex|>t^rts themselves n'cogniasO 
that if tlie Heserve Bank were made the licensing authority, it 
‘ would liandle the system in a sound and iin^mriial way”. They, 
however^ rect>rd their tliss^mC as regards the reasons given in jusii* 
fif-ation of the rctommendafion, jxirlicularly the reason Uiat such 
control is pjirtly netCKsary in tlie interests of depositors. This 
jMirtu nlar asp<n t of the tpicshon has Ikhui dt*alt with by us in 
Chapter XX\\ 



THE BANKING SYSTEM AND THE MONEY MARKET— 

iconid.). 

Relations between the various parts of the Indian Banking 

System. 

o7«-i. Having the c<>in|K)rK‘iit parts of the thanking 

system in some tietail, we now proceed to consider the relations of 
the several parts to each other aiuf to the money market. The first 
thing tiiat strikes the observer is the absence of a central co- 
ordinating agency in the Indian Banking system. In the aKscmce 
of such an agency, the Iin()erial Bank of India [days the role of 
a bankers* bank. I'here is no legal |>rovision compelling the other 
banks to maintain minimum balances with it, although the ex- 
change banks and imf>ortant joint-stock banks in priRtice l^p 
the major |>art of their casli balances with it. 'rhe Im|)erial Bank 
of India renders valuable service to the ordinary joint -stex'k banks 
by granting loans against the security of Governn\ent pa{>er rt 
Bank nite, although the relatively high level of tlie Bank rate on 
occasions detracts consideraldy from tliis facility. Owing to the 
special privileges enjoyed by the Trn|>c‘rial Bank of India a.s the 
(fovernrnent Imnker, the joint-stock banks hx)k ujon it more as 
an unfair rival tlmn as a friendly co adjutor. Some of the joint- 
stex'k banks also regard the foreign ex<;hangc hanks as formiilablc 
rivals on acc’ount of their large resouiirs and iheir al>ihty to uttract 
dejoftiis at more favourable rates of interest than the joint-stock 
banks themsedves. The |>cmetration of the fonugn exchange banka 
into inland business !>oth at the |K)rts and in the interior is also 
naturallv Icoked u|>on by the Indian hanks as an cuuroaehinent 
ujK)n th<s latter's pro|»er fitdd of sietivities. .\h regards the ec>- 
of>erative banks, the primary scK'ieties have no ('ontact with credit 
agencies other than co-ofx>rative. The provincial and central 
co.o[>erative banks, however, keef) small current accounts with tjie 
Imf>erial Bank of India and some c'cntral l>anks fiave sintilar 
airangements wdtli other joint-stock banks. The provincial hanki 
have also c'ash cTedii facilities with the Imperial Bank of Irdis 
and an arrangement for overdrafts; hut the latter has recenfly 
insisted Unit in such cases the existing cover for the caah 
credits in the form of demand promissory notes of primary 
sc>oieties should l>e replaced by Government securities. There 
. is a growing feeling among the joint-stock banks and the 
Imperial Bank of India that the co-operative banks are banning 
' to compete with commercial banks and indigenous bankers in forma 
of banking which are outside c4>-oi>eration, opening currenf 

accounts, purchasing drafts and selling rernitfance. etc. The ctv 
opemtive hanks have no relations with the indigenous bankers and 

( » 9 1 ) 
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iiioiie}r^4em}eiT. excppl that simie local bankers and money •Umdora 
hmre rtcenHy Ix^nii to deposit monies in the ix»ntral hanks. 
of ibein arc now dirci'tors in central banks, while a few nact aa 
treasurers and kcH»p their cash balances in current a HHMint. 44iere 
is no rej:ulur t'tmnei'tion Iwtwet'ii the fndipenous hankers arul tlvo 
money -lenderH, nor <lot's anv close wnneclion exist li^eiween the Itn- 
penal Bank of Indui and the joint-siix k l iinks. Neither the 
nor the nh>ne\ -tenders fir<ltnuH!y keej» luxxKints with the Inificrial 
Bank of liuha atid if they do. it is for pnrjiosesfd reinitlain'c <»r ply- 
ing hills drawn on them hv out«ul<> merehunts and coltiH'ted thrtnigh 
the Imperial Bank of India. In the busy JH*ason when the supply of 
hundis exceeds tlie < apicily of shmfifi, n temp>rary link is establish- 
e<l Ixdween the Iinpnial Itank of Iinha and l)>e joint-sbx’k hankx 
on the one Iciinl and sidected nhroffi on the other wlio are on tlie 
approved list of thest^ t»anks. The re-diseount frwilities ^iven by 
banks ar?' also snbj<H't to certain maximum limit h based on the 
finant iai stamlini.* <4 tlie xhroffH. I'be banks lulvanee nmn^v during 
the?«* p^rusls usualiv for Ts) days against (|»e shroffx* hutidts drawn 
by an af>proved mer( liant and endormnl hv Inm or by another approv- 
ed sdtroff, if Ih* is not himself on tlie list of approved They 

also make advances against demand jiromissory notes sigou^l bv two 
ahroff^ on tb<^ approved list of the bank or hv one ^hraff and one 
mendiant . 

W ith the banking system h<» bMJsely orgainzi^l, we cannot 
ex{>e< t the bank rate in India to have the sjime signifuanc'e and 
the same int1iicn<f' on the rnonev market as in other highly 
devclopvl banking s) sterns. To illnslrate our remark, we may 
briefly <lescribe the CHS^mtial features of flu* liondon Mofu*y Market 
and compare it with the Indian Mnnev Market or Markets, for. 
as we shall sliow presently, there more than one money marked 
in India. 


oTo, The fotindatifui (»f tfie 1 iondon Money Market in illustrated 
by the following talde witu h given the main items on the asm>ts Hi<le 
the Ty>ndon Clc^iring Banks for some date in 19*2^ : 




CapitAt iinU . 

Ouireot iumI 

mermmi*. 


(fn mtUion^ tTn millions 

of «f 

) poiiofl* ) 

1X3 ia . . . 4S 

1.769 . . 2X9 

BtlU dli»*wtint<Ki . 246 

Af|vAr»*’«« t<^ ru*»U,mer« 946 


llonirv At f'lill Aod Short Notir<t 146 

CA^h 197 


* ThAfA KUkiiMm Aitti tnarb of iho fnformAtion in ihiA pAfAjfrAph hA^e bAAo 
taliAa from ImUtre In tlio 80H00I of OfjAtit*l RifiilhMi ip 

NtrrAfB bor stAtAmAAl im not IntAXMlAd to bo a oompM# bAlAno# 

t>ol Atl ImporiAfit bavA bAAn bicladAd. 
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The chief sourcfe of supply of funds to the banks is ciurcni snd 
deposit acxx>uni«. The bwks do not pay interest on large portions 
of the balances, left with them on ciirreni accounts, but they pty 
interest on time deposits uhich is geneiaiiv *2 per cent below the 
liauk liate, Kesides cash, the mam items of liquid assets are 
bills discounted and money at call and sliort notice. Of the sum 
of £145 inillions lent at lall and short notice, about tvvodhirds are 
lent to the discount iuarkt‘t against bills accepted }>y first class 
hanks and finance )ioum> in the ( ity of l/ondon. These lojuig are 
either made for the night or for a week, and the latter clafs of loan 
carries interest at fireseiU at 1 [M^r vent below the Bank liate. The* 
interest charged on over night Imins is comparatively low. The 
rate for 7 days’ loans to hi!l-l>rokers is called the market rate for 
loans in the money market. 'Flie funds available with the bill- 
brokers for diHeoimling bills eonsist of funds obtained from the 
iiOndon Money Market, i.c., money lent at call or dort noticx! by 
alt the de{>o«it banks and amounting in all to al>out £150 to 180 
million ; and of further reftotircea placed at their disjvomil by other 
lenders such as the finance houses and merchants 'J'lie remainder 
of the money at eall and sliort notice other tlmn that lent to the 
discxuint market, is loaned by them to the stexk excliange and for 
the fiiuiia’ing of stisk Iwaiglit by Hfxaailators whif h have to be 
Mtdiled for fi'iinightly in the Htcnk exchange market. If enving to 
any reason the fianks are unahl(» to houl (he iliscourU market all the 
money needed t-o finance* the hills, tlie hilblirokcTs obtain Jiccom- 
modation from the Ihink of I'ngland rithe* hy distiMint ing approved 
bills at the Bank Rate, which i.s the* offn iai mininuun rate, at 
wliicb thfi Bank of England will dis<*onnt hills, or bv way of loans 
from the Think of England at J [a^r cent alxjve (Tie Bank rate. 

r>7fi. The following statement guves a clear idea of the relatioM 
between the various rnoiuyv rates ruling in the T.nndon ^!cney and 
Piseount Markets : 


I 


March March 1 

UKU. 11% 1931. 19. 1931. !?6. 1911. 

i 





i 



% 

% 

i 

% ! 

1 

— 

lUU .... 

3 

i 

3 

3 

3 

BaiiIks* DepooH EaU . . | 

1 

■ * \ 

1 

1 1 

CltfAflBf Hmim for | 

llof»«7 Short Koiiot*. j 

r 

, • i 

t 

t 

: # 

]iorlt*l JUt# () Moilui* I 

1 

H 

i u ! 

j i 

2* 





THK BANKING HYST&ll AND THB MONKT MAlClUrr — EBLATIONB S®? 

BBTWKEH TUK various parts op TUB INDIAN BANKING STSTBU* 

577. We may now deal with Imlian cx>nthUuns. There is no 
fixed relation l^etween the rate iwud by Imiikn on deix>tiiia and the 
Imperial Bank rate. Aa regarda tlie distribution of the total 
assets of tlie \anou« bunks, the effects of stock exchange ojHrratioua 
vary in different rentres. l^robably in lioinbay liic) assume 
greater inifnirtance than in Calcutta. Nonnally* however, they do 
not c'onstitute a factor %\luch is considered of seriovH iin[M)rtanc 0 * 
The holdings of hills have never ItMui on a large scale, and such 
bills as iuive lanm purchatHHl have been Imiked ujion as a definite 
investment and tliere has randy Imhui any qucsiion of rcriimuiniing 
them. In the cum* of foreign hills in c'onius^tion wdh exh*rnal 
trade, thosi^ representing t‘\|s)rts liave at once G> Ih' s<>nt out of the 
country for aci ejUarue and art' pliUHnl, if neeesmiry, on the Ismdon 
Disc'ount Market, v^lnle thosi' representing im|s»rtH are held by 
the hankH till maturity under an interest elausiv This jvoint 
has been dealt with more fully in Chapter XVI 1. In the citse 
of inland bills repres*'niing movement of gfMxln internally, themv do 
sometimes find thiur vva\ into the portfolio of the Imperial Bank 
of India throng!) indigenous liankers or But in the ahsenee 

of profN'r warehoust* receipts it is (hffieult to distinguish inland 
tnide-hills from finance hills and there is no regular orgiimxed 
market on a Large s<aile for dealings m such hills 
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^ 57$. Now let u.s inM* what Bank Hate means m liaiia, Tlu' Im- 
perial Bank Kale, though cpioted in financial journalH along with 
the hank rates of the Central Jbinka of oilier ('ountricB, has a 
different signifiaince from tliose rates. W hereas the bank rates of 
Banks usually denote the rateg at whifdi first class Inwle bills 
c»H I>e discounted at the Central Bank, tlie rat<* f>uhlishe<l J»y the 
Imperial Bank of India denotes the rate at wdiir h it is preparcvl to 
fptlUU demand loans against (Jovenunent SK^curities. From tlie 
^ banking point of view it is ol)vioijs that this form of wH iirity must 
at least as ac^ceptahle as trade hills and one would therefore 
expect the offitral rate of the Imperial Bank of India to lx? the lowest 
at which cre<lit edh be obtained. An examination of ilie follow- 
Mug t4i>ble will show that though there is an intimate connection 
^^jctwaen the Imperial Bank Rate and the Imperial Bank flundi 
mte, which is the rate at which it wdlJ discounf or re-disecunt 
fiiptl class bills of 61 days’ dste^ the latter has mmelimes been 
high€?r and sometimes lower than the official bank rate. The tal$1e 
itliisliNIfeA further the differences between Um* "Bazar” rates, the 
inier-bank call money rates and the official rate : — 
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579. Tho probk'm of tho imlependenco of the vanouB nionov 
rnarkolH in India and how to make thnn more inter-de|>t‘ndent 
<Kru|>ied nnicli thouglil, and han been i!u» .mibjc'c t of long diKtugsioiiH 
with lK)th local vvitnoHgi^H and uith tlie foreign cxjxTtg Tlie bazar 
rmlea qnottMl in the table are tlioge of iH>nibii\ and C'akutta for 
iminll tradeig* bills, thog<' of other u|>-<‘ountr\ niark<‘ts not being 
nvnilable An mteresling feature is that tins bu/ar rate of (‘alcutta 
changes xerv rarely outside 10 and 11 ja^r cent whereas that of 
lloinbax stvins to have some remoU* connection with the Inipt^nal 
Bank rate and tlie call money rate The fact that a call rat« ^f 
I {ver t'ent, a hundi rate of 3 j>er cent, a bank rate of 4 per cent, 
a Ikimbny bazar rate for bills of small traders of 63 per cent, and 
9k Calcutta baxar rate for bills of small tniders of 10 [w cent 
mn exist simullaiuwisly indicates an extraordinary sh»gei4inei^ in 
llte movement of credit between the various markets. 

Biimlmy (\)innuttr*e have also ix^inteil out that m Bombay Ctty^ 
4k>ne there are the Gnjerati, tlu'^ Marwari and the Mullatu 
with their different rates. The last mentioned is more 
connected with the Im{>enal Bank rate owing to the fac^fhat 
MuUanis do a fairly extensive business with the Imperial Bank of 


* Picaw mm footaote mk 34S. 
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India. The other bazar rates do not necesoarily bear any retatlou 
to tha luiperial Bank rate. 

.380. "The ind^wndeiuw of tile call money market ia jnsrhaps tbe 
aimpla^t to understand, and may 1 h» dealt witli first. In most 
aiKUMiy markers of the world it will Iw found that the rase* for day 
It} Aay loans aro considerably lower than the hiUik rate. In faet^ 
the rates repix^njt difTerent charges for different articles. The eath 
money rate is the nit<' for suq^Ius money seeking employment for 
|)osi?ib!y a mmmium |H^rkKl #f 24 hours, whereas the hank rat# 
indicate# the charge for the use of money for a Hj^ecifitnl jKTiod. 
Further, call money is rejwiyable at tlie option of either the lender 
or the fioiTower, while advatux^a against HiHunties at bunk rate 
are tiRuaUy repayable at the <iption of the Ininrower only. Tlie 
latter rtomially, tlierefoix*. should le higher than the call money 
Tate. Tn other ( omit ties tlie call money raU tends towards ii bank*# 
demand dejxistt or current a<x'Ount mU5 while the hank rate indt- 
xrates a lending rate. It is possible that one reason of this m that 
thf iopply of currency and credit i« projierly regulated l>y the 
'Centra! I^nk taking away Kurfdus funds from, or HU|)plying new 
money to. the market as may be neeessarv. But in !n<!ia we find 
that call money is aornetirnes unlendable in the slack season at 
almost any rate when treasury^ bills are not available, \vhile it 
may not be obtainable even at hank nites in the busy season. 
Whfle the existence of differences betwetm cull nites and bank 
rates in normal circumstances requires no special action, it should 
he noted tliat in ('onditions of exci^ptional ease or stringency rail 
money rates may liavc considerable importancx* in connection with 
exchange considerations. Any special action in the matter will l># 
one of the functions of a Central Bank under modern conditions. 

o81. The explanation of differences between l>azar rates for 
tmall traders* hills and the linfierial Bank rate is much more 
elusive. In India there are two money markets, namely, tlia 
Indian money market t>r the baxar. and Uie market controlled by 
banking institutions working on western lines. The natural 
fink between the two markets would appear U> be a steady 
sup|jy of trade bills endorsed by reliable firms or discount bouses 
which are in touch with t>oth markets, and arc able to meet tlu> 
needs at one end of the merchant wlio prefers the eUsMc methods 
of bazar finance, and to take advantage at the other end of entry 
into the central money and discount markets. It has l^een pointed 
out that though the Bank of England rate controls m^mey rates in 
Ijondon and large centres, there is often considerable divergence 
fatiit, Ml tbf provincial towms, and that the levelling down of 
rates must he a matter of slow growth and development, llic 
ullill^^idbal must be the mobilization of the wHoIe of the ffoating 
resources of the country into one large pool into which biHa can 

i a 
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find theix way witli at? liltie delay and with the inten^enlion of a# 
few intermeJidtieH |x>‘?rtil>le. At present Ih© res^^>arees more 
elor-c‘!y reseinble a stream which i> <unstaiilly being bloeked by 
o!>Htarles preventirg a free tlow of hdh. 

o.s-2, We have refen tai lu tiie fact that the dejx^sit rates^ 

m l^ondon follow the Jhink of i:hi;:iand rate automaticaily and 
that in India, ahhon-h the :-aiiie causes wha li result iii a chaoue 
in the liank Hate wouhl affect tiie clejH»'i( rate also, the mere faet 
thiif tiic liank Hate ha-^ altered dtH*s not luxosarily eluinge th© 
deposit rate. 1 hi.^? uncertainty and this undeJined |K)sit*iou in India 
Were Ln>u:^<ht to <mr noiice. and \\e were told that Mnli a stale of 
athiir.s KHihl nut he icimalieil until India j4ot a higldy organized 
money Marke t as in London. It was the unaiuiuoiLs opmioi: ot 
and we agree with that o[jim<»n, that in order to ocguiiize 
tin? Indian money market on souml aiul mo<lf rn lines it is essential 
that the fleserve Ihink siiould he started as the centre of llie Mcnev 
arket la fact tins was tlie Mew held )>y the late Mr. llenjancin 
Slfiine in ins evuience hefi»re the I»o\al ( ommis-ion on Indian 
( uf rela y and Finance, lUitk. He smd that the e-lahlislunent ot 
a ( enlial liank vsas the la-st me.nns of csialdidnng a projHM'ly func- 
tioning money market and that the ahMoaa* of a Central liiinlcC 
rfc^idts m {|eveio|>ments that are distortions of tie- inoruyv 
market. He referred to the chuotu )*osjtion of the New ^ ork 
money marKot Indore the Federal lh\serv<* Hanks were established 
and to its better orgamzatiun after tlieir e.s\ahhshment, 

A large nnml>er of witness^'s lK‘fort‘ ns complained of the 
dual control l>y tlie Government of Intlia and the liufienal Hank 
of India over the Hank Rate and snggt^'.ttMl that until a Central 
Hanking Autlioritv can l>*‘ < r<‘atcd the rt‘L'nlation *d tise Hank Rate 
should ht^ in the hands of tie" ImjxTial Ikink <»f ^nrha without 
niterfercnia* from i hwernment Tlie^ Managing Governor of the 
Tm|HUial Ikink of Tndci }x>mted out that so long as the lontrol of 
the eurreiuw is m the Imnds of tlie tiovernment of India, it c^ 
irnj'OSFihlc to take' from them tlie |¥>wers over tlie Hank Rate 
whiedi tliat confnd gives them. Those j^owers <‘onfer the riglit to 
expanel and <'on!ra<’t the enrrency, and the supply of currency 
nn important factor in determining the Bank Rate. He added that 
even if it were VH>xxihle to take awav the powers of Government in 
this nuittor, it is clearly to the advantage of tlie eoentrv that 
currem V and credit shovdd be managed bv the two anthoritieji 
working in sMutK^thy, Kven wdtie ses who sugeested tliat the 
Bank Rate nhonid !>e entirely dielated by the exigeiwdesof the mone- 
tary ^iitnation in India and should in noway l>e nubject tchcontrol 
hy the Govennnent of India, admitted that such interference by 
tie' Government would Ix' inevitable in emergenciesi from 

international <^>nsidenition^ and this has lieen the experience of 
Kngland and the United States of America. 



TUB lUNKINii AKD TtlE MOMit MARKKT~llBt ATIONJ^ 

BETH MEN THE \ \mOVS l»Airr3> or TUB INDIAN UANKIM^ SVBTBAt* 

Semo Hat S t rt w iji*H ey 

f>Hi \\ t luivo n fVrml to the jwmevs n\ i\\v IuukIh of the Gav- 
emttient ioexpiuul mul comrnrt the < nt i\a\v\ Tiiere one 
of iltt* of <\ V t^f r\|«iO!-u»n \v!ii<'h hi»H iH'iue hi for 

a *^^(hk\ thal of < rHi3 3‘.ni riuier SootMin of the liHiitto 
C’urn Ht \ \i \ \< t \ of ll^i >, tfit* (ooernof (lenend in (’(MHiril h 

a«thorj/ e<} Im < nrrenr\ noten to :in ninoHHl not eKoetHlnH^ 

1 ^ ojur* ^ .\>!4Uot hiHn t ntamrin^t within tBi ikv« ol 

tlh' <htt' kjj, h oilier eofulltion^ Hfi the 

(o ottal in < onih il iua\ hv or ouJet pfei*- 

mho 1 h« Ui* niouMuhmj <if |>i<h t dnro ihav hi force for Ihe liwiRe 
oi this johhuoo.il t HI o in \ 1 *. |>riiMe I in .\j'|Knih\ III in tlie \ oiviHiif 
of Ap|Hiuiue-' to tfi<^ !iej*t»n of the Uoxul ( uimn smiou on Imtian 
( urn n« \ .to 1 i'lntinr. It is |iu*m'iiIhh 1 in tiutt nieinoiandtiUI 

tlial thih iuililiona! n>-ne will take the form of a loan to the llii* 
jvnal Ihink o| in<hu a^Minst tieinainl jiroinihKorx notes wilh « eeitl* 
f’uatf that intmial hills or htnaius whuh satisfv the [HoM'^ions of 
HtHlion 20 of llie A< t n»h’t re<l to a)K>%e. aiui wlios^* diKOuntoc! 
Milue «h»es not fall short of tin* amount ot the iidtiituinal 
are field Uv (In* Hank on Indialf of tlie (iovermnent. No 
( an ht‘ iiHole until the lamk Katt* iimcs to h rent and the etUm* 
amonnf ontstandin/^ at an\ time |iear>f inlerewt at Bank nnh* 

j(*< t to a tninunnni himf of ti |H>r (ent for the htHt Hk. 4 ( rores 
and 7 |>er cent tor the suhseouem Bs 8 < rores- It is a 
umvenial (oinpluirU of hank*^ and ttu'r(’hantA in Indiii that 
the fixiii;; of !ui urar\ rati-'* for th<» issue of udditionul eui?-» 
reie V nj^autst tmde hilh^ |«Mmh/eH <ot?H iere#* and rnduHtri^ tin- 
nei ilv It htiH, therefore, been Hurr;»(»Med that tlw wue of 
emeigen* y eurreian . I>^ whudi nane* tlu* additional iK^tie jh |>ojiu- 
brjy eail*‘(K should he jtt tht* (‘nrrenf Hank Hut4' with no 
nnnifTinin and that tins jiroi'^-dure would Ik* anaioifiouH to t!ie 
praitne in <»ther ( ountresi where rediH(<Hmt of trade iullft trv tie* 
eenlre! hankink' tnstHmio!i is at tlie Hank Hate It i* hop'd tHt 
h> ado|4m;^ this siiL^r'stion, in the eontrol of (hnernmenr 

over the TWnk Hate uonhl he removed and their inierferetae woiilr! 
be* eonfimd within Hi% lejitnnate sf»)eHe 

oA^. tA(> loiej as the issue of ad*htional (uiriuxv” if ^nthht the 
dmretion of tlie (hwernnient- an<( iIhm is ihe pwirnm tiiMlef the 
thirreiun' \et ^ we d(» not Iiow* tfre 

aho%e will tiave tlu* <Y>iitefn|fdated 1 fio fHAeTfffnent finjidd 

nfilf reftiiHe to isi>ue enirene\ it a piHreulnr tfrne if, m their oninron, 
the Ihmlc Rate is hmvr flian rirMoiedanie-St wamint, iind the ofilt 
effHi of »nefi a eonrse womIi! he to ranifiel tlie Imfrerin! }im^i of , 
India to miim it^ nife. 

It hiH» t>een that the arhiinirf Ilndi of Bn, 1^ 

cron s for Hk* is^nie of eriiergenry currency ha*^ \tmti detrfe^tRi 

» « f 
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to tiiide and e/^nuiierce and that it tdiould be raifk^^d at leaM to 10 
|>€‘r (eiJt (jf tlie total cin uIatioiK We cannot Hyin[>atijiize with thia 
in practice U lla^ been rarely iieccssan' tor the Im- 
jH'riai Jdank of Indni to avail HM*if of the total of lbs. 1*2 crure^*. 
i'urdjcr, We do not think tiiat the t roveniriient themselves regard 
thi*k limit an unchangeable all time, and m fact the onjjiual 
iiifut which wa^ tixed at a crore?^ in r.>23 has been changed to 
Jls, 12 crorcs later. d'hc‘ mM e>siiy for any alteration m the limii 
of i^oje of »uorr:.‘Cf}cv < nircn* y t an only ari**e with the growtii of the 
f*ili market m India and when this lia[i[M*Ms we liave no doubt that 
tlie f iovrrnmt iii of their own accord will rais*’; tlie hniit to meet the 
<f)uridf v‘n demand for additional currency. 

dc'T. W'e must, however, record oiii opinion that the {*resent 
conception that tli** monetary stringency m India is inevit- 

nlde, and that this stringent y must bring about a wide range of 
interest rates, is erron<‘ous and <‘an be traced to the existing defec- 
tive system of eontrol of c urr^mev and credit. It will be one of the 
fnncijtius of tile Keserve liank, when it is created, to keep snffi- 
( icnt frea* res* rv<*s* at beguming of the luisv scaKin to sUfijdv 
the CO lutrv with the curreney needed during the crop-moving 
reason witliout the necessity of putting up tlie interest rife solely 
on tins account. I'hc f>resent system t>f issue of emergency 
currency under \vhi<’h no issue is [K>ssihle exf'ept at sia!»oI rates td 
interest has (ontrihuted to this tinsatisfaetorv state (d affairs. 
With the estahlishment of the I\es4»rve Bank, the supply of addi- 
tional currency against i>roper cover would be automatic, and the 
(juestion of puial rates of interest would not arise. 

(doVEHNMENT ANI> THK MOKEY MaRKET. 

o88. Tfie operations of Government in connection with the 
money market have b<vn s^werely eritieized by several witnesst's. 
Xot onlv have thev exercised considerable control over the Bank 
Bate of the lin|H'rial Bank of India, to which reference has already 
been rnatle, hut Ixdli by their purchases of exchange and bv their 
issues of treasury hills thev have In^en able to influence the money 
|x»sition d'he resfxinsihilitv of Government tow*ard.s the money 
tnarket has long hetm recognized and opinions have Keen divided as 
tc. wluidi is the better line of progre.ss, to remove the responsibilitT 
or to im[>rove the rnrudiinery through which it is exercised. The 
Boynl Commission on Indian Currenev and Finance. aummed 

up the [position as follows : — “Tlie Government controls the 
currenev. The iTcdit situation is controlled as far as it is 
controlled at all b\ tlie Im{>erial Bank. With dividt^d control 

♦ Bv thU U thut durinir »Wk th*' of coH in 

r<»r^r Otrrenev will ly hichi^r t^ukxx tb« *»tnetit^rT 

iby twisT ihe B^ink will he to mom 

wnh»>wt vioUtiai: tb#' wtAtvitory nK|iiif^m«»t of maint*iniQLg a cortmin 
of tho in 
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there hkriih<HHi tinuitsl nnuiM'Ls atul huiure lo co-ojnTate'' . 
iSilicr lliv AiHue uas wntteit there no doiihl that to u mueh 
eN*t t;: than [♦revu>n>lv thni rnment iiavt^ a^^uiued i»»ntrol 
of the ire<)!t situats**!! ihrtui^h the jueihum <4 trea^ui\ hills In 
M tar as Ms h issates ha\e t»een m |»ursuan('e ot iheir I’Ni iianaa^ 
\ . tie Ij*an,a i> le t wuhaii the seiijH' *>f ihl- ( onunH le(' s 
]ir.estr^::it iMii-. rea art' wt' nnieeiTNal \Miii me'Ii issues as lia\a* 
teen h^r t!ie of >up|»!i nient iii^^ tfie wavs and nn’ans pro- 
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(lishrn ''I'd ml * lie' HhUiex niarlbeis aiai th»' ('ani.i»laa; t oitno ? 

haknes <1 , ,oul tli*' lu t rrvoii i)[ th,i' < ^perat loie. ni;t\ is* »;nd tn liavr 
( a!j'*«sl derttrf innn« \ w 'f.hnnt ( a s. ara itN nl . In 

sn?jh- ra^s-. !s-We\er‘. win/fe th<‘ |>r*. <•<*ell^4 of instsurs hills weft' 

liriio'f'd r<» <'onira« ? <'U!renr\ h\ rnirellm;; ed /e^e srrnntie ^, 

ther»* li.'O' to extent h«‘»‘n a st -jj, jty nf monev in tta* inatket 

At thi* prese nt neanent it is |»nil*al»lr that trtMsur\ hills art' hM»kfsf 
tHK)n hy hanks as a ]>rohfah|<^ M»nre(* of nive^t inent , free ftutn cMpital 
de[)reeiation and readi!\ availahle for ohlamin^' t a'-h :ni\:mees Irom 
tl»e Imperial Hank of Jndia. I'he fa<T that ( io\ se nineijt ‘ till h ;0 4* 
to pav (»!' at^ aw‘r:':.'e idseit <*nt‘ p<‘r cent iiHUr than hanks l'< i' 
dep^wi!- f«s nioLo |>* Tiod- • that tls-^.e hills h.l\»' Iin! \el 

l.r» n a« e< pt#s{ as an nitri.Tal [*art of the monev maiket at tJaar 
[)r'>[*er \ the^ art* ii!f< >rni»’t| hy oia* of the forei;„:n hankmj: 

(*.\[>erts that in London the rate f«>r surh hills m nstiallx ahont 
one tliirty>‘-eeoi)d aho\>' the ratr‘ fjft fnit* hills, and the margin ni 
India hetween the tn*asnrv hill rat** am! tie* op<*n rates for timo 
defM>«its, therefore. af)|s*urs to ns exee^^sr^o. An«)lher riati/i-*nt 
tiiat has hefUi Ie\el!ed aL’ain*^t f>[»era!ions in troasiirv hills o 
that tle v have resnlfed in va-rv serious de[>re( lation in the 
ordinary (rovernrnent Sraairity market, not onlv camain: 
lieavv h>ss<‘s hanks and ollaTS who hold thi' h>n;' 

dated loans but at the same tim<* ereatin;^ a ferlinf.; of 

ne^rvartisness and relurtanee on the parr of inv^stor^ to 

take up new rn[w:*e loans. It is difljenit tei make any fh fmito ? tato 
inent as the efT<M t of troae-iiry hills r»n investments in indnstru*’ 
eon< erns, hut m far as the ojwratioriH havr* rnis/sl tli ral 

Tale of interest on i7ilt-edL'ed investment tliev have ine\jl;d fv 
rear ted on all invs-tment- f^a«fh the Hen^ual National fdsunl'i ^ of 
rororneree and the f'alr ntta 1\Xf'hanee fouinient* d ras 

the efleets of !r*-asurv hills ori existine s/uairitjes, and tho f<ari.f:o‘ 
exT>^Tts also eorn-idsTed th-a^ !'»anks* investments in eilto'dr/^-d 
fi^v'unJoe-^ in India formed a very’ liii,.rh |w*re>*rjtaj,o'’ of tlseir mw^T- 
ments amipared w ith sneli f»ereentajres in other rTinrdrie v T! ev 
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furiiu r rtH*o«nineBded tiuit «uc}i inventmentf^ j^hould be largely 
icjdaced by conimercial bilb h<xhi as jK>ssibIe. Si>eakiug 

fruni the |K»int of view of backing ereilit as a who!i\ it has been 
fttuled by \vitneH>i<»g that the effttt of recent (i(AernrneMt of)era- 
tiun.H luis been to raise l!u‘ prua- of credil and in that resjXH^t to 
jx^nuii/e trade tuul lnthJ^lrv. From the figures given in eliapter 
111, it will l>e S4sm tliat the nei borKovings of the (iovenmient 
of India Hinre in tlir form <d treasury bilb and rash 

fertiheatrs have amounted to at»out H>. 14t) erores, while fr<uu 
t!ie fahlr‘ m (‘haptfr \1X, }»aragraph il may la‘ observed that 
kite figures of h*ink (le|Kjsits have remained stationary during the 
la^t ti ll yt^ars. This state of affairs has mad< tie* Indian hanking 
mimI f redit prohhuu still mor<' diftindt. 

It in n(»i part of our fumtuin nujuire into this matter 
aud ut‘, lluuefore, ahstam from pu'^^ing judgment on tiie 
( foveniment ‘s lnjrrowing |H>liey, the amount, (he time and 
tlie terms of their hornnvings and llieir eilrrt (»n the general 
level i)f interest rati's and on the dovelopment of trade, 
mdu^^trv and tianking. We. iKuveNau. lin|M* that when tiie Ive^t^rve 
liaiik Is esfuhhsherl, ( fO\a*riuiu*nt will work m ( lose { o-o[XTation 
with (hat Bank in the matter of their borrowing o[k>ratit)ns linelud- 
ing rates for |M)st olTiee saving*- hanlv, ile|>o-iU aiei ea^-li e<u t ifu ates’i 
and tint in thos(> eireuinstam e- there w ih he no room htr adver-c 
i ritieism of (he kind rehurral to atK>Vf\ 
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AllluYn^’h It is that from th** jM)iMt of 

vitov of ;i markot hilU m linha aro s« irt’o. it must not ho 

assmnoii tiiat this is ihu' to a lark of kno\vlrji;;r on tlir pint of tho 
|>oo|ilo of tho utility of tliis form of rroilit, 4.r t<i an un\villinj:iK‘H« 

to make u-o of it. As statrd in |»aia;;ia)hs and ‘2“h thi'rr K 

drfiiiitr r\ nk nrr <»f thr rrinittano* of inoiif^y by ( itaiit insirmnentH 
as rarly thr fifth rtmfurv, n.*’ . and tlH‘ iisr of hufulis as rjitJy 
as thr twrifth (tmtury aj>. Indrrd on pa/^es TO and 71 of !iia 
tiook on Inditrrnons Ihuiking in Indir. K. (' . .lain rrfrrs to h^^midary 
storirs hirh rarrv hark thr on;/in of thr hundi to a ri?rv 
rarl\ |K*rKxl of Indian hi‘'fr»ry. 'Thr safrty of ItuttiitM for travriirm 
as cranparrd witli tfir risk of rarrving rasli inunt in itsolf imvo 
j)ro\ idrd a :.^o<h 1 rrason for tlir dr'vrlopmrnt of thr Jturuli Imhit. 

yM). Tltrir is no drfnhtuai ‘)f n hunrit. It is jrnvrrnrd 

In* thr rtistotn run] nsa^rn of tlir various l(K'ahth^.H. and only whrro 
MO sfx^rjfn* rustfiin rxists d<H*s it rornr iindrr thr trrm “hill of rx« 
rluin^r” within thr inranin^ of tlir Nr^otiahlr Instnnnrntj^ Art. 
liundifi arr of (wo kirnls, dar^ha^ii or drinand hills, and ntuddnfi 
or usanrr hills. In this rr4i|K‘ri tlirv rr<vrnhlr thr hill of rxrhan^O' 
and thrv ^sihould rrrtaiidy form a foundation for thr drvriopmrnt 
of a hill Miarkrt on inotirrn linrs. 

Tftl. In ( haptrr X\ wr j^.ivr a statrnimr of (iir joint l>alan<r 
shrrt of srvrral rlrarintt hanks in KfirliuKl shfAvini." thr distribu- 
tion of thrir ass^^ts. Thr following siatrtnrnt rfdatin;^ to Infiian 
hanks alTtirds an intrrestintjr (v>niparis<un Bnfortunatrly hanks 
in India do not rnakr a univrr**al pra< tirr of showing invrstmrn(» 
in hills s*'f»anitely and in S4»vrral <‘asrs thr fiji^urr i« tnr|u<!rd in 
tlir total fiifiirr of advanrr*^. Th«* vrrv Htnall figtirr nndrr thr 
heading of hill^ must tlirrrforr not l*r taken an strirljv rorr^^ct^ 
tbouirh it may hr as#urnr«i that thr reason for not showing it 
Wjxiratrly in certain ra&en h that it trK> srriall to Iw treated a« 

( 4t*7 ) 
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an jn<lefM*nd<!nt item. The figures are for 1928, the same year 
as tlioHc of the English banks ; — 


— 



The ImfM&rial 
, Bank of j 

Ifidia. ' 

•Six Indian 
j joint* stock 
bankj». 




1 

Ba. in lakh«. 

in lakhs. 

Linbititien 





( tttuJ Rooervoit 



io,sr» ! 

0,50 

Current atKl Deposit Accouatw 

• 



52,20 




i 


.... 



19.04 

j i 

iru-Oo 

BilU .... 

• 


. i ! 

1.23 

Advatu«« .... 

• 

. 

. ■ 51,^5 1 

( 1 

33.42 

Coiib ..... 

• 

• 

! 

JO,t;,7 j 

0,83 


• AHAtmbiMJ Hunk. Hank tvf Contral Bank of India. Bank of India, 

PfK>pl«« Bank of Northern India and Punjab NaBonal Bank. 

Tilt' Htnkm;^ fcatur(‘ as intdilionocl m tlu* prrvions t hapUT is the 
n‘lati\<'ly larjj^e pro{K)rtion t>f assets linked u{> lu iiivestmeiUi. 
This luuy lie due to two caujk\s, firstly the neeessily for hanks iu 
India to nuuntain a rtdalively stronj^er iitjuid |K)sition than in l>etter 
iievelofHMl bankinjf countries, or wxmdly the altraelive yield of 
(iovernenent weurities as compared witli other forms of invest- 
ment, The |.(rowth of <*onfidence m hanking institutions followed 
hv fi reduction in the ])res<uit investments in gilt-inlged wi^curities of 
hanks must inevitably be a matter of tune, wliile as already 
|>ointed out, it is hofH'd tliat in due eours*^ there will lie a very 
definite teiuienev to equalization of the attnictiveness of investment 
in (lovernrnent sc'cunlies and that of commercial business. 


ScAK( iTV OF Bills — Other Re,asoxs. 

51>2. \hirious other reasons are suggested why joint-stock banks 

do not hold more of their assets m commercial bills : — 

# 

(1) Banks do not make a practice of discounting their bills 
with the lm{>eria! Bank of India. A bank which 
rediscounts with the Im|>erial Bank of India feels that 
it nms the danger of having its credit affected in the 
market, as such redisimmting is considered by the 
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iDiirket to Ik> a jsign of weakness. Tht^rt^ are, morts 
over, no faciiitieji for tho ready nalo ttf billg in the 
ojH^n market. 

(‘J5 Joint-stixk hankis* vvlmuever they \v:\ni funds, prefer 
taking U»;uys from the liujH'rial Bank of liuha on 
ClvAt rniru’m fvtvuriiieH to ofTenng their hills for re- 
diMsjiini witli that hank. This is due to the faet 
that tlie Imperial Ikink in itself a emnjH'ting com* 
iJuatial hank and no laank ^^ould like to give a‘.vav 
i!a‘ S'^a reis (U LiH |>ortfo!it) to a rival hank. Um'uu 
( ‘ n'umsta rsa‘s. (hofrnment seeunties are a 
more {#<*piilar form of a-svt than Ir.ulf lidis. 

('h Tla‘ Im{H‘ri;il Ikank of India is prepared to diw ouni only 
aj>|>r()ved hiils^ i.r.. hills ap}aoved l>y it. It diH’s lu.^t 
lay down any standanls for tlu' ^mdatue of other 
hanks as to what constitutes an approvcal hdl in its 
oj)inion. Tiie result is that joint-siiM-k hanks (animt 
depend oh lulls u liieh thi'v diM'ount for tfieir 
('usnuruus being redisi’ounted hy the lm|>erial Ikink of 
India. 

The sy stem of eash eredits in \ogU(‘ in India with certain 
advantngf'H to both the lender and the horroucT 
stands in the way n{ a greater use of hills. In 
tie (:\<v of c ash eredits, interest is generally paid 
only to t}M‘ extent tliat er«alits are umm] ami the IsrnK 
ran withdraw credits in th<» c'VenI of deterioration m 
tlif" |s>situ>n of the horrowing j>arl> . It has in faet 
lasm urgecl l‘v soim* c.f luir \vitnc\sHeK that the horrowa^r 
sluuiid get his assistance* from hanks in the' form he 
d<‘^ires and that both easl) CTedils and liill.s should l>e 
de\eIojs (I r-ide h\ side. In vuwv of othcT advantages 
m the' hm- of l>il|4^ sn* h as licpiirlilv to hanks and 
certainty to Ivorrcovc rs during the |>iTic»d of cairreiu v 
of tie* hills, jt is, hovw'Vi'*", fe.jaal that thc“ ms* of l>i)lH 
will hceoim: nicue jiopiilar, firovifk*d the hanks take 
some initiative in this matter. 

50 k Tle^ following snggcestions hav<^ i>een made for developing 
the hill market : — 

fl* A leading Indian hanker ha.s suggested that the fndnuj 
joint-itex'k hanks do not go to the IrnfxTial Bank of 
India for redisrount of himdu aw the latter charge? the 
same rediscount rate to the joint»fitfKrk hanks as to 
vhfofji and tn**rrlianls. and he has siaUaJ that if fiie 
Imperial Ikank give a "dieafx*r rule to tlse Indian joint- 
stfK'k Irankoi, tlie latter woohi readily take advantage 
of the wfKxial hudlily and tlie question of presiligo 
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which now »tan(l« in the way of the clevelopmcBt of 
the rediscounting hai)it would disa|>j>ear- tk> far as 
tfic Imperial Bank of India is (oueerned, fhe Manag- 
ing (ffAenior dofs noi think that any reduction in 
rates would he |>ossihle as t!ies^> are already on the 
rfS'k-hottom level and anv reduction would place 
the hti^iness on a non-paying leisis. He furllier adds 
that tlio r<Ml n^avon for llie preference of joint-stfKvk 
l)ank‘^ for horniwings agairsst (iovernrnent si'curities 
U) rediscount ing hill-, with the linjHuial Tkank of 
Iiniia is licit the hanks desire to henfdit hy redtieing 
the interest they pav to the linjKTial Ikank. ini- 
nnsliitfdv thev have any surplus funds, and that it is 
niore difficult for tin' hanks to ilo this if they olunin 
the aeconnnodat ion hy rf*dt«*ouu( than h\ loans 
against fTOvernment «ec‘uritie'H. 

We are not m a jx^sition to make anv re< auninendat ion in 
reL^ard to this jaoint for fl)c nttinni pcrtchl h*dore the 
estuhli-luuent of (];?' Uevi-rvi* [kank. \\ h«‘n that 
hank h ♦‘‘.tahh^hed . it- puhlished rat(' slonld he 
tlie niiniinuin rale at wlu h it [TcpaTcd hu\ or re- 
discount fir'^t (das- tratk‘ lulis and j,n>in.ssoi\ notes 
arising out of hrnm fu}r .•oiiun'Tci.il or trade t lansact ions 
of nimdxM' l>anks and hankers, tht* Bank having full 
dis<T<‘tion in regard t<a rates fc»r its o|X‘n market 
operations. To stinndate the um* cd hill- the Beserve 
Bank sliould use its disi retion to charg#' a higluT rate 
for (huuand loans against autliorized s^^ urities and it 
may fnnl it nsiffinl t<» have a larger margin between 
these nites at tlie outs<''t than will 1»<* ne- es>arv after 
tlie t>ill market has develop'd, f^ltould the Beserve 
Bank find it nci'essary to di'^eount tlie paper of the 
puhlii' without hank endorsement, it should consider 
wild her it slioidd not in the first few years at anv rate 
cluirge a higleT nite of dis<’ount to tlie puMic than that 
charged to member Icanks and hankers. 

p2i The repres^mtative of the Ahmedabad Millowners* Asso- 
ciation lias jKiinted out that tlie charges for discount- 
ing are rather high at present and that if they could 
he lowered it would fa< ilitate the use of hiUs, The 
folIoAving was rpioted to illustrate this piint of 

view If gisKls w ere sent from place A to |>la<v B and 
if the hank in place A did not p<»ss^>ss a branch in place 
B, a higlier mn^ mission had to he paid to the bank 
at place A to discount the bill, as that bank not 
iiaving a branch at place B had to get the bnsinciis 
done tlirougli another Bank to wliiidi a commission 
had to be puich Re has stigge«tcd that this difficnlty 
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can be solvetl if ihere were some arrangements l>elweett 
tiu* <i?ffercnt banks whereby business ^h>uU1 Ih' clone by 
chaiLang one ts)janiis>ion only by the ln\nk which 
first ncgv)iuiied the bill and tlmt tiie estiibiishnient of 
a clcariiig house fc^r lulls in all provinoial capitals 
would secure this emh We think tia* suiiplest 
solution for rinUu ing the charge's in such c ases is 
that the hanks shoiild sluue the single cotnnossion 
♦ Mpiafly hetwt'Cft thcins<dvccs iusteaci of c'hargtng clouhh* 
C' uonussion . W ccaiiiiiend tliis stiggvsiicui fetr 
a* ' cpt anre h\ hank*-. 

bh It is generally Ix-heved that the ireation i*f u Ibscuve 
Hank nonkl t«'nd to chs|s*l the jae^’nl prejudice cjh 
tlie part of jOHit-Nt<K'k hanks against diMounting tlieir 
hilU with the Irn|H*nal lUuik of Induo 'Tie* lu^'cuve 
Icuik woidd not he* a oomjHUjn^: in^-titution and ics 
Its normal hn**Hi<'‘ss wonid he to a t as Imnl'icr-^ batik, 
cb*\ vlopni*‘iit of the hill Imhit would be* gnaitlv 
fanlitatrd, Wc* ugr»*e that tie* crcaitHMi of tie* 
lh*><'r\c Hank would di**|»cd tiie presimt prejudaa* on 
flu* jcut of banks and lc*ud the way to a eicaifcr tisc* 
of bids. 

'H It Ici*' beam HU-gc^tcal that tie* c'st abli^hnu*in of wa*r<*- 
lions* s* in Nations |N;irts of Indbi VNcMikj cUMa»iir*iye the 
use of bilb as it would (end f»» rc*plac c* tbi’ thiatM c* 
InUs ihon drawn l»v incn hants and sbroffs by d<H'U“ 
!n‘*n?ar\ biH^ wha h would be- ttiore |>opnlHr ^^itb banks. 
We have* e|-,4»w bere achoc ntcMl flie w idi* estaldrsluiu'ttt 
of warehon^'s (liroughout the count r\ iuid llu' prc^>* 
incdion of the um* of the htlls js cuu* of tlic* imjM»rtant 
< onsidcTations which have inllueiueil u- in making 
tlio*^** projvisals. 

bV» The pres^Mit rate c«f stamp dut\ on hills is |k |>h*w jM>r 
/enr Aw the hn]s current in the market art* gener. 
allv paeahle at tU davs. the duty works out at (♦ fiex 
|>er eent f>**r fiujntli or d antias j>*'r ec*nt iw r annum. 
It is admitted on all }iand« (hat thi«t high rat^ of 
stamp duty milifafea against n greater of billa. 

In this eonner tion we recall t-iat the Iloya! f Vanrnission on 
Indian ('urnue v and Finatic e. Hk2b. ncomfncujdf d 
tlye aholifion of the stamp duty on f»ibs of exehang*\ 
We repeat that r»s“<irnineiidation, wjib Hu* furfher 
suggestion tfiiu it ftlrofild l>e given cdTcu t (fi v/jthin 
a t^^riod of five yearn so that nf*ee*''Sitry may be 

taken hv tlje IVovineial novermnento, to make gciod 


th^ wfwxl *' rifts? '* b It ire 
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tue revenue deficit consequent on the acceptan^ of 
tie proposal. As an initial step we recommend that 
the Btarnp duty on all bills of less than one year ’a 
usanca siiould l>e reduced to a uniform rate of two 
annas [)er one thousand rujx^es. The argument 
adduced by llie Itoyal Commission on Currency and 
Finance IIku in America the alxilition of the stamp 
duty on bills was one of the first constMjuences of the 
institution of the Ites^'rve Bank system should also l>e 
Ixirne in mind in tins ioimeetian. 

(6) Post oftlces should stin k for sale hii! forms [Printed in 

English and the vernaeular in [»anillel. We tldnk 
that this suggestion and also suggestions {H) and (*h 
(les4'rve the careful eonsi<leration of the (iovernrnent 
and the Indian commercial puhlur We endorse the 
sugge>ition of tite lV)mhay Committee tliat th<* Federa- 
tion of Indian (‘haml>ers of Cornmerte and Industry 
should lake tlie (|U<‘stion in hand ami arrive at a satis- 
faitory solution in <a)nsultatioii with all thr^ bodies 
interested in the matter. We are sure that the Gov- 
erninent will thf*ms<dve« be jirepared to do everything 
in (l;cir fM»N\er to fiel|> the Federation to arrive at such 
solution. 

(7) In places wljere hnruii business is mi[K)rtan(, an ex- 

peditious prtKa‘dare for disfxming of suits based on 
negotial>Ie instruments sbould be introduced on the 
lines of Order XXXN’II <>f the Civil Pnx'cdure Code. 
Wc endors' this suggestion. 

(8) Tlie noting of dishonour and protest by recognized aascs- 

t'ialion^ of hanks, shroff x or men bants (so as to save 
tmuhie and ex|HMise the owner of the instrument i 
should he valulated. 

(9) Standardization of customs governing the hundis \uth a 

view to {'romote their circulation is recommended at 
least for jmrticular regions^ if not possible for the^ 
entire proviiux^. Some witnesses have also supgeste<f 
that legislation shouhl be passed standardizing the 
essential features of the itundi and |>roduc!ng a docu- 
ment simple in language and terms caf>able of circu- 
lating under definite and clearly defined conditions. 

DevELOCMEXT of the t SK OF IllU.S. 

591. The i|uestion of developing the use of bills Ims been consi- 
dered at some lengtli in the inemoranda sulunitted bv witnesses 
and also in the onil evidence tendered bv them. The various 
classes of transactions in whicli tlie use of bills is not widely pre- 
valent at present and the manner in w Inch bills might be introduce 
in connection with such transitetions are dealt with below. 
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.1^5* Tlie finunee re<]iureil l>y tlie agriciihuriHts may In* divided 
jiiio fiiuuKe re<juired for g:rowi«g crops and tlmi riHjuired after CUe 
have U <mi gatiicred. In n^ganl to croji-s; \vhi *h have been 
gathered, it has Uvn recomfiieiuied In the ^{tldnll^^ Provincial 
iUmking Knrpurv ( omnuttee liial agnenituristf; may iHM'ome mem- 
bers of eo-i)|H‘r ui\ e ^odown MK ietu-'s: and obtain hnunee on agn- 
culliirai produr? fnvm lhes<' smiettes hv allowing the lulicr to 
draw a four montlis’ !>ill u}H>n tluuiiRdves (owiiers of produce). 
The godown stKielies may, if lUHesjwiry. <iimx>unt the hill with the 
eemrai eo-<i|H ralive hank and tin* lattiT in turn vvitli other banks. 
The system of godown s*K'n*tit‘s unuld greatly assist it» protecting 
the co-oj>iTiitive banks against wrongful disjH>siil of erops. 

V.Mj, As regards fmaiae riHpnnd tor growing t(ie crops, the 
Afadras ( \>inmnte<* have suggested that it wiH he a long lime before 
a suttalile hirm of agneultnral |m}x*r is develojx'd, for tluTe ih » 
chnnre that the honrower may not grow the emp or other ineidenta 
like drought or thK)d may dtesiroy the (Tops. In these ( inMimstaneea 
tluTf* IS no immediate prosjH^ t of rapid advaiua* in the direction 
of creating agrif ultural jxiper in rt*sj>(vt of advances granted to 
ryots for repayment at the liarvest. 

o97. The Managing Governor of the ImjHTial Bank of IndiA 
lias suggested tha* tlie only way in wlncfi greater co-o{>enition can 
W obtained between indigenous bankera and other hankn in India 
is thnnigh tlie us(» hv indigenous haiikera of credit dcxniinenta which 
are areeptalile to the commercial f>anks. He haa, tfusrefore, urged 
that tlie usiince hill should he encouniged for the finance of village 
bankers lyv shroffs. He has admitted that m tlio abaence of aatia- 
fivtorv^ documents of title it would not he {losnible to identify thewi 
bills W'itli any particular goods, but he has added that if such billa 
were intriKluciHl and the [parties thereto show'ed themaedves worlliy 
of credit, they would in course of time l>e diocounted by banka. 
AVe agree with the principle entmciated and w^e recommend That 
banks should take the initiative in the matter by auggesting this 
Tuethml to $hroffg seeking a^xornriexlation from them. 

5%. As regards the financing cf the riiliivutors by the village 
bankers, he has expressed the view that even if the diMculties men- 
tioned above were met, hills with fixed dates of maturity would 
Ik‘ unsuitable for use in this wnne<tion, biv*au«e in tlie naturt? 
of things the culfivatorr must depend on sale of their crofm in 
order to pay their bills. The sale of the crofwi would depend on 
the season, whereas the bilPs mattirity is fixed and renewals are 
both expensive and disliked by disfounters. While we appreciate 
the reasoning, we think that the dates of maturity might 1>6 ap- 
proximately fixed with reference to the ftrotiable date on which 
the crops would l>e brought to the market for sale and that a sate 
margin might always be provided. 
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(h ^hrktting PinoHcw 

We have refcrrt-d lo tlii.s hub;f4t lu C haj»ter XlIE The 
Biliar and 0mm IVovuh ial Batikm- tuiunuitee have umde the 
following isuggealion for the ujiruduetiou and Ube of hillb in coil* 
nection with markeling , — 

'The prevalent ^ynivin ol inaikeiuig hnance ib liial the ex- 
|>ort tiousOH or euinnu'^Hion agents of (. alciUla mitoe 
money from their own hunkb or the liurra Jkizaar and 
tinaiKe those U{)-eountr\ traders, vvIjo lia\e no large 
(.'apitai of llwnr oi'it. Ihese, iii turn, hnancx^ the 
siinall beparis or village vshu i>uy outright 

from the euilivalors for t ush or eredit alreadv advanced. 
Thjb s\Htem do^^s not ailmu of a nuiiv dire< l contact 
With the central money market nor can credit he 
exfiiinded us ocx asion requiivs, since none of the ca^ii 
credits or lKK)k anmiiUh extending from the ( aKuita 
Excliange Bank to the viiiage lx pan aie negotiahle 
or t ranHferal)le. On the otluu’ hand, il tlu* priK^ess 
Were rt^verstMl and liie viliagt* in pan or llie sub’^tuntial 
cultivator I'ould, with of the hceiist'd ware- 

housCJ^, create a diKumenteii agraUitural vuidd^iii 
)iuftdi of SIX months’ usance, wliich inav l>e actcpted 
t)> a registered mu/nifci. , i!tc hill so ( n*ated could he 
discounted m (he C4*ntjal nu-nev market. It wd! l>c 
eagerly Ixnighl hy the Bc^erve Bank in case of 
necessity.” , 

The Mtuuiging Ciovernor of the Im[K‘rial Bunk of India has 
«X|>resb<\l the view that the mam ditVuultv m the wav of tlie 
inmxiuction of this »\siem is that connci ted with iuenst\l ware- 
houiies It would lUH’t^sHary fi>r sOH'ks tu l^i' grailiHl uud tho/se 
of diflfeitnt parties mixed together. Tins is a prac tice which 
Itidmii eultivatoiH havt' consisientl} 8t*t their face against and is 
one of tlie main reusuns of the failure of an exjH’nmeut of a similar 
nature at Lvailpur, He has liddtnl that llie inanagtmient must 
also Ih) an exf^ert one which would cost money. He would like 
to set) funher exjwnments made in lliis direetion in scdect localities 
as tlie hills eieatt*d would U* weletmu* in the money market. 
\\> wholehearteHllv supiKxn this pn»j>osal and we sincerely hope 
that the I^ovincial Hovermnents will give their earnest comidera- 
iion to our rtHomnicndatioiiii n^ganling the establishment of 
liwusetl waiehouses, 

W). As regards the movement of ^sxls from the port town 
to the interior, o\m\ acmiin/ credit is given by the commission 
agents to the merchants in the interior. By co-operation between 
the hmk» and the commission agents, the latter can be made to 
realise that by converting the open account credit into bilb they 
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cun gtX iirdit tixHn tfic Inuiks^. The txiruuiJMiion agcutjj will Iheu 
iu ihrit iMtn |H*r>uade tlunr vn^Unnci^ tu uix cj>t UNiiae biUsi fot 
ihe value M de>jKiteiRtL Tliin will hnuj; iiiU) cSibtWeilt 

bilh u! HUi iiiiu iil>!e aiaouiit tx>!h at tlic }»orl lu\\u^ uial ill tlie 
iiileiior aiul a fitr iUeulatuHi thoreuf between tin* [Hin towuj^ ulul 
the njtenjal niarketn. ns ch>‘>» r eeMuavtion In'tween the Uiliki» 
uruJ the nuh^u nuu< l anker^. ( uuijKuativt^lx lutk* iillentitin ha# 
m far heeu jiaei to llil^ hraneli uf the tnale fn^m tlie hankini.t 
{Kent of vu'v\. W'e lontnund the matter hir the (aaiKideiulkm of 
tiit‘ |»arlie*. eomi iiK il 

h i' I port tifitl Import Fttiam r. 

hO] . 'I hf suj^;ie^t loh-^ r* jj^anhti;: the iMirotha tnui ru|x*e hilfil 
iuul proiiiotMti of haitki i.*^ .ueeptnnees \n <<>iiiu*<Ti(m with Uhi 
hiiaio in,, of Inha ' foioi{^»n {»atU* !ui\e Ixuni ref<'Ue<l to in ehapter 

xvn. 


ft Hank l<(f/Janr/A 

tftrj. W'hne it 1 *^ true tliat the s\'>tem of eiisii ('nnlitH ha>4 been 
\\orknij4 Mir**r‘>>f ulK weeon.‘'hiir that it will he far hettiT f(H' tlu^ 
hatikn lo then Imals m < h ''<‘01111 hilh. Sia h tliNioimting 

ma\ hr < itlier h\ hn\ino htlls h<’l<) h\ eustoifuTw or «hK<‘ountini( 
hills aeii ptt^i h\ <Jt!iei hank- for then inisioinerK In r<%'Hr(l tu 
th(‘ hist hanks <an pkiN onl\ a pUf^sive |mrt hut they eun 

take a \ei\ attiM* pirt in (tratiri;, a<'eef>tiiiu <*s, mua* tlu^ lle**ervl*r 
Ikink w st:irt<*»i 'iimI iea<K to stan*! h«*hin(l the hank*K hi^nuitnre#* 
in thr ahs^ fjtr f»f (iru Miel lor th'ur rreepiaiH 111 *' hankn eonhl 
e}iar^<* a *'Tnall < omnifs-aui and < ou)<! <ollat<‘ral mHUiriiV for 

ru'rrptin*,^ tie* hil>w in fla* s.uni* Ua\ hh they <Io now for their <*e-li 
erethtH, 

Ott:h TIu* <I*‘\ r’o|U{i(‘nf of the (hreouni market m an eHNeiitial 
f**atijr** of an\ mIm in** of improv<nmMit <»f our monetarv K\hteiu. 
W e }}a\<* reftured in paraj^ianli IJh to tie* a<ir»|»t 2 on of hill4>rokinj^ 
as an intet!raj part of th** iiuli;.n‘nouK haiiK<*r'h husini ss. Homo 
of th<‘ imh^fOion- hanker ^ and then w*‘althy <l<*[KiHitorK mjisjlit altw) 
form t}i*unwd\<'s into <hs< oiintm^^ hMUs**s under th** aej^iw of the 
Ikmk. Thev <ouhi #'nf»{d<‘m<‘nf their own as m 

ofia^r t'ounirit s lo h\e<i oh‘{KiKj(^ from tladr asjxxuates ami friend** 
and rr<‘djt simphed hv feink^i. The ]t*vs*'rve Hunk could als^i foster 
the £rrow th of sii* h di a ^funt hou’^ef* h\ rlasxinfr them witlj uamdier 
hanks in tlie malfet of re<iis;nunr faeilities. 

Tfiere is httte do«»ht thivt the ereafion of the Krwrvc Bunk 
with the refi.uHant fo.<^r<iirmtiori of the various ekunenti; of tlie 
money markfi and a unified control of ere<iit and eurreney should 
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do much to develop the use of commercial bills aB<l uUiioately 
cr^^ate an active aud efficient diBcount market in tndia. The mere 
fad tliat during the bu^y seamn the Issue dej>artmeiit of the Bank 
Avill be enabled to issue currency freely against genuine trade 
williout the Bank Hate Ixung raised to artificial levels shouki 
have n psychologiciil effect on nKTchanls generally and encourage 
tliem to take advantage of a cheap and (onvenient form of fdiort 
credit. The prestige and standing ofIere<l to indigenous bankets 
who decide to eoine within the seo|>e of the rediscount facilities of 
the Resr*rvc Bank sljould tend to link up the indigenous money 
markets w ith the large centres where surjdus funds tend to concen- 
trate, Tlierft should no longer l>e any jealousy or feeding of un- 
certainty as regards the rediweint of bills by joint-st<x"k banks with 
the Reserve Bank; and if, as we jjrn|X)S4> elsknvhere, the }>ubli8hed 
rale of the Reserve Bank is its rate for the redis^^ount of first class 
trade hills, which will l>e its lowest oj)erative rate, the money 
market as a wliole should gnidualiy come to take advantage of this 
rate as a natural |>ractice in lieu of the pres<u)t crude method of tak- 
ing advances against st^curitics at a liiglier rate for shorter periods. 
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XliE BANKINti SYSTEM AM> THE MiKNEV MARKET— 

Fhk Hi*sKtt\K !Unk 1th NKtn-^HHny 

*)<»■>. \\\' liiui frequiMH lu Uu* chaptarii 

to ihi‘ lu'i toi u < t ntni! Iniokiiig lOKtiUitioti lu India 

/or I he (!♦ \ elopmont of the lixluiu Uinkni^ aiul rietJu 

^Vjitein on Ji .‘oiuul and pro|H'r hiibi?^. Si>int' of I he Pruvinciiil 
4 f)rnnutti t'> have alNi) len tanna iided tiu* eivrlv eBtahiiHhnieiil ot 
tht‘ Ihink the iiifiti* 4 iiratioii of vvhu h vva^ rtM cHiunentied iiy 

the lioNal t oinm!N.‘<ion on ( ninaiev aiut I’liuuiet* fui* \ea!>^ 

tlu' of)nuon of all aiithonfieH on tlse ^uhJe^ t iliat 

iht^ th^t ^tep to It move tnaitv of tlu* dt feet*^ III th<‘ exiKtiuj^ H\hlenj 
l<i hrinj.: ti^e lio^t'ive Hank rnto hem^' 'Flu* foieien hunliini^ 
v.tnl NO iai as to sav lh.!( n i* tine <d oin |>nnei|vil dtitien 
to oiniiienil that tlie lU^Nt*i\r Ikiiik ^liotild }>o estahlished in 

India as voon povHjhle and that tins mNtjtnfion shonld hr fre<* 
from |sdit - al intluriK r Wk*' auTt/r with t h<* Ihoal ( ''^Mnnu^arion 
<»n t’urriiav and I'nianfr, that tlie ('\ntin;: 

t)f euntn>i t>f iino'iuv and t reilit in Indt' win, m ni thr haiulE <>f 
( i{i\ f'rninrnt aiiil th^* Imiwaial Fkoik of India n a|Ma“t j\ rl% n ilehn * 
tne, ami ur art' eom meed that no snhstintia? pio^nev^, m jwiHHdde 
uniesN and until the i (uilml of < redu and c uroue \ m India m 
plaef^i in the hamlK <»f a Hiri'^dr authority \Vr juroiilini^h eon 
Nidtu 'll to he a mattei of supreme nn)>ortanet* from t!u» jHunt of 
view of the dfwidrjfuneiit (d hankinj*^ fueihtieM m India, anrl of her 
eeonoriiK advaneernent oenerallv, that u rentriil or KeHerv<> jfank 
Hhoohl he c reated nt thr earh^xi fxntthlr date 'Fhe iTt thliHhinenT 
of such a hank would hv mohili/afion of the linnkiiit' and < iirrenev 
reserves of India in one iiand tend to inereaMe (he volume of ered|t 
available for trade, industrv and a^rieulture and to luiti^mfe 
eviln of fluetnalinir and hiirh c fiar^iea for (lie uh#^ cif aueh eredit 
e£il«ed by neaimnai Kiringenc y. 

PnoPEH TYPE OK nRSERVE pANK 

64^14^ The ipjej^fion whether the detuda of the eon«titutk>n of a 
Re«erTe Bank eaine within the purview' of our eommiitee has la^er: 
ofien to doubt fo>rn (lie outaet of our deliberaiionH, and the fdiair- 
Toan haa Yh^ti aaked to give a riding on the t^tibjer t on more 
Kionn than one. The objeet with whioh orir Comrmttcv* waw ap« 
pointed wa*i Imitated in a rircular letier iiwiied by the f iovemment of 
India to the Prrnineial Govemmenta on the 3rd Ajiri!, in 

{ 417 ) 
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tlie lollovviriM teiinh wiikli were tjikt*n from a f^tatemen; made by 
the Han ble Finance Member in the Legislate* i AHtjembly : 
“Tfie fonnaiion of a ( entral or lienerve Bank m desirable in order 
liuit Indie may l>c e<jm[){>e<l with a mechaiiisui for the control of 
ctirrency and < redit on the lines approved by nKxlern exfx^riefH'e. 
At till? inline time the ( iovernineril can only proceed subjeit to their 
IwMng sutiNiied as lu two conditions : lirst, that the organi/atioii 
of the Bank is securely settled on sound lines, and secondly, that 
tfiere is » nieaHun ( f general snp|Kirt among tlie representativm of 
piibhc o[)unon for the profKisals, Full advantage should Le takan 
of any interval wlin h may (Kcnr before thesi» conditions 
filUxl and tlie tim<* is again ri[H? for reviving the proposals for a 
Reserve l^ank by inaugurating an empurv into the general banking 
organization r>f the country which in mlimatelv c onnected wjtli the 
r|U(>sth)n of a ( e nral Itank. For a Centnil Bank is essentially 
the crown of the whole* Btriaturc of l>ankmg m its widest s«*nse^ 
and if it is wcdl d»*sjgfu‘d to mevt the* prac ti<‘al rcxpiirements of the 
country it must iM‘ adapted to the hanking organi/alion of the 
country on whi«*h n xhonld rest. X'icwcal from this angle, a bank- 
ing empiirv will U* of value* in tlirowing light t>n tin* actual sdua* 
tion ihfonghcMit flu* country and in iii’-tna ting public opinion 
to tlie main r<'(p{ii< inents/' 

On the other hand, the terms of reference to our ('oinmitiee 
did not spec ih its func tions in regard to ilu' Ib'.-^^rvr Bank In 
Feliruary last, when the prtK'eedings of tie* Indian Round Table 
(’onfenMic i* were* published m India, it wa> found that there bad 

generni agn^cunent ut that (’onfer<*n<‘e that “efforts should l>c 
made to c*stabhsh on sure foundations and free from any [xdaitjaf 
jtifluonce, as early as may he found jxrssible, a ]k*s^*rve Ikink which 
will l>e entrusted with the management of Indian currency and 
exchange ^ and that Hi.s Majesty’s Ooverninent had f'xpre»sed tli6 
view that this matter was one of thos(> which “will have to be 
provided for fximehow in the new ('onstitulion“. In view* of the#<e 
variotta considemiions it was ruled by our Cbainnan that it was 
for the framers of the Constitution to decide wlmt steps ahoplct 
be taken to ensure the t'ondition envisaged tliat the Bank 
be on a sure foundation and free from any jxilitical influence, and 
he niled out of dim uaaioii by our Comnuttee queations l>earing on 
that point, e g.. (1^ whether the Bank should lie a State Bank 
or a Shareholders* Bank, and (2> what should be the competition 
of its direetomte. Tn order, however, to arrive at a basis on which 
our recommendations about the working of the Beaerve Bank and 
its relations with the Money Market should be formulated^ we 
unanimously agreed to proceed on the following ateumptions 

(1> The Be«a*ye Bank would be established by an Aet of 
the Indian Legialatww, 
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BANK. 

( 1 ^ I'hc c ;t|»ual of the Iknk wouUl \h^ pio\ uIihI by \he Soik*, 
rbe Hank woukl Im;' uiuUt liuiutn ixaitrul, aiuI 

( 4 » I’iie Hunk would fr«ee from intfrtVrtuico iroui exeni* 
tiVf Ml legl^bture (Indian or Brilndi^ lu ilx day-iO' 

Ua > ininuiUHlniliOM, 

it tini-t bf r!rail\ undersUHni thiit all tht' m v>mnu*ndat»vmH ui 
out re{H>rt whuh t'livisii^e Uu^ ejttabliHhinrn! i»f a lu^M^rxo Hank 
HI*# baMxi on :hc st‘ assuinjUion,'* \Vn may add m ibi-* lonntxiivm 
♦hat tlie foPM^n t\fx*ris liave t^x|>reH«4,*d the opinion that a Rt^servo 
Hank tan bt‘ lun on Mumd iin<*H whether il h fonnotl a>^ a Siiilo 
Hank or ms a Sii.irnhuiders’ Hank, provnltal that iIh‘ Hank k»’pt 
free from inteJ ttMeni e b\ (lovernmi'nl in its <lail\ athnmistraVion. 


Some HhovibioNs of the Uehhh\e Hank Him. ok 19‘2h examined. 


GOT. d’lu* two pnneipal tabks oi tia* Kesn»\»‘ Hank niH he tt> 
maintain the inltTnational value of the rujKa- and to ttiiurul the 
tredit nituation in India, which utaild includ<‘ !ht‘ rate <jf mleret^l 
at which credit would l)e a\ailahle to rnnh* and industry. It ha^ 
Imxui ft» us that tho prtjvi-hfn- uf tin' lull of H♦2^ an 

Mo^ (pnlt sat i.sMi lory so far us th<' Ikink's task of 

re;Milatinii iiilernal credo in (oncermul. 'Hus diGiculty arisew from 
the fact that the Bill does not take fully into ount the 
of a Nvtdl devtdojH’d and exteiiMve iuil rnatkei m hnim W*. iaive 
used the word 'fully' advisedly, for tlie framers of the Hill have 
recognised that the financing of industry and the inovernent of 
crdpti in India is at prestmt effected mostly l>y cash credits and not 
by bills. The\ rerli/axi that it would In* diflh ult f(*r tlie Hem^rve 
Bank to assist other banks in providing the neressary credit facilities 
without aonie teniponiry provision for fcrmitring it to grant lonna 
and advances on the security of the promiKsory notea of ocdiednled 
batiks, aupfK>rted by docuraents evidencing title to gornlH which have 
beA Jranaferred, assigned, hypothecated or pledged to any audi 
bankas m^urity for credit granted for bona fidr commercdai or trade 
tranaaciions or for purposes of financing seasonal agricultural ofjcra- 
tions or the marketing of crops. We consider that (his provision m 
only a partial remedy to the existing f«ituatk>ii. In the first place, 
the number of fnember banks would at the outmd l>e only alioiit 60, 
of which 18 are exchange banks moatly unfYitnnccted with argieul- 
ture and inland trade. In the ae^wid place, it m not inccmceivatj^ie 
that owing to tl:ie absence of an extenahe bill market in India which 
would ordinarily enalile the Beaerve Bank to enforee its credit 
policy^ by its operations therein, the Reserve Bank may have to 
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follow instead of cx>ntrolling the nieinber bauks with regard to ibe 
interest rates in tlie (onntrv in the busy Heanun. As a result, the 
iHjSiTjua in India aftti ttie Ile^erve J^ank is established may diiier 
little Irani wliat it is to-day, and the wade ninge of interest rates 
caused by the sla< k and the busy seasons may still continue to t!ie 
detriment of the eronomu: life of the country. Owing to these 
con>.tderatioiH, ue agre** with the foreign banking exjiertg that 
additmiuil provision should be made in the Keserve Bank Bill enab- 
ling tile Bank to make loans and advances on the security of 
movable gcKxls, wares and rnerchaiKlis#, as wxdl as against the 
wareliouHc warrants or wareliouBe receipts representing such goods* 
This provision may {Krhaps l>e criticised as likely to encourage too 
much competition between the Reserve Bank and the other com- 
merrial l»anks in the country. We agre.^ that the Reserve Bank 
sliould not orrlinaril} com[>ete with (‘ommcrcial banks for [>rofit. out 
Ut (tnr ojiinton it nnght to be in a | o-i*ion to in tle^ o| cti 

inaikel and «omfx*te witli the eomnuarial hanks so as to make hs 
poliey t fleet ive. We ( onltanplaie that the Res#‘rve Bank need not 
necessarilv avjiil itself of tins pnavision fo a larce extent, hut ^he 
lieMe furl of ii^ exi-fenee i-nhaca .> n nlhaniee on the le\el 

of rales, \\’(‘ nneht aKo diaw :itt«nt,on to the faet 

that a mimh»er of tlie re<’ent modifieat ir»n^ to the Kouth Afriewn 
lvest‘rv<' Ikink Aet have hcen on the ahf)Ve Inu -, the object hcilig 
to render its working more efTective, 


tyOK W'e halve mentioned in |>arai.'r:)]*!! t-to that wo eontimndate 
tlie mtriMhu'lion of rupee iuifKirt hills a- a possihle and desirable 
future development of the Indian bill market, When this develofv 
lakc'- [>lac*\ wa* tirmk it necessarv that the Reserve Bank 
should liavt* fHjwers to pun huse. sell and rediseount such bills. The 
pnavwions of the Ihll of H>*28 confined the husmess of the Resen*e 
Think to the purclins', sale and rediscount of hills of exchange aiYid 
l>roimssory notes drau n and payable in India. As rupee import 
ivills would be drawn out of India, we suggest that the Bill ahouid 
be amended so as to omit the condition that the billa ahonld kd 
drawn in India. 

fiiKV We have c<msidered the provi^on in the Bill wUdh 
nv^lriets the total holding by the Reserve Bank at anr iinifr of 
agrieuUuml hills of a maturity longer than three months to one- 
fourth of the total fare value of all hills inrlnding p?Timii«iiOfry 
notes, purehaaed or rediaoonnted hy the Bank up to that time. 
It has heen anggested to ns that this limi!, coupled with the cempara- 
tixely small volume of bilk in the Indian Money Market in the 
fitesent circumsttancea, mav operate aa an nnderirahle impediment 
in the way of the Beeerve Bank giving the full finandal aeaii4- 
once te<jnited by agriculture wbicb ii the chief indufi^iy In India ; 
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and that it may be ui^eful to lujotber over-riding tnaxiraum 
so fixed OH lo takr uiio accuuni uoi only the lUHnl for liquidity of 
the iCt M rvt* i>auk ?> usmUs* hut al^o the e?^j-eiUhU reqvmemeutw of 
agriculluie. W e ha\i' reeouuuciuled u ticJuuue for hnugiug u large 
IkhIv uf iiuiigeiun*- i**uiker> aito tiie Uexive think N\steiu if 
that Si fieiue Were i,uihd out, vve twidievt' that a greater priq>artiou 
oi the agrj< tihural jHqndatiun woukl come witlon tlie purview of 
the ]ies<'r\e Ihosk s vi|Maations than wtudd l»e tlie chm* if the 
Ih'M'rvt' Icoik (it It “ ouh Willi tin' ]outi k Inink-' aiu! lauviiu t d 
hinkv av < funr iu|>latiHl ui the Inik (‘omhtions for 
( xneoiMn \4 th- Lai to, Hurt v\e«!?ki then ht' e’'eati*<!^ ami tlte imh 

gcaiouv |itt}k» , Micivf, knoakutge ’I Uv, ;il ami tru<l!* eomlitutic^ must 
form the Isrism uJ good lalh. uoul^l (‘nalhed n* pros tde tlje cvim* 
men ial Icoiks and the lU- ei\e Ikink witit gHadnally rn< namiljg 
nu!nl>er nf gmouih: ti ale lali"*. l\'irtl\ for the, leaMUi and )‘at‘lly 
iK'ean?^* u«' ha\(' ^n::g♦'^t»Nl the e-xtension »'l llu* powei^ of the 
lh-Mrv(^ Ikoik to giunt hnaiHial faedOtt'^ not (»td\ h\ jauetnme 
aiid rediseouiu ot hiiis luH al^o hv grant of ad\am'eh aguiunt g(w>ds 
and v,a?»'hou>e v.f* do not tiunk tliat thi' hn it |>resi nhed 

in the Ihil (d will ojauati' •is a luimluap to the agi ii’ult oral 

imiustiN when t)u‘ an angeim nl^ (‘ontemjdatt'd h\ nn ha\r fully 
l>e*'n (hoad»»|‘(‘d . d'o axoid an} possihle im onvaudenue to the imlm^tr} 
at the earlv ?tagt‘v of propoMai atrangemenf s. hoWu\e}\ wa^ 

na'Oiiunend that tf the limit pre'«erih(‘(i m tlie Ihll of ]h‘dM n at 
aH\’ firno *? :in tho ^hatc^ eapdal of the haid., tia' t(fal f.oa' 

of :t :: ii' * I h i Ha i h.lh oi noO ■ pno lea ed oi itafiKioJUif <o| h\ 
Tne IvoM-rve Ikink ma) . rO (lie diMTetion of that Ikank, go uj> 
to the ainoniH td‘ tlie sli.are eapila). 

r>lo. \> Indai i> piroominani; V an a, riruhunil eottntr\ it w'Hri 
proxaied in the Ihh tluat, whih' (ommerejal iaiih pniihased or 
j'lahsrounled hv lie* Ke-'^H vc* Ikuik vjioiiki he Mieh as malure v. ithm 

d:i'. s oi lie* (iate (*i vie h piua hase or n (issiaamt . ihe eum-m y 
oi agrjuidtural huu-. nog!;! extetid to i\ montie- it Uhh expeetfal 
tiiAit ll)!s |eo\Hs;on Uoold eiadde tie* hesejva luank to giVe all ifjo 
taapnred in (tanneeimn with H4*as.onal agrieulf. uta ! opora- 
tioiiH or the marketing (»» crops. Wh* (oiihjder tin* |>rovisioti 
adequate so far im the matketmg of crop, o eom*erned. But 
seasonal operations iii Indui exteml over a longer period (iuin m% 
months. On the <uhcT hand, as ordinanh the J{e*erv< Ik<nk 
will on! V purehasi* or redmeount agiK uitural hiliH from im ndeo 
t|an|;s, il might In* exported that thew^ Icank** would Itold the hilU 
for s certain jieriod of their curreney. Taking Imth tliese eom 
Idderations into acTotint, recommend that the f^eriotl of m% 
months for agricniinrfil bills in the Bill of 192W may tw* extended 
to nine months as being more attiiabie to meet the coriditfon# of 
agrictiUnre in India. 
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Gll. There ar# a few miscellaneous amendments which we 
have to suggest in the Bill ; — ^ 

(i) The Bill empowers the Reserve Bank to act as agent for 
the Secretary of State in Council, the Governor General in 
Council or any local Govenmient in regard to various transactions. 
We (onHider that tlie Bank Hhould al^o be pernutted to act as 
agent for any Iiidia!» State that may dehire to utilize the services 
of the Heservx* Bank for that puqtose. 

We have couHidered in this connection a Huggestion tfiat has 
been made to uh that the Reserve l^ank should be jHjrmitted to 
act as agent for member banks in the same way as it is ennx)wered 
to act as agent for central and provincial Governments; and tliat, 
in addition, the Reserve Bank should also undertake to act as 
agent in any jilace outside India for memlier banks and to sell 
foreign currency or pay out in foreign currency on their liehalf, 
to collect bills 111 foreign countries and to ac*cept against adt‘t]uate 
securities m India bills drawn by or on behalf of member banks. 
The foreign banking exj>ertH have objected to this extension of 
the task of the Rewxve Bank in the following extract from their 
rejKirt : — 


‘ We fully agree with the opinion expressed lyv the .Joint 
(‘oiiunittee of the Ix^gislative Assembly, to whicli the 
RfS<‘rv<' Ikink Bill was referretl. In their refxjrt <»f 
the Isth August 11V27. they wrote fjn page 8 against 
sui»*<’l;uis<' (18) : — 

\Ve think tluit the |K)wer of the Kes^^rve Bank to 
a<founis and act as agents of <Xher l>anks 
should he restti<ied to t'(*ntrai hanks vvhn }j are 
the |)rin<'if>al c urrency authorities in their n\sjK:*c- 
ti\e rountne> and anauig which we iiielude tJhe 
Fetleral Reserve Banks in tlie Cinti'd Stales 4 |f 
Anieriea/ 

We consider this ilie rigin conception in accordance with 
the practa t’ in most other countries. lvs|KH'ially with 
lagard to the hireign exthange business of the 
Reserve Bank, we siv great objections to the Bunk 
iu ting as agent for meml>er hanks, using ptirt of it« 
holdings in foreign currency and doing arxieptanee 
business on India If of these memlKsr banks. The 
activities of the liestuve Bunk in the field id forf‘i|?h 
exchange must on principle he restricteil to wliil \m 
ntxessarv for iverforming its princif^al duty, i.Cr^ 1# 
kt'Cf) the <niiTenev of the txinntry at jmr with 
in any case at a xalue l>etween the upper and th# 
lower gold points. It would be dangerous in our 
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opuiu>n to eticroach upon thift pniiu^le bv imJucing the 
lioMT\e iiank to place part of xiB foreigit iweU at thti 
dis{x>8jil of member Itunka on behalf of their foreign 
c\i huuge buBUvefia/' 

Wt* \\ith the foreign exjierts that the j»rojM>mHl exteiiaiou 

of the iKti\iUe.s t)f the lte«ene Hunk uuiiehiral»le We wiuh 
to add the atJditujiuil reason that lK>th the lUnal ( oiiumssmu on 
Indian ( iirreiu\ and Funuice, and the Hill of Ht2h contem- 

plated the Hesn^rve Hank oj^ierutmg in the ojieii market onlj wlten 
aiich a (‘<»n!M‘ \\u>* necesaary for making its cairrency and credit 
pohev effeitue, and that to iinjKiae an obligation on the Bank ki 
4::arrv out agene\ fvnuTions on Indmlf of ineml^c^r banka might malte 
it ne<*essiir\ foi tlie KeserN^e Bunk to bt* m the nuirket even wlten 
it was not required for the enforr'sement of Ua }x>lii‘\ The fac'i 
that the snggeated proMM<»n will onl\ l>e jiernnssive dix^s not take 
away tlie force of our argument. 

(u) PioviHion haft U'^en made in the Bill enabling the Ueaerve 
Bank, HubpHt to certain hmitatioiiH, to purehiiftt^ and acdl aecuntn^a 
of tlie (to\ernnient of India or of a loc'al (lovernment oi of a IcxuU 
HUthontv ui British India In addition to these sen unties we 
recommend that if any st^curities were lamied with tlie guaranhMi 
of (lovermnent both for capital and interest, the question of in- 
cluding them in the list of seeurities eligible for f>nreha.%' and sale 
by the Keserve Bank should be considered 

(ill) Tilt* jKJwers of the Kcsi^rve Hank t<» Ixtnow ruonev are 
lin ilfti to t[jf antnuni <)1 iht* share capilai of rht^ IhiiiK \V\‘ thirik 
th<* lltiot ‘'hould lX‘ t‘Xtend(*4l to the sliare ( tpinil and the n*Hei\e 
fuiiti of the Bank 
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* d he Bill of lie hnital a schedule of I* inks that wete 

entitl<*d to certain rediHc-ounting facihties from the Resc'fve Bank 
in return for eertain obligations mifjosed on them The most 
imj>orttint of thesr* obhgatioim jh that a Hehedniei! bank should 
maintain witl the Reserve Bank free of intcrewt a certain fTe^ rtl>cd 
balan< e bascal iifKin the demand and the time habrlitieH of the hank 
to the public in India As the neeessjfx of these defxjHits has 
been questioned in certain quarters, we giv<^ be!r»\c an extract from 
Prernchnnd Rovchand and 8<ms’ Anrnmi Market Review 

for ip27 — 


A great deal of the objection arises out of the fact that . 
the public have not yet clearly apprehended the way 
in which the holdings of hankers* halances hy statutea 
helps the rentni) Bank effectively to control crerlit 



Ex|)fiii»e6 of a joiiit-stock bank in carrying on it® 
busiifcap, apart from sabriea paid to ^mplojeea, 
rent of etc., are the lo»s of interest it suffer* 

in reH|>e<'t of that part of as resources — 
reserves— whicii m kept as a non-interesr-bearing 
baiance witii the Iteserve Bank or in the form of 
canli. The siuailei tie rt f^M ven are, the greater is 
its profit. The l>ank.s tlierefVire aim at litniting tlieir 
cast: rejkTVCH to jiist so nioeh ah, in their opinion, 
inuhl lie kejtt in this Inpuil hiiia to meet their current 
enij;a».oooenth Supposin*^*^ tla* joint-htoek banker is 
that a eas)i leser\e of 17| [‘cr lenl of his 
( un'rnt iiahiiities is snffu lent to iiua^t liis eurreut 
eii^a;:ene‘nls, and tliat the Jies<^rve Bank 

Act eoin|Kls him to keep 7^ |x‘r cent of his current 
Bieiit liahditie.^ ns a halame with tliat hank, he would 
hold in his vuuUs 10 jier cent in ea^h. Every time 
tht* < ash in Ins vaults decreaM's helow thi.>^ limit, he 
wdl he anxious to restori' the pewitc-n and that he 
{‘an h{‘st {lo l)y (•htauung tlie neuassarv cash through 
rt‘-diseount ing Siunt* of his lull partfuho witli the 
BeHU've Bank, or takine sonii‘ udvanca^s from if againfit 
approv4*d .Msaintse^. in no event, ho\va‘\ar, could the 
haidicr allow his <a-h tialarjce to run down (o any- 
where near thi* 7^ per e<‘iH which he is eom|xdied to 
kerp with tie* Kesma^ !iank_ d'he smaller, tie refnre. 

I lie margin hetweeti what lie ha^ to k»a'|> as a reserTC 
lial.aiua* with lli<» I'es^Tve Iknik and tla^ anuaint of 
th,‘ ItUal eash rr'^erve - on v> hirh he workm :. tb,e 
gn’iter the lilcehlKHni of hi-; having recourv to the 
l{{'S4^rve Ikank for faeditn's and the orr\'it<’r. tlier*‘fore, 
the Uesi-^rve ihinkV jwiwer lo {-nforce it« p aliiw'd’ 

Sir OvhoMU' witlj wlaun d}s(ai^-^*‘<{ the matter, 

cotiHiders that it is ahs^.»l^^e!^ < sst'-ntird so th<’ »/ont?‘o| of credit 
tlifit the exrhaui:** hanks aial tire fUher imunlaT l*anks shoukl keep 
nh aiieqnate and suhstantial ji^'reontaee their time and demand 
liuhilities with the Reserve Bank anil that this k a primary reason 
wdiy the c'entral Icinkine institution is debanaal from doing ordinary 
banking business. We agree with tbese view^f; nnd we do not 
miggest fttiv ( hange in the provisions of the Resene Bank Bill of 
19*3f^ in this matter. 

filA, The Bill of 1928 provide<l for the grant of rediscount 
facilities to provincial cxxijiertilive banks but did not place foy 
obligation on theae banka to maintain intereni-free balance* with 
the RejiCT^'e Bank. In paragraph 140 we have «ugge*ted ttiat a 
number of indigenous ^nkem who confine their activities lo 
banking proper should be brought within the Reserve Banking 
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gjston aiiti rbat some conc'^adon dbould l>e gfven in regard to ib# 
nmintenantt‘ nf f^v balanites bv mch bankerisi We anggeat that 
these luftUi j)io\u{etl for xn the Kest'rve Bank Bill 

l;vNK r(>ni\ \Nt» Kra \iiuns iutwiiv \\n Hknruvb 
IUnk \\r» oTHHK IUnks 

I h Hi Ltuiiv Ik* led lh,H tie' tieiUlon of thr Ik'M'ne 

liiik i i iv* iujom^jIK \^ei<.oiued In exj^'iing ions 

^ i iu\in}inMO bankta . inr (iiiui?> pio\ uled lai|;:ejv 
!>’ t iIh I iutrik'' O'- iHitiotial <oiU[H'nuve' t ipaeif \ . and ita 

< i t Oi5?i e? w iH al nod lo tluiMnUl u» tie eju l\ 

- *U ,1m lute a ha hn^ uf HtiNpa luii it » and to driav 

tl U un \u na)n of. and »oo|>Mallou hi tween, the Nations oa lioin^ 
of the tne»ni‘N tnark< t uliah ih (he nhnnute ol»)e<t nnderlMn}: its 
est ihijshinent If es>« nual, tht'rtdorm lltil lioin the time of 

Us UHi jMfun it should ilueil its j>olu \ towatd.s I'iurun^' the t on- 
fidi la e iitd wiilin^' supnoji ,?} the i\istm;4 1‘anKs ho ilnit if and 
wl*n (outioj imiN in ( I'Oe desirahli* of niiess^uN to the teni]>oraiy 
d’'M«iN aiit lu*' o( ms Miti^n of ilu rnarKi t , au( h rontiol inaN he 
everei^id and re<ei\eti without aiiN foidin;/ of unt .ii„'onihni or dl 
N\d! In the iiTjti i{ ‘ tl t ii fore, (aattn alK «\er\fh)nij NVill 

dl pi nd on f he tninu^nen' of tfie Ih'ojNi liiiik die transfei 
of t* < ( ro' , f nna It! t danif fioui tlie Ijn|M*nal Hank of lndmf<>the 
lh -t‘?\i iMuk efn tin woikin/of thi p/oN iMioie ri* anhnj main- 
tl inn n ui fi** f.t'oios lo niend*e} leinkH v, jlh (Jut Hank, nn ill 
1 ♦ n, « ( < fh T d V the ^ n ite^t p<K:Mihle lare i i nfih f to nvoid 

aIl^ dolmhoie e jn thr* I ankmp nun hnier\ of tlie (oijntrv 

\\i Ut'O e With tie of! ixpo* id f»plOlon (d thi foieij^n 
e\| eras ihtt uiitd etorA wo^rkane i,f i}h‘ Ihod fe.M»-o 

depend fhj tllN on it*- it »n trip fir^t i I isw men in ( Inrpi of its 
aff iOs In t!i» » an "I of om < onvers.it joru with fleon e\pirt‘ tljen^ 
w s 0 Mum -ofni dhlJmeiM of opinion a to wliethej i ert un jepn^ 
lation^. ‘})ou!d preo rdH‘d to hnw oi td add k* left to the- diheretton 
of the TjiiUi tp' men* d’hf* ^emrit opamon of tlieo^ e\p*at n^ I o 
h'tNe tevd NNorkinp e\p>enf‘nee of Ih^wrNe Hink*^ in ottun p»arts 
of the w’orld w.'?ih to leave as rmirh as |>nss}hle to (la* manape. 
ment . in (dlier words (o allow banking prrietiee to de\e]op on 
ronvention nitlier ttein on lep^isfafion PosHdih nu» onr«^'hes m 
onr anxiety to ('^implete the detailed pljirin of the Reserve Bank, 
ha\e siigpes(e<1 legislation on poinlK whudi naigld he eiansidered nro 
Iieces«ary m other muntnes Our desire, however, has l>een to 
indicate further details of poHrv for the giiidanee of the anihoHtSea 
of the Reserve Bank, the carrving out of which will at all times call 
for taet. sjmapathy and understandintr on the part of the execntiTe. 
Onr dfiject 5« to make the existing machinerr of hanking and fitmno# 
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mn more jBiiiootlily for the general welfare of the coinmuniij% fram 
ihe humblest ryot to the largest Dot 
he ^jO»Hif>le if the Keaer\e Bank m lookaf upon as an "^lemy or 
li pamnite which only to s«r\'ive ai tiie emt of existing iustilD- 
tiorm. It may Ixa inevitable at first that the Bank will lie lookeii 
ujjoii an engrafted and extranwus Ikk 1>\ but if its fx>iicy is 
dire< ted on the right linen, u should not \ye long btdore u is 
r^*garded m a natural and healtliy growth which lias evolved 
from and for the henefii of banking system of the (nmnlry 
4 is a whole. 
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THE BANKIM; ^>VSTKM AND THE MONEY MAllKE'^- 

{cvutd,^. 

yilHCHUASEiH 

<U > WV -hail lioal in this rlmpti*! with mtain iviis4'i>UuiR^ou« 
niiitters n to the liulian (>unking HjHteim. 

A Ban kkiun ’ A s.stx i ation , 

tUG. WitneHM's^ have !^uggo«t<Hl that lliere in ih> cx>Hij)er%tioil 
Innween tlie luijHTial Ihink of InJia aitil tlie oth«*r joiiJt-HtocIt 
haokn Ml tho tA»ut)trv, aiul that it would Ik^ to tiu' tulvantage of 
the hiiukH if a IkinktUf*' Ahj^h iatiuu wert* foruuat t>v tlie litt|H«rml 
Hartk on the lines of the Kxehange Hanks’ AsHivemtion whero 
fjuestiouH affeitihg llu" eoinrnon iitlerests <»f hanks, inehniing tho 
Iru|HTiaI Hank of India, eould he eouHitlered. 'The Managing Oov- 
or nor o| tlie Inipenal Hank of India, on ihe other !mn4, 
has Htatetl that there m eo*o|M»rati'*n between tlie In)|>c*ritil 
Bank and the otliei joint sOK-k hanks and that leading (^fiieeri 
and dinx-tots (»f most of tlie joint-Htin k Ijiinks disc tiwH in th^ 

nn>8t friendl\ manner niattt'rs 4»f (ununon interest with MUvior 
exetiitiva* of tlie Inifierial Hank His (*U71 opinion 

Is (hat thin rrlationshif) !>etvvf‘t*n the InijM'iial Ii;udv and tlio 
»aije! aunt '^to« k lEink*^ h prr frrahlr in vvliat u(aild exist wen'' li 
liankers/ Assnriaimn ftaioed. «»! ulorh all wnoJd l»r UHarda'is, He 
lias add<‘d fhat siii}; an \ss<snUinn^ Im'Ii tlie tuie* is ia|'4‘ for it. 
shnuk! he rontiiM'd to haiiks nf mor»* nr lens lapial slanding dning 
similar hnsmoss and liavnig the -j*me janldeins tf> fai'r If ti)o 

‘rial Hank of India was a na^ndaT. ihat hank would, in liia 
o|>iint?n. d^amnate th** lirlilMTations Asm*eiatinn to an 

undesirable d<a~'re<*. svifh tln^ rr ulf rfiat tlu* health\ di vfdopment 
of tlie smaller hanks hv th**ir ovrai f'ffort** uoijid he retarded. 

GI7 Tie* rmieil Hrovimes !’anlcm;i Jaapur^ f'omrnittei* have 
fstrongly nrged the format i<m of provuieia! hankers' asHix iaiiorift 
with hri«iKhes m important t^iwiiH, of which n<»t wiiK the piint- 
stew k hank^ hut tlie indigeiioUH lHink<'r> should he memher««» 
The iirineijuai ohjeet of Rueli an aFs^wdation would l>e to enaHJo 
hankar and hankerj^ to arrive at a better underxlafiding of their 
«^>mriion |>rohieuis and interests The iation \^otild alH> (uke 
flep^t to eolleei information regarding tlie praeticeft in varioim 
market^i relating to htttufis and so far fxmiKIe fr> Mfumhirdiz^ 
them. 


^ U7 } 



m 


CBAjnm xxm. 


Exchange Banes* AssocutioNS. 

618. The Exchange Banks have organized tbemaelTes into Amt^ 

( iiitioiw ut all plarrCH and sut b AHWK iatiom exist in Calcutta, 
Bombay, Madras, KangiK)ri and Karat In. Any bank, Indian or 
foreign, IS cligd>!c for mendMOsIn^k of tlie Exchange Banks 
Aastxtiation , provided it den-- exchange |»nHincs^^ and is wiitmg to 
siibwTibe to ilic roles and it‘gnl;ttions <>f the AssiKaation. The 
cd)je<'l of tlir As^oraiUmi oj inamouti a uniform standard for 
certain ronton* oiw ranmj >. to h#‘< urr harmony hi llie t'ondiict of 
buKtnes^ an t ?n waf»;.naod right*- of its iiu*ml»ers. The Asso- 

raatmn ih»c. « npra-< > not only ihf Bntisli (‘Xchange Ijanks hut 
a|snofl>sr tVf a; a hank’^ hut nu hnhan ] 0 !nt-^ttM•k hank tran*-actmg 
eXf hanac i n-nic>- is at pr«‘H*nt a imniihiT of the AssiKuatitin 

iMUOKNOt S BlNKI JiS* AsSOi lAiHiN. 

hiltr 'The hkunha} ( onunU tec 1 ( jtoi 1 that t here arc di u ! sc ( a-trs 
and claHs4*^ nl sndtgcnon> hankci>:>nd that m certain large eentres 
they have dicir a:^s<M*jat loii-. Whtlun it'- (>u n ^|^^lele, ca< h ut 
Vh(*se uKsnsf .u a nr- { tuidia t - i'> [M!>nN‘-' i on ucl! defined lines and 
is g(»vcria‘d hv its ou n ic«rnlate*n ' t,)ne'n!nns of ( oininon inlercirtt 
are eonsidrUtsi at meetings ^>1 sia li associations v\ hcr^ memhers' 
differctiees . and dn |Mit'''> rcc.Hdin j {»n-in*' inaircrs. su^* aios 
settled ^^('n^hers ctf (ne- as-.HUation h.tNi’ d^Mljogs ^sai},, tfe*-** «d 
umdher, hut thfua* i-> no orgain/ >n for if e intfuclaings of irttelin 
ganea* <a)ncr'rn{ng liie errshf [^o^ition of '-on -’ H nont C fra’ the ennn- 
eiHtion and !Hlo|>tion of jnda x and of work, or f<>r the 

rcg'ulalion and promotion td' nnc.-Aar^/? hu-im-s h Iso heco 
snggestfai to the liotidny ( omnuto^ hy - tli'H a <entral 

nssoiaafion r>[ mdtrenous l>aril;er- sliiadci he forue { at laedi import- 
luit emi t re 

:vn Imm\ IHnkiun' A,-sota\recvg 

(Vdn. We ha\*’ alreati) itderred m rhajuer \IX to t)ie tTcation 
ol an all India Ikudois* \s*.ociai ioto Such an As^cHiatMU] siionld 
he usangiitated a- e:.u!% and slmuid include us mcmf>ere 

not only tiie j<an}- d<s'k har ks hm also tlie ‘‘Xv hungc hanks, ilie 
Jmfwnial Ikink of India and the indigenous hankcu>. We suggesf 
lhat there -lioulil he two kinds of mcrnlrersldp, namely, full mem- 
tmr^hip and ass<xdate rnembershij), Tlie farmer would he of>en 
to thost' hanks and hankers enjoying rmlimrunt facilities 
from the He^erve Bank, Tlie latter would conifrise the rest 
of the banks and hankers and there would be tranafera 
from one class to the other depending uf)on the member’# 
relations with t!ie Reserve Bank. Such an association sbouldf 
be able to do most valuable work in the direction of 
improvement of standarvE elimination of elements of wenknem^ 
and fostering the combination of smaller banks into larger units. 
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Wliat th.- v^^n^Uiution of MH'h un shouhl l>r umj Ih5 

Jeft to t{i?‘ hankH aiul hafikeri> coutvineil to nettlo, \\\^ art' 
tnilarly afixiuu*^ ifsat the uuli;^enuus bunker sboidd be bruugiit into 
liiH? uith (ehi/r orj^unijcenl bunking in^tiintion'^, uinl we cun 
see no fu tter jo. iIhh! o^ uelueMug this pnrjxise ilutn by inrliuiing 
them ui o};e >5ngle uss(H'iiitH>n uufi Ollier banks 

iVJl Ilu* uitiun winch we ijuve reeoniuunuied must have 
on alMniha < t*iinc‘ fur iis u|H‘nitioiis- We mulize thiii ii centra! 
Ixx!} ui>rkm;4 ai Us tieadtpKirlerH wlnelj may 1 h' removed from 
soane na* |>r may iu>t be able lo deal with alt the loc^istl 

prol)lems tluU may urne Fm lies |nn|»uM% lie* uil-ltuha AnatKaa* 
tmn wdl prtd>;ibt\ reomre pnniio nil branelies b> eun^idei problemil 
of moTest. I o*!dt inM>f all India imjHirtance bein^ dealt with at 
lieiulijuarters liutlj in the ail*ln<ha AHM:< iatu>n uml in the |>ro- 
vinnal iuamhes, tUr HV^tem of wtukinjj^ by committees may be 
found most ionvenient, 

JCxrH vNGK HicoKKHh' ABH0( i VTloN 

02*2. In Cal< utta there arc two Exchange Brokcra* Aaaociations, 
one F,uro|xMn and tlie other Indrrin, ami tlie ex( huniness of 

the U\' liOn-'- fsoik- o; reNtrU tod (u melidHTs nf thc^r iWi) Ih'okelrd 

A“Wv. n?;on' \\ } » n an Indian u\. haiig** broker Ins pIuMi 

I'N <-nu\ fo i \ team ^acaIl^, luif tins pniclic(\ wr are (old. has fuMUi 
;ui*»|)tcd at fliu d<-sire of the Indian bndou’H llmt thr'\- shniild limit 
(Iffcr mmd ''T ^ In Ikei;ba% . (fif ir i* nrdc a f ’urtipcan F 'c hange 
Broker' ' \’'-nfaat mn , aia! iti the r im- of Indian lunki r (hongh 
^ffrv have lea fi tvkrd liv tie- c\, |, ii.g*'- h.odo r>n d n= casinos 

to form an V^Miiiatio* of iheir own. ilHTt* has be<*n no prartnal 
result m tiait dinafion 'Hm' s'vrhangc banks, tlmrebar, «;snv on 
ibeir hesijH’ss \vi(h (be !'urtj|s‘an I*>\4’hang<^ fin>k<u's‘ AsHoidution 
and also with smdi Indian brokers as are on the a|>}trove(J hstu 
of these flanks. leisineHH being (ondueted in bofli f\»ses under (lie 
fame rules. Botli Furojwsan and Indiati lirokers are re<pnr<ul to 
makr* a deposiit of K.h, 10.000 eillu^r in cu«fi or in tfovertmieni 
wMojritie^, as a giianudee of nitifiention of eonfracts, and the 
}>n>kers are. therefore, culled deposit brokers. The exeliangf* banks 
do business with other Indirtn hrok«*rs not on tfieir apfiroved 
lists, hut this business i.s strietlv limited to other than exehfinga 
business 

B’2fh We <Y>nmder that the existing arrangements under whFdi 
there are more as#M:)ciations than ore at the gamr5 centre are un- 
desirable and that all engaged in exchange-broking should have 
one association at each centre* 

Clrarikg HorsBB, 

624 Tfie fvart played by the Truperial Bank of India in the 
eondnet of the Clearing Hmiae« hax l>een nefarred to in a previmia 
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cb pter. We have received complairiis that adiniHj^ion to the Clear- 
mg House is closely guarded and that Indian banks find it extremely 
diflBcult to gain adiniwsiun. It i» connnoniy l>eiieved tliat this 
stale of affairs in due to the fact that the majority of the meml>€r8 
of the Clearing Houses are non-Indmn banks. The Managing 
Governor of the Imjarial Bank of India has, however, assured 
UH that tlie ( omplaints were not well founded ; that inend>erslup 
of the ('leafing involved great ohligaiK ns; that apfdications 

for lidmiHsion were eonsidered on their lut? (s; and tliat even jn 
England the numher of members is only 10, oilier banks doing their 
clearing through tliese ten banks. 

625. The Managing Govenior of the Imfierial Bank of India 
has made the following sugge.stion in order to improve tlie present 

: — 

"Every Clranng Houw* should Is* e()ntrulled hy a body 
whu h some iiNUiilly <all the ( lennng liaiikers' 
AHst.K'Uition. dduH })ody slum Id he uieorjKirated and 
liave its own rule^ ami it nhuuUl manag(* the Clearing 
llou?^^ in <‘verv detail; ii should have its own leuiker 
as shonhl every UMMulHr. In India sueh a IhhIv Isas 
m*vt»r been firmly emht»tlied, its liiju lions having been 
Iarg(dy jHaforiued hy ih<‘ Iin^H iial Bank ca its pre* 
iicH'essors, d'here has thus l><*en eontusion aiui, not 
infreiinvully , it ha^ a|)|HMred tliat otlier hanks have 
regarded their aeeounts with the lm|H*rml Ihink ed 
India as lieing nothing more than a part of ilie 
CUninng House and a meatis of settling tlieir differ* 
enc'es in the clearing. They apjnenur to have over- 
looked that in addition to tlie l>alaiue re<|uired to 
meet their ( [earing differences their halanees should 
cover the work involved as in tlie eas<? of an ordinary' 
ix>nstituent aiul also the cash resc^rv'e wiiicfi we 
must maintain to meet the requirementB of all their 
eoUBlituents. In the interests of all concerned, I 
tliink the Assocdatioii of Clearing Banks should l)e 
incoqwrated as mx>n as jxvssible. Another important 
reason is that in itks present [position the Imperial 
Bank might jiossibly be held solely liable in cases 
where the, true liability rests uf)on all the members 
using the Clearing House.*' 

696 , It may l>e mentioned in this eoniuvtiiHi that the Joint 
Committee on the Kes^'rve I^nk Bill amsidereil the desirability 
of making s|>eeific pnivision in the Bill for empowering the 
Reserve Bank to supervise Clearing House business and came to 
tlie conclusion that it was hardh net^essan to make special pro- 
vision for lids imrpoae as tlie supervision of Clearing Houses was 
m clearly a business of the Resene B^nk that it would certainly 
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uiKlertiiko the oltligntion withuui ^tJ>6iTal provistuu. We 
Mith list* conclusion of the Joint CVminuttt'e* 

W e hojx’ ihm in ilie ineanvviuie adnusaion to the t'leai ing Ht>Mae 
win lx‘ S4J regiilaud not to give nsi' to justitiahle conijduintH on 
the {>art ol Iniiiau hj^nk". 


HTATiSTiCS, 

6'i7, We are greatly sir tick b) tin* absenee of pubiixhed 
in rt'gurd to the ojxrations of indigenou!* bankers. Wiy have alao 
had occasion to refer to the }K>t«ition of the exciiange batika, 
which are not re<)uiie<l t<» publish ,st*paniWdy any figures relating 
lo their oj>erations in India, though figiireH of tlieir Indian 
dt*jM>Hits and casii halances are u« a inatter of cHiurteHy supplied to 
the l)ire<*tor (ieneiah ( i^nunercial Intelligence. ('alcutUi, through 
tlie India Otfice, in a conM>lidate<l form for nil hanks. Tlie l>ire<’- 
tordouierars publication. ‘ Statinticul I'ahleH lUdating to Bunks 
Ml India’ , dcM^s imt give all ifie details tliat are un|K)rtnnt from 
a hanking {Hunt td vieu even in regard to joint-stoi'k banks. Nor 
d(x*H it give anv figtincs relating to l>anks whose capital and 
re«<^rve is less than lb . I iakh. The value of siudi figures as are 
|)ul»hshe<l IS also greatly dis4*<»unted In tfie inordifuite delay that 
the IVjKirfinent takes in bringing out tlie puhliration. For 
example, the Statist iec,l rabies for I9‘is Wiue only availahh* a fetv 
niontii' ajo Whs h('|H that when the Heservi* Hank is estahliHlu'd , 
!! udf l>t> one of primary fumtions of that Ihuik to consider 
(Ins tjuesiion and to arrange for the eompilation of |»ro|s*r statisfics 
rclafing to the fipe'^at ions of hanks and indigenous fmriken ami for 
their timely pufdieation In t!i<‘ meanuliile, we would suggest for 
the consideration of tiovi'rnment that efforts should Iw made lo 
ofdain more (ornplett* stntiH(i<‘s for (ht‘ various c1iik.S4»s of fainking 
in titntions on the lines rccomnieiided hy us in our rejwjrt and to 
publish tliem as early as [Hissilile so as (o avoid (he irmnlinate delay 
to wduch we have referred. 



CHAPTER XXIV. 

SAVING AND INVESTMENT HABIT. 


Gene!:al I’osrriuN. 

6*28. Tlie (leveiojjaient of baukmg depends to a very great extent 
on the growth of tiii* iiive^iiueni habit which m its turn depends 
ou the eariiiug cujxicity of the j)euf>le, their will to save, the m- 
ceiUive to Mive, arid the faciiinea for iiivesuaeut. Some of the 
Trovnicial CouniutteeH [onil out that the surplus left with the 
agriculturislM, who coiii^litiite the bulk of liu* |x;piilation, i« very 
little e\eii ai aoiriial year^. To tiie few wealthy agriculturists, 
wlio hiive a surplus during jmc^jn rfius Msi-iais, laud or jewellery has 
greater attraction as a form of imestment than inUnesidiearuig 
hank aectauits, [KJsial cash ceriihcaie.s, Gu\eitiinent stnunties, or 
imlustriul stock, Mor'eovt r, it apfKstrs irom the rejKirts of the Pkv 
vim ial < 'omrniltee.r that inon»*y*ie!ulmg i.h fa-i bfcorning a partii-u- 
larly utlra(tivc form of jnvr'^tinent to lije agnruhurjsis iiaving 
Hur[)lns fuijels. Tiif‘ iandt'<t an^t* » a ac v in ptares s.h icparted 

to Ih* far from SijK. nl. In »tOA h- r<*nsi>iHie mainlv 

of land, ctaild adil iutle Oi ila* . .ip;o iiy ol lilt* i apUahm trkf*t vif the 
eountrv. The otic a well-to-iio < ia•'•*^e^. i!:o r .anin<*riaai roMUnunity 
and the salaried and tho prof^Nsaaiiii ^'etion*. < f the middl<‘ class, 
haM‘ the eaf)acil\ uh well a^ rhe will to sa\e aiai tliey s<‘le<*t such 
foiuiNof invt'st im-nt for their surjilns as have vjM-cial attraetions for 
them. Tin* s;daried rla^s is on ilu' whoa* tonteni with a low but 
assured ira omc from invest uumtH and profer> to invest in [lOst office 
savings hanks, [Histal lash ‘ ertifieates. or ftovernmeni MTurities. A 
tsinsuh rable sertitui Tif the wadhto-do e!as>es als4> prefer^ gilt-edged 
^s4!*eurit les. \\*e understand, tiowaner. that owing lo the fall in th© 
value of sueli sen|> during the b w vt ars, this form <d invest- 
ment lias htaeaue less popular now-a-da\s. The**e cmitioug and 
<s>nserviiti\<* idasses of investors a!*^) vlepvsit their livings wirti 
banks. 

fi2r* The eommeretal community genenilly prefers to inveft 
surplus funds in short-term dejvosits nvasurv bills when therse 
are availd le. li subsc^ribes to the share capi'ail and deben- 
ture is^ lee of joint St oc'k exmeerns. It apixws, however, that 
numbers o! inereluints. and even eertain classes of irdigenoti^ 
bankers, invest their funds largely in the purchase and raortgag© 
of Jam! and building. During tlie war bexan period a goo<l deal 
of money was invested by tlie commerc ial community in real 
estate anti although there haa ititice been a slump in the value of 
projiertv. land investment, which serves as an unfailing aemre© 
of creilit in times of need, is still popular, hut at the prei^nt tiHi© 
funds available for stich inveetmeni are limited. 

( m ) 
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630. To the MuhEmmedan also, in^wtamA in hnd appealt 
Ihe iiio^t. Tlio Koranic iu)uncuonB forbid ialiMre§t, The orthodox 
iwticn of the comiauuity ia, therefore* deterred froot mveeiing ila 
fiUHl!i at interevSi-lK^armg de{>oa)ia or um\m. C’apual appreciation 
is not, liowtner, rej^urded as interest, m that real ertate is the only 
means of investxneai for that section. We understand that indi- 
vidiuils iicrt and there and a small section of the inercanlUe and 
pi\)fe>>i >i;al < leap over or creep under the bait on the taking 

of interest. 

63! Next to land* jewellery la a form of investment coimnon 
boUi to itic ricli arul the poor, the town and tlie cxHiniry. Every 
year large sums are invested m ornumentH and jewellery in every 
[»rovitue. To hold small savings in jew cllerv i» a prat tice rootetl 
in ancient <xisU>ni aiul umige. Various ect>iu>nuc and social causes 
have inMuenced its growth. In the earlier tlavs, lack of bankitig 
facihtirs, of siiitable iHejiim of investment ensuring safety, a»ul 
of ready rcalisahilily of Ravings, iniliiatetl against the inveHtinent 
of RftvingM for f»r(Hhi<*tive pur[x>Re» and fostered the |)rethlectioii for 
gtild and silver ornainentH. The Hindu law of inheritance appli- 
<’ahlc to certain mHtions of the cx>niiniinity xvhich debars wumeui 
frt>m ing any nbare of itiiiiiovable profx^rty has enmunigetl tlie 
prai'ti(e of giving strulhan to wwnen in the Hhapt^ of gold orna- 
meiits at the time of iiuirriage. 

f>3i With the spread of education and the mtnxluction of the 
banking avstern. however, there has [hhui a reduction in the cxjRUi- 
diltirv* ori ornament and jewellerv Almost all the rejKirtH of the 
Provincial Corninittees lH*ar testimony to this fact. Tlie Piiiijah 
( oinmittei' state tliat tfte re|KjrtR lhe\ received in regard to etupiiries 
made on the Rul»je<t. show Inyvoiul doubt that '’the iinmemorial 
custom of pulling Havings, and also a pro|>ortion of borr<»vvings, 
into jewellery is beginning to weaken. For the moment iltc 
change appears more marked than it really is, since mtieh of it is 
due to trade and agricultural depremRion But Indow thin strong 
Rurface cuirrent may be clearly diacerniHl an under-mrrent flowing 
in the mme dirtx’tion and generated by der^fx^r and more fx*r»nanenf 
forces. Amongst the latter are education, the riMing Kfandanl (>( 
living wuth its greater demand for money and wider facrlitjes for 
investment*’,* 

It will be seen from this extract that tJic nredileetion bir 
menta need not h4> regarded a» inevitable. It hm Keen found to 
be auneeptihle to change and it may be cxptN:!ted that with the 
diffusion of education among the maiwie«, extensive propigiind t 
concerning th# economic use of one’s refloorcea and the invest, 
menta of one’s savings, and improve<l bunking facilities, the expen. 
ditnre on jewellery would be still further reduced and » larger 
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thare of the people's stir pi us rendered available for augmenting 
banking reaourees of the country. 


Hoarding . 


63 c. One of the irji}x>rtarit factors Laving a vital bearing on the 
tlevelopfuenl of tlte banking Health of a countrv^ is the tendency of 
its j[x*ople tov\ardH hoarding. There appears to be a general imprOO** 
hjon outside India, and even among certain classes w ithin the cotin- 
try, that from the very commencement of her commercial inter- 
course with other countries India has iinjx>rted considerable qviauti- 
tieg of gold which have d!giipf>cared into hoards. The word 
’'honrdir g’* has, lumever, been lcK>stdy listed by thos<' who refer to 
the gnh)e<*t. No attempt is made to <listinguish between the loclfir 
ing>up of surpluM‘s in gohl or Hilver hulhon or coin and the !»<• 
dugtrial um* of pre< iou?t metals. 

634 . The present position in regard to hoarding in India has bean 
inv<‘*^tiguted hv the brovinc ial ('oinnuttees. But t>efore we refer 
their tindmgs it uotild he desirahle to recapitulate the ol>gervaAion« 
made hv Home of th<' ( iirrenry <*c>mmittei»g and Commiseiofis 
HpfKiinted from time to time. The situation as reg«ards the charao* 
ter and extent of India s deiniind for gold was summed up correelly 
bv the Ikthingttin Smith f'ommittee in its refwirt in t 1 >n 

follow ing words ; — 

'Tt has fn*quently been ftllcged that an undue pro{)ortiofi Irf 
the world’s gold ripply is absorbed by India. II muiA 
be reiueii dieted , however, that the fKi[>ulation of India 
^ e» vb r»lo million^, and that the ust* of gold (or. 
alternatively, of Hilver> plays an inifiortant part in 
<ere!nonieg KiincUoned by religion and trac- 
tion. PresentH of gold or silver ornaments are 
gatorv at w«Hidings and on other ceremonial occasiom 
and this custom is supported by the practical eonst- 
demtion that a woman, whether Hindu or Moslem, 
who gold and silver ornaments, or coins eoa^ 

verted into ornaments, is entitled to bold them as Her 
personal property, Tt has also alw^ays been the hsbil 
in India to use the precious metals as a store of value, 
and to hold savings in this form ; nor, until bankii:^ 
and investment facilities have been extended, and tKe 
habit of using them has lieen acquired Vy the peopi# 
of India, is it easy to see in what other form aavinga 
can he accumulated. We 'do not, therefares 
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tbat Umj quantity <Jf gold taken by India ftte' all pur- 
ixj*»es m the {.>enod before Uie war wa» di»(MPopar- 
tiunately large ui i-elation to her eeonouuo conditions, 
and It must lie assumed that so long as existing condi- 
tions pnoail India will i-ontimie to re«juiro a consi- 
der ildc quantity of gold for the purjioaes namad 

The follow exira< t from a memoniiKltiiu suhmitliHl to tbn 

Committee I»y Stanley Keed couipleteH the picture : — 

India i’' htiil an ilhteraic country crinlit and banking 

facJllUt^ are nuM?nibly unui^jiinued and when? the 
piiotice of holding Muall ijsa\ingi* in gold atid silver 
t>rnamen(H ih tentuneH old. Vet nornnU dcnmml 
lor tht‘ nitiiHtrjal arth, and for the ^iti«fiM'tiun of the 
sot lal t u^lulIi^4 of three hnndn*^! and hfteen nnlliona of 
[leopie. was iUet heftiie the war ly about ten imlhunn 
of gold annually. Tlie Tnited States of America wai 
reeentiy t<i Ik* absortung a mdhon sterling m 
g(dd p< r montli for mdir^tnal j)ur|H)M’s. Vet noun# 
that the United States ia a bottomless sjnk m tb# 
matter t>f her gold absi>r{jtion. It in statcil that in 
Unglaml tine of the most Nourishing tratlen during thd 
war was that in elieap jewellery, in whudi form the 
working cla^s<‘s mvested a substantial |»ri)fK>rtt<ui of 
tiitor Hit n^a<-e«| earnings I'very e(Mintr> m the world 
u-e*. :^(>ld an<l si her for indusirial and domestie pur- 
and it miluces a <if angry injtistiee to find 

that the Indian tlemand for tlit^ fircrioUH mtdah, for 
|ireci*-*d\ the *vame purposes, is pu’vt^rted into sensfdem 
Imanling. ^petully w!u*n the lustory atul conditionit 
would pi^tif> a far larger gt>hl absorption than tli# 
western nations witti tlicir gem^ral hteniev and higidy 
f>rgain 7 .e<l credit systems can claim t 

fi3.> The External Uapital Uommittee iWliK fiowiwer^ 
eX|ire^^sed iih kdief that Inflia |>osw»wd a large share of fvUen^ 
tial eapit d, much <d wlncli was hx-ked up in hullum and jewellery. 
The\ corisidenHl that the fact that the net imfiorts of gob! and silver 
#ince the year 1913 amounted tb ISj crores wa« eviderxe that 
Urge resources were still Ix-ing hoarded.! The Ii/>yal < ornmiwun 
on Indian Cnrrenry and Finance, lf>‘26, alw> atreased the f>rdni that 
India’s demand for gold wa« not confined to monetary pnrpo^ 


* n«f>ori oi ihfi Bul^tagton -<¥mitli para. 63. 

t n$paH ot Bmhingum ftmiih %*ol. lit, fm§» 130. 

t Report ci Urn ExUirrmlCmpiUt Cemtniiti#. imrm. $. 
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and ibat viie bad alwaya id^sxMrbed gold and would probably continue 
to do m in large atoounta for purely BociaJ uses. In reco^riiuending 
the introduction of savings certificates payable in gold they stated 
that the {iroposai would attmet of wealth, great in aggre- 

gate, and at jiresent lying wastefiilly li.ert, to their right function 
of meeting the needs of India for productive capital exj^endiiore/'^ 

>. Tlie question of absorption of gold by India has also 
recxuitly come under the scrutiny of the Gold Delegation, appoint- 
ed, in June by the Financial Committee of the league 

of Nations “to re[M)rt u|)on the causes of fluctuations in the pur- 
chasing {Kjvver of gold and tlieir effect on the economic life of tim 
nations*'. In its interim refxirt we find the following reference 
made t<i the question of acquisition of gold by India : — 

“From time immemorial, the {H>pulation of India has pur- 
< hascxl very loiisiderahle cjuantities of gold. During 
tlie war years India was unable to satisfy lier needs- 
and slie consc^queiitly effected exceptionally heavy 
purchase's alx>ut 19*24. In the last four or five years, 
hotvever, her demand has drop|>ed Inu k to l>etween 
$80— $90 million fH»r annum — a rate of consumption 
nit Iter less than that of the la^t pre-war quinquen- 
nium. We understand that attempts are Ixung made 
to extend banking and investment habit in India,, 
but we do not tliink it wa>uid lx* wife to anticipate any 
material riHluctioii in the Indian demand for many^ 
years to come.*’! 

fx!7. It is tlie opinion of mosf of the Provincial Committees 
that the extent of hoarding in the country is greatly exaggerated. 
Only the United Provinces Comnuih'e states that “the average 
man usuallv insists on kt*eping Ids valuables in some secret hiding 
pla(x“,t A few other Coinmittt'es i\]m n*fer to the tendency 
amongst certain classx*s. such as the nlxiriginal and nomadic tribea 
nod zemindars in niral tm^as. to hoard, but th*^ evidence re<x>rded 
by most of them and tlie information cxdlecteil in tlio couri»e of 
the intensive enquiries made in niral areas in !¥>me of the provineea 
ahow that the practice of burying precious metaU underground or 
otherwise putting them completelv out of uw» is disappearing and 
that if there is any hoarding, it i» in the sense of investment kr 

♦ Refxiri of IHo Royal CommiJiifrion o« IndtM Currtmer aod Ftooiics*. 
IMrafTiMplM 64 imcwI 66. 

« i R^fioK of lh» Gold nele$mtiofi ol tlio Ftnoncial Committee* of lii^ 

Xoafoo of NfttlottA, — 1 4. 

} Unltod ProvioM. pmwu 463. 
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orDaiDentB and jewel br\’, the value of wBich per head of populatioil 
is ver) small. Tlieri* is no evidenc^e of hoanltNl gold in bars in 
privaje lioimdiolds. Nor Ims any cue of the Banking Enquiry 
Coinmutet's lonstituted by the Indian Htates had evideme of hoanls 
of <'t>riMdiral)le magnitude in any State. Only a few rejiorU maki 
^e^erelKv^^ to the pi act ice of investments of Mvmgs in gold and 
Silver, ;vl!u h caniKd be called high, 

V - 638, Having examintHl the question in the light of the Infonnap 
tion avaiiable to us, despite the absence of complete snd reliable 
statistical informal !on, we mh* no jusiihralion for tlie widespread 
belief that bidii has alisorbed and still absorbs iin undue projiortion 
of tiie vvurld’s go d supply and that the awumulated treasure of 
^eiitanes has bet u lying in hoanls burkni dtvq) in the grountl or 
iutitien in the bouses of the jkHipIe In the days wljen life and 
pr tperty a ere not sate and when banking facililii^s were not avail- 
aide, Ijoarding was inevitalde. Six ial and economic condilmns also 
;nibe‘n ‘< <1 tlte pre<ble(dion of the fieople for the |jrtHMoin inetala, 
t irrnui-tare es have, liowever, altered materially (luting tecent 
ycurN aixi th(*re is little evidence of boarding of precious melalM in 
thes»» (lays apart from the um' of ornninents. 

G39. We Imve also tried to examine whether it ia a fact that 
Indi.i (lof*s absorb inoie tlian her proper slmre of the world’a j>ro- 
duetK'n of precious metals. Ap|>roxiruate figures of the gold 
aic-caiHsi by India since 1 lUd were furnisheil by Mr. Jos«q»h Kitebjn 
t(j ilie Hilton \«>ung (diiniuissum in a table showing tiie (*on* 
"^umption of the worifEs gold su|»ply and the world’s stock of gold 
money foam to Hbil, based on ihe nuurns to the Ibireau ni 

the l inlcal States Mint, with his tov n estimates for tlie gaps, 
t^rom tins t;d)le, (onstnicted as it was on the inaimplete datii 
iiVjXilable to Mr. Kifchin, it wotiM appear that of th(‘ world's 
estimatAd. total ;M‘ld oiiljait valued at lldW millions, India lias 
absorlsHl approximaU'ly millions w(»rth of gold, or I I [mo' nt. 

According to another (able pref^arefl by Mr Kitaliin and |»laeed 
iKrfort the ( ommission, India consumed 3j [jcr cent of the world's 
pnxiuetion of siher of which, it is estimabkl. nearly two-fliird# 
mav have fs*en convert (d into ornaments or kept as store at wealth. 
Considering tfsat India's f^jpulation is rongidv one-fifth of the 
wl?r1d’s population, her consuriqdion of ifte precious meials can 
therefore hardly said to I>e in exrem of that of oflier countries 

64(h The following statement shows tJie value f;f itrtfsvrts and 
exjK>n« of gold coin and bullion to and from India for a of 

years, an given in the Report of the C/mtmller of the rnrrenry 
for rtie rear 1929-30. • 

of tb» C<w>tmtlW of p«#» 



CHAPTTB XXIV. 

Value of Jmporit and SxfotU of geld coin and bnllion for each guin~- 
quennium (acera^e) from 1900-01 to 1924-25 and for tath of the 
official yeart from 1926-26 to 1929-30. 


(L«kh« of Kt.1 


_ ^ 1 

Imports. 

Exports 

Not 

imports 
. or exports 
j Import—. 
i£xj>ort + ' 

Avorago for 

ltK)0-0i to t»04-U5 



13.07 

S.S4 

+6.23 

,, 

1905-06 to 1909-10 



17,50 

5,75 


*» 

1910-11 to 1914-15 . 



29,92 

4.5s 



)9i516 to 1919 20 . 



19.65 

6.23 

-f 13,42 


1020-21 to 1924-28 . 



36.45 

7,74 

-C28,71 


* 



35.23 

35 

+ 34,65 

192S 27 




19.5<» 

10 

+ 19.40 

1W7 -aH 

« • . . 



KS.13 

3 

+ 18,10 


. 



21.22 

2 

+ 21,20 

iitau 30 

• • • . 

* 


14,23 

1 

+ 14.22 


Iridia si iinjjoru for the jear^ 11)22 to 1925 were abnormal , Tho 
figures for iht*m years gliould, therefore, be read with the hgurea 
fur tlie previous years wdien, owing to the embargo, her imjwts 
Veil. It will he seen from the table that sinee the year r>25-26 
there has l.>een a der^line in the tendency to iinjK>rt gold ; and we 
nhould like to reproduce in this connection tlie following extract 
from the Kefx^rt of the Controller of tlie Currency for the year 

vm-m : 

'Tlie net imports (m llh!9-30) were 14/22 lakhs, seven 
crorcs less than in 1928-29, a drop of [practically one- 
third. Out of this, only some five lakhs \\,^^re tendered 
to Gi'vcrnment in actwdanee with the piwisions of 
the Indian Currency Act, as compared with two and 
a half crores in ll>28-29 As the gold terflered on |>n- 
va* ' account to the Bombay Mint for defining 
(practically all of which is the output of Indian gold 
mines) amounted to 1,134,087 fine tolas in 1928-29 
and 1/211,813 in 1929-30, which may be roughlj 
valued at 245 and 262 lakhs respectively, the net 
priv^ate consumption of gold in India tnay be con- 
siderci! to have fallen from twenty-one crorea in 
1928-29 to sixteen and three-quarter crores in the year 
under re[>ort. Tlie low prices realized b\ India's 
crops naturally reduced the surplus avai*able for the 
purchase of the precious metals and later in the year 
the heavy fall in the price of silver increased to a 
certain extent the demand for it instead of gold. The 
tew rales of exchange which prevailed throughout the 
year also made the price slightly dearer. *4 part, 
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eter, ftom ikeM obvious factors there does aftp<mr to 
be If steady declme in Indio's tendency to tmp*/rt 
gold for jmtate 

641. Mr. Kik'hufs calcukiions and the later figua^s of the 
Controller of the Currency do not support tiKs view that India has 
been ab*«>rbing more tlian her share of the world*s supply of the 
precious metals; and from the evidence which has been collected 
by the 1 rovincial Committees it apfjeara that almost the whole of 
Iier consumption is used for ornaments or in the art*^ According 
to Mr. Kitchin*s calculations referred to alnne, no less than 30 
per ceni of the aggregate gold output of the world was consumed 
by and America for rion*monelarv purjjosi's. This being 

m, il IS hardly to wondered that 14 (kt cent of the world ‘a 
gold trupply taken by India is absorl»ed for similar purposes. 
It is neceswiry to mention in tliis connection ihat n {>ortion 
of tlie gold is lost by wear and tear of the ornaments, and that 
the annual wastage on this ncTOiint must he higher in India than 
in other countries owing to the peculiar custofus coiuuh ted with 
ftie use* of the ornaments and their fre<]tient luindhng, remaking 
and rc{>laccrnent for various ceremonials. 


Extension of F\cn itifs Fon investment. 

642. Althougl: we doubt the existenct? of large hoards of wealth 
in this <ountrv, we sliouM like to empliasixe what we have already 
stated in chapter XIX on the subject of the fK)SKihihtics of deve- 
lofiing (ic[v>sit -banking in this country. The few existing branches 
of joint-sUs'k banks and co-o|>erative institutions in the cities ah 
well as in the inofussil have been siic<cHsful in drawing out 
small HJivings of small [x^ople in urban as well as rural areas. A 
g(x>d deal, liowever. yet remains to l>e accomplished. The man in 
the remote interior has yet to Ikj reacdied. Slender savings of small 
men everywhere have yet to be g^arnered. We have no donht fhat^ 
if systematic prof*aganda for stimulating savings and cultivating 
the investment habit is carried on throughout the «)untrv and if 
the facilities for investment are extended, small men with savings 
would not be slow' to re^x>nd. Savings AHsociations founded on 
the lines of similar asaCK'iaiions in Great Britain will undoubtedly 
be fn gTeat assiftsnee in carrying out systematic propaganda for 
the development of the investment habit and we liave in the con- 
cluding {mragraph of tbia chapter ftuggested the inauguration of such 
organizations. 

643. Various suggestions have been made by the Provincial 
Committeea as to the measures that should be taken for the exten- 
sion of facilities for the investment of savings in Post OfBf e Rav- 
ings Banks, Postal Cash Certificates and Government Beeuririee, 
We shall deal with some of the important proposals in this chap- 

__ 

• Report of tii# Coatf^ollor of ttt« Comwiry, ponu 12. 
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Post Office Savings Bakes. 

G4J. The Post Office Savings Bajok is the most far-reacliing 
agency created for the promotion of thrift. Its principal object is 
to inculcate the habit of thrift among the working classes and the 
tniddio and lower sections of the community. The majority of the 
dejjositors, however, l>elong to the fsrofesaional classes and the in- 
telligent middle-class i)eople The labourer, the [peasant and the 
arti»fan have yet to be drawn to the portals of the poet office Bavings 
bank in increasing numbers. 

615. The liuiite of deposits that can be made and the total 
halanw that can be held by a single depositor are now' Ra. 750 
and its. 5,(X>0, resjKHtively. while the limit of l>alance in the 
accounts of minors is Ks. l,(KX) only. Various suggestions l|ave 
been put forward for raising ihes<" limirs We, however, concur 
in the recommendation iiuide liy the Bombay Committee tliat wliile 
the ordinary limits should remain as at prescuit, the limit in resj>ect 
of minor accounts may be nu.sed * 

G'lC. It is suggested that l^ost Office Savings Banks should ol>en 
c urrent ac<‘ounts with or without interest and allow withdrawa] of 
money h\ clu‘(|ues. We do not favour this projxisal except that 
we supp<irt the suggestion that fM*rsons having savings a<counts 
should he allowed to ojH*nile on the^^ lu counts, and to ic ike 
ileposits by means of {'herpies, the imw^eds of the cheijucs in the 
lattfT case being cudited to the dcjKisitor's account on collection. 
'I’he s\>tem may he first intrcxhiced. as a tentative measure, m 
selected {)OHt oflices and gradually extended as ex^xTienee may 
justify. Accounts Uiay he allowed to he opened jointly in the 
aaines of two {>ers<mg payable to eiilier or survuvor It wotild he a 
great (mnvenience if the depositor were allowed to naac* a nominee 
to whom payment of the dejx>sit should he made m tlie event of 
his death. The present |utH‘ednre neeessitating an examination of 
the legal jnvsition vff lieirs entails delays. 

PoSTM C xsn ClUiTIFK ATKB. 

<>I7. There has Ix^en no marked increasi;* in the issues of Postal 
Cash Certificates during rcH'ent years, as will he seen from the 
table apjx'tvded to Chapter IT. However, the amoo^^ts invested in 
these certificatea show* that tliey have been instnimental in draw* 
ing out a considerable amount of savings of small j>eopIe to whcmi 
jxuhaps no otlier means of investment would have proved attrac- 
tive. 

It lias btsen suggested that if a holder of these certificate^^ were 
allowed to nominate a jx^rsoii to wdiorn the amount may be trans- 
ferred in case of death, their popularity could be UKresaed. We 
endorse the suggestion. 

64fl. Opinion is divided on the question popularijdng Iheaa 
^ce rtificates. Borne adv ocate more favourable terms to tl>e investor, 


• BomWy, fit* 
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whereas others* that the yield of investments in then© certi* 
ficates l>ein|^ higher than the rates of de{X)ait» ordinarily allowed 
by eonimert lal banks, thejse cash certificates enter into comjietitioa 
with l>ank8 and bainjier the growth of deix>rit-hanking. They, 
therefore, suggest the al>o!ition of these c'ertificates. We are in* 
dined to hultl that between these two extreines lies the golden 
mean. 

SWIXOS CBUTlFICtTBS PAYABLE IN GOLD. 

041). Ttie Koval f oiiinuasion on Indian Currency and Finance, 
iVhiG, has rtMXinuncntlcd the i>sue of gold savings c^tsrtificatea which 
could sold for legal leiuler money and be redcHunable, after three 
or five years, either in legal (eiulet inonev or in gold at the option 
of t! f* !;*»ider. Agreeing with the Commission that mteh certifl- 
ta!t*s Would (onsutute a jxjwerfu! incentive to investment, stneral 
Kro\in<ijil Committe«'s have supjKirted tins projxifud. The Com* 
iii)'^Mv>n have expresM*d the opinion that it would add to the attraev ^ 
ti\tii of the (Citifnates if the holder were given faiililies to 
da am |iaMMent oit aci ount of surh eertificaleH at any time iluring 
:lic!r currency at a diMaamt rcekomd at varying nites accunling 
to the (late of ctha^hinent, hut that until the date of maturity 
H ’aouM he paid lu l(‘gal tender currency und not in gold. We 
Mip|*»rt tln'^e |»rojK>sals'* in |»rinciph*, but we doubt wlictla/r it 
\wMild be feandde to give (*ffe<-t to (ho*o under |vres<»n< conditions. 

G'a L If is su*:gested l>v I be Kibar and OrisMi f’ommjftee that 
n new fy|K' of gold ((^rfifieatt*, ubn b for want of a better imma 
they * ali “stridlian cert ificaf* ' \ slenild be issued to women by 
ifie Cost ( I (lire at tlu' u*.ual faire or p^Tliaps a nlightiv kiwer pne© 

I?: HI the postal ca^h fautifu atte ^ It m hojH‘d that tlie itU'enlive ta 
earn interest may lead to the eoina rsion of tlear suj^'rfluous orna* 
inenfs into such (vrt duaites. We support thm recommendation m 
pffinciple. 

f ; O K n NHt F \* T S K ( t ' II rn E B 

boC It appears tfiai the f.aciliticH aff<jrded bv the piiSf office to 
investors fur the ptin Imsi’* as well as the sale of ffovernineni srvairi- 
ties and for their safe <aistody nn* not j^ufficiently known lender 
Sectic»n \’r of the Vi.mt and Telegraph (luirle, any uladhcf 

previously a deprjsitor in the Pof*t Office Savings Bank or rud. may 
invest tlirough the Post Office in any loan issued hy tlie fiovern- 
rnenf of India In^aring interest at 3j f>^*r cent or upwards, Tha ^ 
total amount, after deducting any ^stim 8old through the Post 
OfpK e, which may he invented througdi the Po<*l Office by an indi- 
vidual investor in any one official year from the l«f April to fh© 

31 't Mar h inciiisive. is Kb. 5/^) 

InveBtmentB in Ooveniment BecuritieB can fie made either from 
money already deposited in the investor’fi Savings Bank ae<*oant, 

# Fi.r<t of fl'jrvaJI C'T»ra^?H.4o*> aeU 

t B»h«r ftSil 
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or from rrioney s^nally deposited for the purpose, or partly from 
the one and partly from the other. 

The Poet Office also sells at the current rate, and free of ex- 
penses, the 'whole or any portion of any Goveniment promissorj^ 
notes or stock certificates which may have be^ui purdiiised for 
birn through the Poat Office, whether held by himself or hefd tof 
hini by the Deputy Accountant-General, Posts and Telegraphs, 
provided that the investor is also a Savings Bank depositor at the 
time of application^ and also (liat, if only a [X)rHon is specified 
for sale* the balam e of s^^urities left after the sale i^ of the nominal 
^value of Rfi, 1(X) or a multiple of Rs. 100. 

An investor has the option of taking delivery of tlie Govemmetu 
jftomifisory' notes or Ht<x:k certificates or of leaving them in the 
cnslody of the iK*puty Accountant-General, Posts an 1 'fidegraphs, 
Bxcept in the case of investments in connection with public ac* 
-oountH or with regimental, |K>lieo. or other (onjoint account.^, 
^the total amount which may l)e kept in the cust(Hly of the IVputy 
Accountant-General, Posts and Telegraphs, by an individual in- 
vestor is limited to Rh. 22,500 in case of SiK urities the interest on 
which is lialde to iu(*ome-tax unless tliey an* retained in the ( UstcHly 
of the Po«t Office. This limit is exclu.sive of securities is.siied frt^ 
of inenne-tax as o?u of the conditions of suhscription thereto. 

No fee, commission, or brokenige of any kind is charged for the 
purchase, sale, sife custcxly or delivery out of custo<ly. of Govern- 
ment serurities lK)uglit through the Post Office, or for the realiza- 
tion and remittaix'e of interest on such wvurities. So long as 
Government securitioH purchas<>d through the Post Office remain in 
tl^e custody of the Deputy Accountant-General. Posts and Tele- 
Ifraphs, the interest thereon is exempt from income-tax. 

^ We are of opinion timt if wider publintv is given to the facili- 
ties thus afforded, it may attmet a larger number of small investors, 

, 652. It has also l>een suggested that transactions m Govern- 
ment si^rurities may also be encouraged if the aforesaid facilities 
lire extended to small investors genemlly and not confined to those 
jiflio are wivings hank depositors. We endorse the suggestion. 

653 It has further been suggested that banks, too, may help 
tetter than the\ do at present in popularizing investment in gilt- 
fdged securities by retlucing their cliarges for the purchase and 
sale of scrifjs, collection of interest, safe custody and other services 
Incidental thereto, and by offering easy terms for the purchase of 
secnriiies in instalments as the Imperial Bank of India docs to 
prixmota new flotations. The Bihar and Orissa Committee have 
stated that the charges levied by the Imperial Bank of India for 
haying and selling securities are excessive, being 50 per cefi| 
llgher than those charged in England for similar services.^ We 


^Bihar tmd Ormm^ part, trc. 



SAVUSO AND IKVBSTMBKT HABIT. 

have no infonnation as to the charges levied by banka in I'nglaud 
for such serviics. We have beeii U»W by the Managing Governor 
of the Ini|x‘rial Bank of India that the charges levied by the Bank 
for such services are very* reasonable for the business done. He 
has, moreover, urged tluit it is necessary to take simultaneously 
ilito Account all the charges made by banks for different serviees 
rendered by tliem for keeping an account and that it would 
obviously he of little use to compare a single item onl 
of many if one wjshe<i to ounjiare the toUil cost of the ser- 
vices, He has als^) j>ointed out that tliere la nothing like tfie same 
free market for .Ci uioies in India as in England. We, however, 
support tlu sui^gestnu', in priiu iple and ct>mrnend it for the con* 
siJk'ration of banks. 

b*>4. A ^uggeHiam hah Iknui iiiadt* that interest ctMi|»ons should 
be attat luMl to ( uoci ntocnl bonds. Wc understand that the issue 
of hearer lM>nd> uas liiK'ontiinnHl by (loveriiincnt . as it was 
l>ohevcd that thf\ were nut [H>pular. We have, therefore, iu» c om- 
rnent.v to inake. 

iNVrsTMCVT IN lNl>CSTni.\n SErt’HJTIES. 

GuT>. Inv»\Htors for lliK c iass *>( Ma’unlies are drawn fn)ni a very 
widtt cin le, ua ludaiu; nil ela^se^ of |xH)ple from pnuees and million- 
aires to clerks iiiul hhop-kiH‘{sTs. All ovtu* the world there are 
iiive^tca" \\ho are not ( unteiit \Mtii ii lov\ yield of interest on their 
investments thougli st<'ad> aial asNUivd. They are not afraid of 
taking the risks ordinarily attendant on the inveHtinent of funds 
in sUK'ks of industrial eont*erns and suhs^rilx* fr*a*!y tt» the sham 
capital and d^dHUiture is>ues of <aai<*erns which differ the |>n>SfxH't 
of a biglier yield than that of gilt*edged siMairities and alw) of 
capital apprecaatam. In nonnal times lui difiTuailty is expuienred 
in India in finding caifutal for j«*int-strH'k concerns, [irovided ther^ 
is a reafsmalde guarantee of good j)rosp»cts and eflieient manage- 
ment. T)»c statistiis (onreriung joint -Hhxk (oinpanieB in India, 
as gnen in the (iovernment riiblication No, 2212 flW)), show 
that in tin year 192^ tliere were in existence 5,H:U joint-stock 
(ofOpanic!- vvilh a paid-up ruf>ee capital of lis, 21() crores, T!hW 
figures are exclusive of eotnpinies with capital iri pninds sterling 
or otlicr currencies. There is, however, no regular investment 
market in (he country. Investrm^nt banking institutions with 
an orgardzation for investigation into the merits of indimtria! issues, 
for underwriting such issue# and for marketing the aecuritifs, are 
as yet unknown. Buch institutions can, if founded, amiist materi- 
ally in the flotation of sound concf*rns, give a ready rnarketabilitv 
to their securities and inspire public confidence in such forms of 
investment, 

tt^re are. how*ever, stock exchanges at Bombay. Calcutta and 
Madratt# which play a useful part in directing the flow of capital to 
indoatftil enterprise, by providing a market for the purchase and 
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fMile of reiognized scrips. No regular stock exchange exieta ia 
provinces other than the three above-mentioned. The want erf an 
exchange must seriously handicap joint-stock enterprises as well 
SB investors, but unless there is sufficient business no exchange 
can be entabliahed. In the absence of local exciianges, however, 
ifie existing banks and their braiiches, including co-operative banks 
and other financial organizaiioiih s»K*h an tlie loan offices, the Chit 
lundH and StdhiM^ may render useful service by undertaking the 
Work of buying and selling stoiks and securities for their customers 
on a commission basis. 


Debextciies, 

65b. It iias been represented to us by some of the witnesses 
that for various reasons dei>enture issues of iiulustrial concerns are 
not jHipular in ibis I’ountry. We consider, however, that it would 
be more ('orrect to say that their [Hipulanty is limited to a small 
class of investors which is not interestecl in more sf^eculative invest- 
ments. Ah 5V rule ilelientures cljarged on gotnl mulertakings and 
yieltling a sufTk letitly atlrju'live return ap|w>ar to (*omniand a g(M)d 
price, d'he ilemand for them would natiinilly vary witli the eld) 
and flow of prosfierity in tin* iinlustiies (oncerned. It would als4) 
be influene^'d hv the standing and reputation of i!ie finns of inantg- 
ing agtuils. 

657. We are told that tlie initial r-tamp duty on debentures and 

the duly on transfers, to a eerlain e\t*u)t, also militate against the 
ready negoiiiluhty and, th<*ref<m\ imainst tlie jKipuiarity of tho 
debentures of industrial (onoeriiH. I’be ( idrutia Sus k 
however, do not consider that the (juestion of initial stamp duty, 
wiucli IS l A jxu e«Uit, has any Iveanng on the |H»r>ulant\ or otherwi-e 
of del»enture issr»es. 'Fhe transfer duty now varies in different pro- 
xinees from annas eight to juiniiH |vr (eiit, the same as for 

share tra.nsfers. We reiomrnend that it inav 1 h' reduced to a 
uniform dutv of annas hair |er cent. Formerly, l>earer drhen- 
tures did not find f;:\(»ur w ifli ilie ipvestini^' pnldie cv inc to tlic risk 
of friSH, hut we are informed that noxv tliey are more in vogue, the 
fact that their transfer den^s not entail additional duty Ndng an 
at t raet ion . 

iKSrnANCK COMrAXlRS. 

658. Life insurance is an important factor influencing the deve- 
lopment of banking. Not only den^s a life insuramc' r^iinpany^ 
|>erfarm a s^'rviee similar to that of a saxdngs hank in J^timulating 
yivings, !>ot it abo assists in inohili/ing the savings ;>f the people 
and trnn.sferring t!u in fn>m individual savers to !>orroxvers, includ- 
ing (loxernment. public Ixxhes and indusirifil <wf)onitions. Jdfe 
insurance is tlms one of the forms of investmemt which needs to 
he t'neouraged and deve1oi)c<l. 

65P. The benefits of the post office insurance fund sne sviikhio 
only to Government serrants or E^ervants paid from 
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It lii48 been suggested that p5stal insuniiax* t>ljould lie exteuded 
10 tlie geneml |>ul>lic- lu view of the exiBiem^e of a large number 
of local life insurance cxim|>auies, which are doing useful work in 
this direciiuii, the proposal does not ap|ieur to inet^l with general 
approval, and vve do not act'ordingly supfHirt it. 

60). Uvviug to ilie fact that many unjioriant lusumnce com- 
paiut‘> in India are non-Indian, tlie question of investment 
of their furuls is one of peculiar interest from the ^loint of view 
of deve!u[iing Uic lianlang resourcre^ of the country. Iso 

fitati.Htics iiave Uvu jdjn^ before us to show what jfiortion of their 
funds i.s invested in India and liow much outside; hut it is believetl 
that much of their iiuoiue is invested outside the <\)untrv to 
tile detriment of the development of the ciHmirv H re^sourtes, and 
it is therefore urged iliat these aimpaiues shtmld Ix} (x>rni>elltHl by 
legislation to place an initial dejKisit with (ioverninent and to 
inv(*st a fixetl [>n)jK>rtion of tlie priMiiia rtHTivetl by them in the 
country in approved Indian securities. We consider it esst^ntial 
for the economic developmenl of the country lluit all insumnce 
companies doing laisiness in it, whether Indian or non-Indian, 
should by a judicious investment of their funds assist in the pro- 
motion of pulilic utility niulertakings and the finance of the trade 
and industry of the country genenilly. We, therefori', recom- 
mend that legislation may Ik* undertaken to render it ohligatory 
on all insunirKV companies, Indian as well as non-Indian, (o lodge 
an initial dcfxisit witli Goveniment and to invest, and keep invest- 
ed. a fixed projM>rtion of their premia funds in apf>roveil Indian 
securities. What the [»roj>ortion should la* may 1 h» dcdermined by 
Government after investigating the situation in the light of the 
necessary statistics. 


Provident Funds, 

661. To a limited extent, provident funds started by public 
Ixxiies and coqKirations fulfil tfie same object as insurance iiKdiernes 
in promoting thrift. 

The bef>t*fit» of the provident fund are btung gnwlually extend- 
ed to the emplov#*es of charitable and educational institiit ions and 
private mmmercial and industrial concerns, large as well as snmll, 
throMg!K»i»t the (o^intry. We understand some of tlie jnint'StocK 
banks quote s|>ecial rates of interest for the de|>ottit of sncIi funds. 
The value of all jiogsihle encouragement given hy banks to 
institntion.s having as their object the promotion of tlie saving 
habit cannot be overestimate<I. 

Invrstmknt Tbusts. 

662. In Great Britain and the Fnited Htates of America, In- 
vestment Trusts have been imtmmeniul in fostering the saving 
and investmeDi Imbit erf the people to a considerable extent. 
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Several witnesses lm\e recommended that Investment Trust# 
hliuuld fx* funned in India and Ijave j>«>inted out that there is K'Ot)e 
for them and that there J»re also men of ability available to manage 
tliero. One drawback |K)inted out, liowever, is the higli rates of 
interest for money ruling in t!<is rt>untry' as (ompared with those 
prevailing in England and America, wljich would reduce profits- 
In our opinion the eHtal)lishineMt of Investment Trusts \h a niatter 
for private enterpri^c and may be Iwked uf>on as a |x>s.sibilitv, as 
the hankitig am* investment habit grows in Lidia. We, tticrefore, 
<lo not mahe any -picial rerommendations in this <*onnection- 

Ghowth of the Cubqve Habit. 

0r>0. The increasing use of negotiable instruments of credit is a 
rertain indication of the growth of the Imnking habit. The most 
im|')ortant of sm h instruments is the ( lierpie. Evidence is forth- 
coming from all dinxlions of a substantial increaw^ in the nunib«r 
of (he^jues whicli daily j>aHs through the ( Icaring Hous^^^s. The 
recent abolition of ilie stamp duty on clicfjues ap|K*ars to have con- 
trihuled materially to a more extensive use of the cher|ue not only 
in the Presideiu’v towns and other big (ornmercial (NUitres, hut 
also in itie mofussih The tuv-ojx'^rativr hank> al*s> re<‘ord<‘d a rir^e 
if' tlte number of new ac<*ounts oi>ened and the < lieques issued by 
them. There* is, however, still a large jKulion of tie* iK>pulation 
to whom the theque system i-> a mystery. It Isa^ yet to under- 
stand and apt>r(H'iate tlx* (a<'sliiy and the security a cliecjue currency 
affords l>oth to the dnnv(‘r and the {»avee. 

Oix* of the most s«*riouK oh'^tat Ic-^ tliat imjvt^de the growth 
of tlie clieque habit in this country is the ilhieraw of the 
{X 0 |v|e, Tlie clxxpx* system presupposes .i certain degree 
of literacy which is lacking in tins country, Even amongst the 
literate classes only a few can correctly draw up a clieque m tlie 
English language in winch tlie cheqne4><x>ks of most of the banks 
are printed. A single emsnre or a misuike vitiates the insmuinent. 
There is. therefore, a general demand for the tne of the vernacular 
in this and otIuT departments of hanking and we have referred to 
it in tlie chapter on Conimercial Banking. Among the other sug- 
gestions put forward by the Pmvincial ( oinmitftxs with a view^ 
to {H)pulari/ing the cliefjue hahn. there arc a few which call for 
the assistartce of (4overnmetit and the banks. To the>e we desire 
to invite s|Hvin! attention in this chapter. 

€rovernment can assist materially in spreading the cheque 
system in ruml areas by accepting freely payment of land revenue 
by cheqtie. Such payments are now, under c'crtain a)nditions, 
^accepted at treasuries which are managed hy the branches of the 
Imperial Bank of India. Very few people are^ however, in a 
jxjsition to avail themselveg of this facility. The number of auch 
branches ia limited and they are aitnated mostly at district head* 
quarters. It is, therefore, suggested that the facilities fw pay- 
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uitNit of land revenue by cheque may be extended to (olukit 
treai>une^v and district trt^Hiiyurie^, We tiupport thi<; 8Ugge$tioD. It 
is also suji^gcstcd that all mateiial piivments should l>e made by 
Goveninicnt by chtH|ue. The Heiigal Commit ttn' makes definite 
projK>siiis i>n the siihject, wliieh we commend ft>r the cimaidenition 
of Government. 

Some of tlie Prosincial ConumtttH^s have suggested lhai local 
biKlies fciu»uiil suuiiurly eiu'ounige the use of cheques. We n*- 
i'OMuneiui that all itumit i[»iihties and other kx'al iMKhcH should ho 
askcti to t^jiisnUr the feasdulity of making and amq^ting jiayment 
bv clic({\ie on actanint of ^Ahows to wune of their einplovt^ea and 
other Items of re<eq>ts and djsluir,^Miients. 

(♦<>>. Ikinks ran enerMUagc the rlKa|uc habit l>y providing 
atletjniie facilities for jaom|a encaduucnt of ehcquoH over the 
eouiit'T. Meiehanis and tnnlerH sliotild ii\-n he eneounigcd l»y 
}>ank> to « heqiiit^s far as jHWvit,|e instt*ad of euiTeney in the 
‘(ttkunent of transactions in up-country markets in conniption with 
the hsovtuntvnt of erop*^, A w iile-spread use of clieipiCK ui these 
markets wotilil assist git^utly tlie dcveiopiiu'iit of tiu' hanking hnhit 
V. Ul! the -mall tradi r-. We should like to emphasize the fact thal 
the cin vilatam of « lavpies in the money market and the rnohiliiv 
of the l)anking rt^onree^of tla‘ eountry largely dejanid on (he faci- 
lities given l>v hanks for transfer of fipuls from one fp?ntre to 
anothrT. 

Nrni) yon SiviNfis Asso< iatiosh. 

iVm . W'e iiave referred aI>ove to (hi? need for concerted and con- 
ernUated f llnft on tl?e w^iik of stimulating thrift and mol>ili/ing 
small amounts of -a\m:.'s and dH»‘- ting tlami lo ( liannelsof |>rodn(v» 
(ion. Sorne of the IVovincial ('ommiltees and wit nesses Ijua'C 
suggested the inaugural iojt of sa\ing» .ism> lations or tlinft com- 
mijtees on the lines of the National H/i\ings AHMwaatiohs in 
England. These organizatioiiK were started during the war iti eon- 
licet ion witfi the issue of war Irmns and v/ere so successful tliat after 
file war thedr artivities have l>een eonfirmed. There is now in 
Kngdand a National Savings ror/iinittee guiding a largi* niirnher of 
National Saiings AsscK iat ions, wic' h an* kx'Jil asKsdatums formed 
to help their mem!K>rs to irna-st in tlie National Havings r’ertifi- 
r ales. We supjxjrt in prior iple the formation of su< h asnrv (atiorw 
in ah provinces. 1‘he educative effect of such organimtions work* 
mg systematically in diff«*rent parts of tfie courUry. with the zm>\ 
and spirit of service ess<*ntial in a r-anae of national iirifioriance. 
would l)e immense. By active profmganda tor encouraging smalt 
sa%ing«, by providing means for the collection of f«iicb rnivings^ and 
by pooling them for remnnertitive invealment in approve/ secu- 
rities^, they would micceed in promoting the aaving habit among tba 
yofing an well aa the old, in oTarcoming the timidity of the amalJ 
naver and in familiarising him with practirally aafe and profitable 
meana of inreatment. 
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REGULATION OF BANKING. 

Need fou Reg elation. 

G6B. Herving as rejmitories ot i!*e canlt rcHourcea of all classes 
of itidividuuls and institutions, the banking institutions of a 
country exercise a very {x>\verful induciue on the econoink: life of 
its i>eople. Banking business tlierefore, l>een r^^garded as 

^MU^rnpublk in its nature, uarraniing iegi-laiion for safeguarding 
the interests of dejx>sitors on uiio^e confidence rests the entire 
banking structure of a nation and for ensuring and fostering the 
growth of banking on sound iines. Restrictions are iiniK>sed on 
banking of>enitionH in some form or another fn different eountries 
aa'ordiiig to their requirements. In the United States f>f Anieric^i, 
Canada and otlier eountries there are sfx^ial flanking laws. In 
England apart from the ( ompanies* Act there is no sfnvial enact- 
ment for the regulation of tfie l>usiness of banks, hut the puq>os« 
of legislation in matters not sfiecifKally provided for hy the Coin- 
panies’ Aet is tliere served bv the tradition, convention ami case 
law that have grown up us the result of tht^ exjM'rienre of gene- 
rations. 

Exisriso POSITION in India — The Indian roMiv\NiRs Act. 

ft€0. loint st(A'k banks m this <onntr\ are at | re-ent governed 
by the Indian Conqiaiiies Act in regani to vanon.s matter.s such 
as constitution and incoqHUation. ariicles of association, sliare 
capital, maintenaiK’e of registers of momhcr>, management and 
administration, meetings and pnx*eetliiigs. (pialificaiion, apjsiint- 
nient and liability of directors, restrictions on <'OTnnien(‘ement of 
business, del)enlures and floating charges, inainienanee of Ixxiks 
and accounts and publication of statements ami baianee sheets, 
investigation by the Registrar, inspection and audit, serA'ice ami 
authentication of dwuments. arl>itration, and etunprornis<\ winding 
up and apjH)intment of litjuidators, removal of defunct com}>anies 
from (lie register ami offences and legal pn>ree<lings. There are. 
however, certain matters in regard to wliicdi the Act draAVs a dis- 
tinction Ixdw^^en Igtnks and other (ompanites and f>res<*nlH>s special 
provisions applicable to banks. These provisions are forth in 
brief l>eIow : — 

(1) flection 4. — Prohibits partnership exceeding ten in number 
from carrying on the business of banking unless it is registered 
m » oomjxiny. or is formed in pursuance of an .\ct of Parliament or 
some other Act of the Governor Genend in rounri!. or of Royal 
Charter or Tetters Patent. 

(2) ^erfion 32, — Requires that an annual list of members, etc., 
^onld be prepared and fileil with the Register, and a note appendett 

f 4f8 ^ 
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tAi J^orm E re<]uij‘e^ that banking compiimet* tjEouid add a [hi of bU 
Ihtnr platx'H ol biiHitR\His to tile atK>ve-mentiontHl liwt. 

bt^ctiijn — l\equin*:» that (he bahuice-jiiiot t .shall bo in 

the foriii marked F m the Thml Scliedule, oi us nair thereto ua 
eircauisiaiue^ adaut, and Fona F reijuirt^s that in aiiowuig book 
debts a distmc tioii ahoiiid be drawn tK?twtH.ni those rousideml 
goo<l and iii ns|)i*ct of vvhidi the bank is fully secured 
and thost* ion suit' red gi>od for which the bank holds no 
se<*uriiy oilier than tiie dehtorn* (ii*rsoiiaJ mHurity, and exempts 
hanks from tlie obligation to idunv provision maile for tiiui and 
doubtful debts vvhu h lias to lie shown in tli© balanet^ slieet ui the 
of all other tompaiut^ii, 

(4^ Srvtuoi I -He<|Uires every i-omivany l>eing a liaiited bank- 
ing ( otnpany to make a staiernent in Form <* in the 'riurd Kcdiedule. 
or as near thereto as jiossilile. In^fore it <‘Oinmenees business and 
thereafter on the first Monday m February and tlie first Monday 
in August in every year. 

(5) S€ctte>n id*'. —Provides that the UkuI (loverinneiu may 
4ippi>im one or more inspet torH to investigate llu» afTuirH of a bank- 
ing (oinpany oii tlie a[iplieution of imunbers liolding not less than 
one-fifth of ilu* ^half's iKsued, the pro|»ortmn m tlie ras«* of any 
other I ompaii v ha\ in;:: a 'diare ( upital being one-lenlh of I la* shai t's 
issued. 

fto iSee^foo / / > ProMde-. (hat if a hanking' < oiu|muy has 
litaneli Inink^^ l>e\on<i the IiiiiiIh of India, it shall be suftieieiit if the 
liuditor IS allowed aere^s to siadi copies of, and extnu'ts from, flu* 
lK>oks and ari'ountH of any sueh branrh as have iH^en IranHUiitted to 
the lu^ad offire id tie (oiUfKinv in lintiwh India 

.Ser/eoi ' V/ — Uetjuires a bankin;,' r'ompjuiy , w hu h was lu 
existence on Ist Max. to give luaue to aeeouut ludders of its 

intention to re'jotir as a iiinitecl ('oinpanv at least 'iO da vs before 

registering. 

fwO. It ap|s*arH to la* the gcuierHl <»pmion that the ( 'oiii|mnies 
Act tone h»^s oniv the fringe of the pnitdern of lianking 
legwihition and that there slmuld Iw* some legislafive eoiitrol 
over the o}>erations of bunking institutions wfiieh at 
stand almost exclusively ontside the fiiindew of the Indiiirt Toni- 
l^ianies Act. Tn fact, the queid ion of legislatKMi for the rf*gulafion 
of Hanking has engaged tite attention of the ffcneniment of India 
and of the public for i^everal yearn. In « fetter addreiiaed by the 
Government of India to tlw provincifiJ Governinent^ in the year 
lifs. it wraa stated that it wa#« not* the intention of Govemnient: 
to attempt to t^onlrol all the niimeroiia forma of banking ojK^rationa 
Incioam under ^-arioiia namea which were carried on in thia country 
in buaineiwi centres either hr foreign or indigenous ageiK V- It 
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vuih added tlmt huiulurly it was not proiKmd to include in tiie^ 
tei o(H* of such iegisliiliou the regulation of a form of banking under-' 
taken i^y indu^tilal coJU[>anieH whidi recieived deposits during iheir 
buhv wason in order to rinanee llie busmtsb of the firm, but that it 
wiiN projxmni only lo exaiiune the desirability of atiemptiiig 
iin|x>s<* restrK'tioiitt on the inn? of the lenn “bank ' or ‘ bankers 
or its equivalents nueh as “Banking Agents’*, “lianking Socie- 
ties’ \ etc., by mdivuluais, partnerHliqm or comimnieH who i*ou- 
diu ted hanking husineHiH on hneH which were unsound and likely 
to unfH'ril the ^^et/urity of credit. It was [jointed out that in the 
firsl pla<e it was for consideration whether the term “bunk 
'‘tmnkers’', eu* , should not he reslricted to com[mnieH registered 
under the Indian Comfmrues Act and it was staled that it would 
ttp|H*ar deninible that, at least for tlu^ future, the term “bank’V 
“bankers”, etc,, should not In: allow'ed to be ustd except by regis- 
tered companies and that Ooverninent would he prejmred to con- 
sider the (juesiion of (MTiuitting tie* llien existing <‘om[s'uues tO' 
continue the:r Imihjiicss on their undertaking the regular publica- 
tion at six-innutlilv intervals <»f halanee-slu'etH antlited under the 
provisions of Hixdion 144 of the Indian fVuufiarues Art. It was 
added that it would follow from thenc^ suggesl'ons if tliev [proved 
rnt»ahle of adoption, rliaf institutions that would lleTeafter 
the n/iim* and pic'^inje (»f “banks" -honid Im* snh)e<’t to 
r«‘striotions. 'rhe ^ i<w\ s of kK-a] ( lovt rnrnrnis. ( liand>crs f>f 
( omnien’i* ainl otoir piddic' hcKlies interested in the ipiestion were 
invited, and llie rcf>lit's received revtxiled a IkxIv of opinion in 
favour of legislation requiring tliat institutions styling ihcinselves 
'*l»anks“ should he* re;:istered under the Indian f\)inpanies Act and 
should luiut then husine.Hs to what is generally known as banking. 


Ni i:o 1 ou A Srpcivr Bv\k A. i, 

r»71 We aif' not in favour of (*lafs»rate hanking reguiatiotta 
end restriidions dealing with matters whieli !md hesf be left to the 
disbretion and of resfamsibility of tlie dirertonite and the 

management : Huedt restriction is at times likely to do more frmfo 
than gixxl and to Immfier the aetivitief^ of banks. At the ttame 
time, we are of opinion that the exiiiting provisions in the 
Indian Companies Act governing hanking companies are inade- 
quate. Several important matters having a vital bearing on ques- 
tional mtrb as the initial organiration of banks, their efficient 
management and stability, provisions for mipervision and examiiia- 
tion and publicaticn of accounts, the safety of shareholdeniyiad 
deposilora and the development of hanking generally on J®ld 
linea w^main to be provided for. We do not fniggeat tha|, 
neeeaaan’ to provide for all theae matters by legislation^ 
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I®, 

can l)e met by suitable provimons m tbe luemunuKlutn aad articles 
of association of tlie different banking i't>iu{>iiuies iiciHirding to their 
res|x*tnive requirements, subject to the approval of the liegislinr 
cf Joint-Btcxdv ('om^nanieH ; some might i>e left to the eontrol of 
dire<’torrt and tlie su|H»rvision of amiitors; while some would He 
witliin the purview the liest'fve Ibink wlien i\ k estahhslied. 
Kevertheiess there will remain certain matters which, in oqr 
opinion, will have to Iw [irovided for by legislation. 

672 Idjete are two ways in whieJi the existing rt^gulationa 
can be amplified ; — 

(li by the promulgation of a «{>e?cial Itaitk Act ootiipHising 
the netCHHiirv provisions governing alt banking 
institutions, and 

(2 1 by tile arnendment and aiiipldieat ion ol th** Indian Com- 
[tallies Art as to providi^ for the luUhtional matiera 
which rctjuirt' to U* dealt wuUi by legmiation, 
iu’\ W'e [»reff r the first alteinuloe whic h wdl, in oiir ojunion 
he more convenient to the jaihlic us well as to the ImiikN, and We re- 
commend that a s[«*cial Hank Act may he j)asiM‘d compriKing tlu* ex>- 
isting regulatK/Hs eml*o(ltt‘d m the Indian < -omiiantf^K Act with the 
iiuKhricat loim and adfiitionul [iroviaionn re« mmuiendtai la low . ITie 
for<‘!gn hanks (i|»eralmg in India nhould Iw* hroughf within fhe 
purview »>f tlie \(t to the extent iiulicaled m the re|iort ami pro-' 
vided for in the Art, 

(m I, \ arious MiCr^c^f mils have hfam made to ns for legal provi^ 
sion» regulating the organization and functioning of l>anks. Moat 
of them are ufqiarentl} iniole in the light of the ex|M*rience of viiricHia 
witnessem c'onrerning the failures of banks in tlie pant. We Imv# 
already fiointed out in f hapter II tliat some of the early ImnkH earn# 
to grief owing to comhinafion of trading with hanking. Various' 
other reasons have been given by difTerent witnenwH for Inoik 
fuilureH, but an analvsis of their statementH hIiowh that the rof>t 
cause of the disa^Ou run be traced to defective fiianagefnent . For 
instance, some of the princqial causen of fai lures mentioned by 
ifiem are : 

(a) dishonest management ; 

ifj* in<‘om{>etence of directors who liave been found to bo 
‘too iniKx'ent of banking practice or businetn pru- 
dence’* to (heck the inanipubiions of designing 
directorn or irninagers : 

<c> bad and spi’^culative inveiitments ; 

(d) unrestricted loans given to direc tors or conoernB in which 

they were wferetiied ; 

(e) injudicious advances; 
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if) utilixalion of short-tenn deposits for long-tenn loans: 

Uj) insufficient paid-up capital and an unduly large propor- 
tion thereof held in iininovahle pro|>erty ; 

(h) insufficient reserves; 

(t) iiiwufficient iKpiidity of funds. 

^ Horne of the witnesses have rightly jx)inted out that the failure 
of soirie hanks could also he ascribed to want of co-operation among 
hanks for joint iK'tion in the hour of need, absence of a central bank- 
ing institution from which timely assistance could Ire obtained and 
IjK'k (ff any organization tlmnigh which schemes for amalgamation 
4*ould he put througli. 

675. We propose to classify our ret ommendations emr eming 
the additional provisions whicli should, irt our of*init)n. he meor- 
j^orated in the proposed Act under the following heads ; 

(D Organization, 

(2) Manageruenl , 

(3) Audit and lns|K?<ttoii, 

(4> l>i<|ihdation and Amalgamarion. 


OUifWlZATIoS. 

(»7(- 'Tfic im <^rfK)ration f>f a hanking conc ern under an Act of 
the legislttiure involves an obligation to comply with certain 
general re<pununents laid down therein While such provisions 
iannot prevent fraud or imsmanagemeni , they ensure a nuniuniin 
Htamiard of effieiem y and integntv in tl»e cmnhict of business of 
the institution. 'rin* Indian (‘ompanit^s A( i re^juires. under 
Het'tion 4, thit more titan ten {partners wmlung to carry on the 
husnu^s of hanking must fonn theins^dvcs info a <x>rnpany and get 
it registertul under the Act. The tenu “hanking** has not, 
hovxever. been defined in the Act and the question has often teen 
rais4tHl as to whether any and ever\ comorn c!i:^K>Hing to style itself 
u hank should be allowed to use tli^ lermV 


Vefinitim of **Bankin^'\ 

677. Nowhere Imsa definitiem of “hanking * l>een evohed whu |* 
"has tnet with general aece|>Unce. None of tlie bankiiig enaet- 
ments of different tountries that we Imve seen incorporates a tiefl* 
I iibn of the term “bank** or “banking business”. For insUnc^i 
the framers of the Bank Act of Canada are content with* mar^ 
interpreting the term ‘*bank” as meaning “any bank' to wKiot 
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ihb Act lu England the BilU of Exdiangc Act aays ; 

‘^banker” mcludc*^ a body of pernonn whcUier incoqHiruUHl or m>t 
who earn on the bun^inc^iji of banking’’. The Negotiable Iniitrn* 
uieats Act of lN'^1 of our country takes ug n* further. Si'ction 3 
of the Act Minpl\ la\v <lo\vn that the teim ’ hankeri^'' included 
’iiLso jHi-sinis or a <urjHmition or txwnpany anting a^ bankem'*. 
In reply to our ^ju< ^iioniuiire »^wne of the witnesK's have expresatnl 
the opinion that no aitenipt should l)e nunle to define the tenjt 
‘'banking ' l>\ iegislalion, le^t i! should jrive rim* to teehnieiil difti^ 
eiilties Otliers, howt ver, cainsnhT it nec'Cnmirv that there dmuld 
U* a legal definition. Several ingenious tlefinitions have been 
MiggeNteil by a few \viincs‘^*s and w>nit^ of ili«^ Trox nu ia! (Vun- 
iniftees • l*'airly exhaustive and helpful us them* suggestions are, 
we find that the task <sf defining (he tenn "hunk” or "bunkt^r”. 
wlii<‘h hafi Ixvn regaided as utdl nigh irrifsmwihte in otlier ('ountries, 
is rnueh more in India wlnue u definition cannot Ik* tlrawn up 
without exeiuding many firms of indigenous hankers ami null- 
viduals who do a etuisidemblt' portion of the financing of tlie 
country. 

toN It ma\ be mentioned ibal ui iiw laivv ot Hanking" Sir 
John Huget. after rexicwing logiil decinion^, sums up tlu' |s>sitioii 
ns follows > ~ 

Xo one and no b«wlv, corjsiraf^* or othervviM*. can he a 'hanker* 
w ho dof*s not ~ 

^ 1 ‘ take de|M>Mt accounts. 

eji take ( unent ina ounlH. 

Ub issue and pay cheques drawn on bimmdf, 

collee? t lieques, «To«i.^cd ami uiaTOHsr<|, fur his cust^ituius 

But n fierson or ls>ily coqvirale may in his opinion do all «>f these 
things and \el not f>e a banker" ; for in addition to the abore* 
mentioniHi requirements. 

(5i banking must be a part of the man’s known occupation, 

(6> he must hold Imnself out as a banker and the public 
take him as such. 

(7) there must l>e an intention generHlIy to gel a living l»y 
so doing, and 

tlie banking busineim coiidiickMl must not subsidiary 
or ancillarv^ hi another busine#iii or other 
carried on by tlie a?ime a>necrfi. 

**Tlie only true roa<I to safety’*, adda Bir John Paget, "ls>th for 
the piiWic and the Imnker, Imsh in the acheme. f?ropiunxied by Ihoae 

♦ Pombav psrn, TSa ; Bettitjil 4^t4 ; Ummm aSs. 
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boHt (juahfied to judge, of an authorative and conclusive rcgistar 
of bankera. This, (ximpleted after uivestigaiioa by a legally quail* 
bed tribunal and amended by the mine m occamon may require, 
would supply a maanH of ready reference and prompt decision, open 
to the bank clerk and public alike/' 

GTb. For the purjK)^* of the j^neruy Banking Bu.^inesi, lades# 
1918, which for a jHuiod of at least five years after the war 
forbade any banking buHineas to l>e carried on in the United King- 
dom by a ciunpany which was an eneiny-controlied cxirporation , 
^ banking l)usinesH'’ was defined as folloWH : — 

“Jteccuving money on current account or on dcjxisit ; accept- 
ing bills of excliange ; making, discounting, buying, 
mdiing, collecting or dealing in bills of exchange, 
promissory notes and drafts wliether negotiable or 
not ; buying, stdling or collecting coupons ; buying 
or Sidling f<»reign exchange by cable-transfer or other- 
wise : issuing for subs< ri|>t ion or jairchas*^ or nnder- 
wnfing the issue of loans, sliares or s^*curitie» : 
making <ir negotiating Uians for {orninercial or 
industrial ol>]iiH'tH : or grunting aral issuing letters of 
('iciht and ( innilar notes : except in so far us such 
operations form part of and are for the jnirjK>s<' of and 
iiH ulental to the I'oiuhui of a bti.Hiness carne<i on 
for other pur[vis<>s by tie* < f*ni]c5nv. firm or iralividual 
by whom sneh operations are iransaeted/* 

(VHfe We have referred aboxe li> tn»" (lovernment of India’s 
eommunicHiion n^ganiiiig the dei^irability of nnjMLsing w,>rne restric- 
tion l»y legislation (Ui the indisiriminate use the tenii “bank*\ 
or “bankt'r”, by indivahmlB and firms whosc^ business has no 
ndation to banking properly so-called. We have alsti referred to 
tlie general IkhIv of t»pinion elicited by this communication. The 
subject was touched u|Hai by the Boval ('ommisHion on Indian 
(’ummcv and h^inan<a>. B^26. In {mnigraph lfr2 of their rej>ort 
they suggested that the tenn * bank ' or * banker ' 
should \ye inteqireted as meaning ev^»ry [>env)n, finn or (ximpany 
using in its description or title ‘bank’, or 'banker* or 'hanking*, 
and every c'omjiany aeeepting deposits of money siihje<*t to with- 
drawal by cheque, draft, nr order". They reeogniz<Hl, however, 
tliat in view of the s[>erial rxinditions of indigenous banking in 
India, this matter wouUT require more detaileil consideration than 
they had been able to give to it and they recommended that it 
should l>e further examined. 

681. Having examined the question further, we find that tlie 
difRculty pointed out by (he Commiwuon is one which cannot be 
fully met by any legal definitkwi or any reutriciive or reguhting 
pn>\ision of the law. Wljai is really needed is a register erf 
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Imukers without a hanl anti faM tlefinition aiul wa are of opiniim 
that tl)e Bittiation in India regards indigenous bunkers will 
l>est l)t' iMei tw an arrangement ft^ the enruhnent tif such 
ImnkerH as meiulHvrs of u rtHM^ni/ed usstK’itition. 

(>HJ, In dvaf^ler XX III we have suggesletl lie' haiuatitin td a 
BfinkfTs' AsMM'iaiHiii It has been suggestetl l>v the foreign 
exjH^rts tluii the ineuil>ei> of the AsHHiatuni may athx to Hieir 
names tlie apiH'llation. Member of the Banker'^' AHS^viation’X 
whieli would larry wit)i it the status of a reiM»gni/i»d hanker. We 
approve of this suggestion whieh, if adofUed, would render it tin- 
neeessarv to re^tru t hy law ilie nsi' of the ’hank*' and 

’ hanker ’ and tlaar tspiivalents. Hu' nu to tei'm ' hanker’ \ an 
ustul in thi> enuntiy, would he sltorn of liouh of the prestigv* it 
now etun t'N s. afti'r tlu^ appellation ’ ‘Meml>ei of I la* lhinK«u s* 
Ass<M'iation* ‘ eornes int4) vttgue As regards f'oni]»aMieH, using tho 
term “hank” or its ‘ 'etpiivalent'*. and tiesiring te* h<* UM*orj>oruted 
under (he Hank Art, we risaumnend tluit the Vet should lav lioNvn 
that adequate ]vrovisions regarding the sulqeets mentioned in para- 
gmiphs TiMh To^.l, 710, 71‘J^ 711 to 717. 7'Jl and 701 of tlm^ehapter 
should Ite m(r»r|»orated in the Memoratuiutii and Artielea of A«so- 
eiation of a eompanv wliieh wants to make use <>f i1h‘ word ‘’Imnk*' 
t>r (he wonB “savings hank‘\ “hanking (oini^anv”. “hanking 
house”, “hanking assoeialion” or “hanking institution”, or any 
word or wrjrds fd import eijuivalent tliereto in r'oniKM'tlon with i(s 
(operation’'. VV'e aho rraonunend lliat an exL'Unig tompany using 
anv su(‘h tith* should arrange* to <'onfonn to sueh provisions witinn 
five vears aft<*r the Banking Act is pass^al, failing whieh registra- 
tion in its existing name should he eutu’elled 

Banks registered under (he Indian (’o-<q)**rative BiKueiioH 
Vet or under an\ Kpeeial ( luirter or enaetUM nt sm h as (lie InqifUial 
l^rmk of India Art. and hanks n*gist<'red under hius of otlier ruuii 
tiirs. Will 1m* rxempt Inua the operation of tluB pro\ifdon. It would 
also lx* ofMHi to anv unregistered! linn or indi vidua { to use the term 
‘bank” and ii a|>{H*ars to uh to i>r rlitTu uli to de\ miy means 
by which they can Iv |>revented fmm doing ho. 

UceuHifig of Bafihff. 

]i has Iseen suggested to us that all individuals and hrrrm 
doing banking bxmmm, excepting joinbstCK k hankw incurjK>riited 
tinder tlie Indian f’^omfianiei^ Act ami wcieties registered under the 
Co-oftemitve Bodeties Actu, »hoiild be wnjkelba! bv law to take 
oiit lictmccft which wmild impose certain restpctions on their wrak* 
mg We consider thi« «ugge#^tiori impractK^ahle in the ext»*ting 
cimimatances. Indigenous bankers who now- finance the hulk of 
the internal trade of the muuiry would not suhj^v t themselves to 
any such reatrictioii and banking in this country has not devebped 
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to Hui li an i^xU ni an to achiat of the whiKlra vva! of a large riuml:)er 
iit ifidigenouH hanker?> and (»ri\ate Imi^kjng firing from the held t»f 
banking. 

(Hh We, however, reeonajiend that any bank, liidian or imii- 
Jndian, winhing to <lo ))ajjkim: bu^jnrss in India nhoiild be recjiiired 
to take out a bcetue from the fies<‘rve Bank when it is established. 
This iH partly neress^iry in the interests of de|K)sit<H*» and partly 
for giving tla* Ite^^ rve Bank wane lontrol over the Imnks operating 
in the (teailrv Taeen<e*< sfjonid freely granted to the already 
e^t;fhlsHhed fiaiik*' and it wonid l>e the husimvss <>f the heeiising 
afitlionty to see tliat the (irovisuins of the law and any other ('ondi- 
tioiiH H{>eeified in the lieen -en are (Nitnplied with. So fiu* as this 
pro|Misal j*p|>hes to non-Indian batiks we have ahead) dealt with 
it in [siragraph I VI <»f our ib*f»ort. 

tkiV We may exphiin tliat the objev t underlv ing ibe pio{x>sal 
in the pre<“eding [wiragraph i'- to enhure a svslematie development 
and extension of joint -sUM k l>anking and not to miftfait- in anv way 
free cumjH^tiliou. Having regard to tlie present stage of Ineraev 
«.d the ^ii,H>}aie, we eon^^eka 0 fhal a i>ahk in* orga- 

nized on certain recognized principles of banking aiul that no in- 
stitution lulling itsidf a hank should start o|>t rations without 
obtaining a lietuiee trom the Jleserve Bank. Having regard alK> 
to the pn*sent stage of di*\ elojunenl ol hanking in the eountrv , 
vve tainsider n esMUitial that tht re .slunikl ht' a |s>ii( \ of t iieourag- 
ing i^x|.>unsion of thinking m anais \vli<*re tlren* is leaal for it and (h<- 
couniging tlie iinilf ipliealion of hanking instifnth»ns ht*yond the 
lujeris of Inihiness in |Kirt!eul;u l(XMlilies. W'e liave no doubt lliat 
thi' Ut'S4 rve Itank would lie willmi: to encourage the exjiitiiMon of 
bunking as imic h as {H^ssihie and tliat its policy in gmnling lieeiua^s 
wonlif be influeictd s^delv l>) the on - n1*“i a: ion- of the <^unomic 
interests of the (ountry. As jxunfed lui! hv us in ehajder XIX, 
even the foreign hanking ex|»erts, who are generallv not in favour 
of (he intrcKluetion of a liiensing system, reeogm/.e that the Kesr^rve 
Bank may he (rusteil to act in this rest^et ‘ in a sound and ini* 
yairtia! way*’. They, however, take exception the reaBons givetr 
by us in supjHirt of the projwah Tiiev consider that the pov 
tertion of intt rests of dejiositors hv means of licences will he a 
dangerous msp«insil>ility for the Reserve Bank to undertake. We 
have not suggested that such responsibility should devolve on the 
Reaarve Bank, What it would do among other things, liefore 
ismuiig a lieenc<\ would l>e to see that the hnaneiai }K>»itioti of a 
new hank and tlie geiumil standing and reputation of its directorate 
are sueii m to admit of its being allowed to deal in credit. Licenc- 
ing implies preliminary' investigation m to the fitness of an 
inslttnltaii to commem'e work and enforcement of the con- 
ditions of tlie lueiue. But it caurrie^^ no assurance and no 
guarantee conofMiung the efficiency or integrity of its fttiure 
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ijianageineiit. an*! is not likely to In* ionstrued conveying linicli 
a guaranue anv luore than ^'‘giHrniiion under tlie Indian (Joiw- 
fiauies Act at prestuu or under t lie Banking Act in future will convey 
a guaniulee. \\‘t^ do not* therefore, nhiiie the apinehennion of the 
ex|x^rt> that in tluit »he Kestuxe Ikink slauild he the 

autlionix to issue iicences to new Ix^inks we are asking* it to under- 
take a dangtai vi*' ?t NHi)ijsihility . 

(Vs('>. Tlie tUher reas<»n given hv iis in HupfKMt of the profosal 
for iircuMng haniv . is r!iai the IvcMOve Hank niav tlu^rehy ohtui’i 
stunc «t»ntrol o\»u tiu* hanks oj^iuutmg in the c*oiiiitry. If the 
Hank had the anthontx to issue iii'en(*es, n would fw'* easy for it to 
gel all hank^ to iuUcuin. as a ctuulition goveiniug the graint of 
lircfircs. torcitam jjcncral rcijunenjcnlt regar lin;^ the pre|>arntioii 
and puhlioation nj latcuuaits oi then actaiunls It would fiirtiu*r 
he ah»e* as jwumrd out i»y the Ikaidniy C’liainher of ("‘oiniin'ia'e and 
tnentioncd i>y in |)aragra[>|i 417, t«» control llie evil of over* 

erowdiuit of Invnk*. at teriain [>laces. It in not Huggcaied l>v u» 
that h\ uictelv haxm- the authoiafy to grant hcenct^n, the Ke'-erve 
Think vvoulti U* able to iditain full eontrol over the operations of 
tfie lianks dojiii hu*^ni«’^- in ihc <ounti\o Wldle. lluTefoie. wo 
agTee xvHh the loieign exjw^rts that suidi I'onlrol should In* ohtain- 
eil hy th« Ivesiuxi* Bank hy ineann of its diseount rate and its ojsui 
market fxdu y, sta* tonsidenilde advantage in the Hes<u*ve Hunk 
Uung invested witls ad«iitional powers to exercis<» genera! <‘ontrol 
over tin- hanking s\sfcni of the (ountrx 

(l*s7 We hi\c alreiidy nNornniended tii <’hapt<r XIX that the 
o|H inni: o| a iuaie fi l*v ;ui exisnng hank should hi* Hulijeet 

to the approval c‘f the Hc^ rve Ifank 

fsSS, It has l*ecu suggested that there sh<»uld hi* a provision ni 
the Af t refjuirmg the {suniisKion of the (’(Uilral Hanking Authority 
for ojKuiing savins: s lainks. It is urged that Hinall dejMisitors who 
are nftnictrsl hv :he term ‘'savings Inink* need sjaM ia! proteetion. 
We are not. l)ow»n>r, m favour of ilus |>rojX)HaI. It lias heen 
<*usn»rnarv with hank*^ in this cx)uiitry to maintain savings hanks 
de|wirtriuuits aiul h\ ofTenng sjMvial terms in resjKX't of savings 
de|M>Hits tiiey have nurreeded in iittnnding considernhle amounts 
of small saving*' and tlum inoliili/ing the resounf s of tlie I'oim 
{wiratively jwK>rer Uiui of the f¥i|iMliitiom Monsiver, sliould the 
pro|s»sal l>e adofUed. a highly anomalous situation wraild he t reaied. 
Wldle tiie hanks registered under the propwd Act would be suh- 
jec'ted to such a restriction, it would Is? opm to thorn* not so 
registered! and nunaining outside its purvaew to receive savings 
depoisits and run saving^s hanks ih*jmrtfrienfs. 

6H0. We recommend that there shotild he n provisioti in the 
Act refpiiriiig that eveiy^ institution doing linking biiaineaii in 
British India, otfier than a foreign hank, should fsave a inujlority 
of fiatfirai born cr ilomiciled Indian directors. We are of opinion 
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that ^iich a provjj^ioii ib essential for itie regulation of a service 
of national inijx)rtan(*e bucli a» banking. We (omsider that some 
nafeg^uani^i are neeebwjrv to prevent tin* control and management 
of biudi a Kervice pai^bing into h»reigii lianda and that unless non- 
nationaf.H are prm*liid^*d from having a [ire [xindera ting voii'e in the 
management of hank^ o|h rating in tins (ountrv\ it would not be 
f>Oi4bililf to give effect to any national |»olicv that rniglit lx* evolveil 
for the develofinienf (if banking u\ tfjc intere)^ts of Indiaiifi. 

fVKb ]•"()£ the HiUiM* reasons ue rexdninend tiiat no new bank 
otlier than a foreign bank shonUl be alkiWed U) oj)orate in British 
India unless it has a majority of Indian nliareiioUlers and is incor- 
liouiled under tiie Indian law, 

ti*dl . Some of our colleagues* art' lU'alile it) subscribe to tlie 
views expressed in the [inceding two paragraplis. 'I'bev (vaisider 
that in the cas4* of banks started by pnvaic inHiative il is undesir- 
ublt^ to lay down any restrictions b\ l- gi'^lation on the of 

sluneboblers to cIioom* their own dtrti tor- and on lie* free trattsfer- 
aiiility of shares, and that tlu^e inalters should Is' pnwidisl for 
in tla^ Articles of AssiH’iation as i> doia* in most otlau' ('ountries 
of tlie world. Tliev an* inehned to think that tlic acreptance of 
the jiropoHJiIs in llu^ two preceding parngraplis must (’onvr*y an 
itnpheiition tliat promoters of Indian hanking ('rvmpanics and the 
HfiareholderH of these t'oinpnnies are less lik<*K to secure a ]‘rotee- 
lion of nati<»nal intiuc^^t^ In their voiuntuv action tlian citi/en# 
in otiii^r conntnes ; and tiiey are unahie to subsi nlH^ to any pn>- 
[Hisiils wliich may convey this imphe-ation d he I >irector of tlie 
Bureau of Foreign and Boniest jc ( ommerve in the Fnited States 
in a hulhdin issued in I'diU has pointed out that the exainination 
of the laws of s«neral Kuro[M‘an ('ountnes sliows that nearly all 
these countries j>rovid<' erpia! riglits for foreign sharelioKh'rs, though 
Spam, lioumtuiia, Swtnlen atul Nonvav ha\e deftnile re?itriclions 
on foreign capital in the ilevelojuucnt of tlicir national n^^^nnes, 
Ihit even in Spain the n^strictums are only applied to hanks and 
<‘oni[>anies winch liave any direct contraidual rclationsliip with 
the (iovernment or which are aincessionnaircs of public st^rvices. 
The Pireitor has further ohst*rv<Hl tliat ruoKt countries permit 
coqxinitionB to make their own provisions regarding shareholders* 
rights and that tlie ahseiuT of definite laws lias reBulte<l in many 
private measuix's re4ri(‘ting fortdgn shareholders. Those of our 
collefigu*\s who differ fixmi us in regard to tlu* reiommendatuins 
in paragraphs and CyOO therefore camsider tluit the practu^e 
m other extuntriea and the absolute discretion given in ^mragraph 
fiOt) of our Report to dirtxrtors of Ixinks to refuse to register 
transfers of shares without aligning any reason do not justify 
onv restrictive and safeguarding Tueasiires except when any banjt 

• Hir BKjiremim Mitnu Hnid) Mr, F. V, tl^. 

W* I*iimr»n4 B. W* Bit IMtibttiulft AImM 

and Mr. O. K. Dbv*4h«f. 
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obtains soriie concession from the HUte, In tlie latter case, the 
executive giivenunont or the legislature will l>6 tully juatifietl, in 
tbeir o{>inion, in stipul^iting fur rneaauieH caiculaied to prevent 
tile txmtrol iind inanagerneat {Miiitaiiig into foreign hamls. 

of actipities other thon houhimi 

blhf i here is a cons^uisus of opinion aiiumg \v»tuess<?s tluit 
Iwinking iMisiness is not compitihle wjti. tnnfing, and we concur 
in this opinion. There have been msttinces on rtHord ui which 
hanknie instil at ions came to grief IxHauM^ of then Inuling ojiera- 
lions or (vlos4' ( ontnu lual rehiUons uilh tnnling caitKerns. Of these 
the most uintance H tiuit of llu* Alliance Bank of 

Simla w ho'ie cuor*erijoii M ith a trailing firm led to a coIoskhI drain 
-on Its resonnes ainl brought *ilw>u( its rum. We liave already 
referred m t'hapte* 11 to the failure of s<Mm‘ of the banks in* 
aiigunited during the davs of the Kast Indian ('ompany owing 
to tile eomiunation of hanking with other business and apeeuln- 
tion. \^e, thiuefore. recoinmeml that the Artieles of Assmia- 
tion of a hanking eoinfiany sliould proliihit aetivities other than 
banking and that the Act sliould give {lowers to tfie Ih^gistrar of 
Joint -Stix'k Companies tti refuse the registration of hanks the 
Arti(‘!es of A-ss/xuation of which are not in accordance with tha 
provisions of tlie law in regard to tliis matter, lie should alm'i 
refuse tiie legist rat iori of batiks if the Aifiiles of AssfMuation do 
ihU make adequafe pnivisjons ui regard to the oihei maffiTH ndefred 
to Ik‘Iow. 


' t ,i nuiji n/j .1 tjrrti y S yfninn . 

r»Gd. It lias iM'en suggested that the managing ageitey system 
as applied to joint -stfx’k hanks in Imiia is both unnei CHsare and 
undesinihle ami tliat, before it iw t<H) kite, there should Ik* a slntu- 
ti>ry {irovision |aolnluling the advent of managing agents in the 
field of hanking. Whatever justifiration there may 1 ^^ for the 
managing agency system in the spfiere of industry, hanking in 
not a in which the need for rnwh an ngruaw ought ever 

to l>e felt- We, accordingly, recommend that the Hank Act 
fthould pmhibit the organization of a bank on the managing agency 
ityatem and provide further that any arrangement in»ne 
<}iiently for amducAing the management of a bunk under Aueh a 
-iiyideni shall be void. The object we have in view la to prevent 
long-term agency <‘ontracta being given to fimia or individuitia 
-cnwiting, m to my, a hemiitary title to the agency. 

Capital, 

^94, One of the advaniagai of incorporation of liankii under an 
*Act of legislature is that it render* it poasible for Government to 
|*eTent the growth of mti#hroom banks with insuffieient capital, 
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which Ui the nature of thiugB would have a les« extensive distri- 
button of risks and would l>e less able to willistand shocks 
tliun banka of larger si^-e. There is nothing, however, in the 
Indian Conipanieft Act to require llie [iiovision of a minimum 
cajiital or to prevent a licvv concern of doubtful [>retension8 from 
phuing iig aulborizt u ca|;iJal at a high figure, out of aU pro|x>rtion 
to its paid-up capital, with tlic objci t of giving an exaggerated idea 
of its reHouri'CH ami iiuHlcadmg the jvublic. The Statistiail Tablf>« 
relating to Ibinks in India give glaring instances of MM*alletl banks 
that bad no di0i< ult\ in Hturiing businesH in the absence of any 
legal oiiligalion to provide a minimum amount of capital. Six 

out of tin; Hixtecn l>ankB that failed, or went into liquidation in 

l^d*J7, had |)racticHlly no [)aid-up <*apital. The [ciui-up (apital of 
om? was only Km. H(X), of another Rs. and the capital oi twn 

more was less tliaii Rs. each. Similarly, of the thirteen 

hankH that failed in Hh2S, four had no pai<i*U|> cajatal and not even 
any HuljHcrilHHl capital. The paid*up capita! of one was only 

Hs. yjHO, of amdiier Rs. 3,^)4 and of a tldid Rs. 5JKX). 

Mo^t of the \v?tnt*^scs art* of opiimm that U nc(<“sar\' 
that the legiMiutiirc Hltould preHcriU’ a niiniintiin amount of cajmal 
which a lianking ( onipanv inust nii^e hefon* it commences oj>era- 
tion.M and that if should also pr#^H<‘ri!>c some dcfiniti* relationsltip 
iK'tween tlie aiithori/cd and sidv-smlsd capital and Is/tween the 
suliscnhed and. fKud Ilf) rajafal. in f>resi'nhing a statiitor\ limit, 
however, care has to lx* taken to S4v tliat it docs not precdiidt' tlie 
jM)ssihililv of the opening of stnall i)atikM in areas wiiifdi are not 
lau'ved by hanks at jiresent. Wi* are of o[>inion that in the existing 
stage of develofuncnt of hanking in tins (*ountrv a minimum cafiital 
of Rm. oO.iXK) sliould [ye sufficient. We. therefore, reroinimmd that 
the new Act shouhl [provide tliat a hank regmtere<i under tiie Act 
ahould not <‘onimence husincRs until its paid-up capital is at least 

.V\()O0 We ar«" also of opinion lliat the authori/.ed capital of 
a hank should not Is' more than double the sul)Mcrdx‘d capital and 
that the paid-up ca|>ita) should not he less than 50 |H*r cent of the 
aobacribed capital before commencement of business. 

Our pr'oposals regarding capital requirements have IxM^n 
made in re«|>ect of joint-stock lianks wriih rirniied liability, Under 
Section 70 of the Indian Companies Act the liability of a director 
or directors of a limited cimquiny may, if m provided by the menv>- 
randum of association, bt^* nnliinited. It is not intended that the 
capital requirements suggested by us slioiild l>c msile applicable to 
^ wtch btuiking iximpanies also. 

IfmVifrnance of Rrguffm of Members. 

C07. The Indian Coinjxinies Act pri>vides for the maintenance 
of a register of members and tJac preparation of an annua! list of 
tnemb^. It is suggested that iliere alioukl be a 8«pai»le in 
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of the luaues of menil>ers of a baoking coiDjiany for nmiy refer* 
eoce uiid jn^jHTtioii by t^hareholdeni, JOi m pmvidtHl for by i>ectiou 
% of the <Engii#>h» Companies Act, hub-soction U) of wliich ruM 
as under ; — 

‘ livery wrnpaiiy having more than fifty luoiiilaTs aluill, 
unleasi the leginter of numibera is m such a fortu m 
to comiiilute ai itatfH an index, keep an iiulex of 
the names of tht* ineiidierg of the company and 
shali, wnhin fourte<*n days after the date on wbicli 
any alteration is made in tlie register of meiTil>erw, 
make any necessary altenuion m the index/' 

We approve of this suggest ion and reiominend timt a similar 
proviHiou may l>e ininHluctHl in the proj>osiMl Act. 

6^lH. J{ \ui^ hiM-n suggested t?i;U there slmuld he a pniviston 
requiring instuutioiis doing t>;inking buHiness in India to keep 
a separate register of shunts owned In non-iititionals. We sup)K>rt 
this suggestion. 


fO'iftsfntiitiu itf Transfers of Sharrx 

(V.tlh 'riie Arte le> of A hi a inn ol a hank gtuiciitlly em|io\s<T 
its dire<tors to rtdufK* to r**gi»ier iraimfera of nharea, whether fully 
or juirtly paid, willrait aKsigmng any reawun It has U'cii n*pre- 
fifUited to UH that Mimetiines such aiith<inty in wrongly and arbilni- 
nly exeniw*!!. It la suggeHleil that in the cas<* of fully [uMd 
sfiares no sut 1 j jM>vver Nlenild vest in tlie direi toi^ or that tini 
4lire(*tors hIiouM ix- require<i to give rraHoUK for refusal ho Ihut the 
aggrieved sharele*ld(U> nugld have the opjKutuiuty to ajq*eal to 
htw. Wi‘ are not in fa\onr of restrieting in anv way the di^ l♦*t»on 
of ilie lk>ard of ] )ire{*t<»rs of a bank to admit or not to admit any 
person an a ineniher of tin* rr»mpany. It is. however, a matter 
whieli may Is* met by {»rovisioiiH in tlie Artirles of AswK'iation, 
slionid il Im* considered neceMsurv bv the firomotf^rs or >»liniehf>lderN 
TO restrict the piwern of the dinxtorH in rcHjXt't of regiHlnition of 
transfers of nliares. 

700. The Artiidew of Ass^Kriation f)f banking i oinfmnies also 
contain a chiuse prohibiting n member from being present at or 
voting at a meeting unless lie has I>e6n fjossejMied of shareg of the 
bank for a eertain fxrimi before the meeting is ladd. It is siig* 
gested that the j>eriod should not exceed six weeks and that s^>fne 
safeguard provided against directors unduly piittiiig off regis- 
tration of transfers with a view to bringing a shareholder within 
tile operalion of the clause. We are of ofdnion that if in for the 
vximpany to provide in the Articles of Association the period during 
which a meniJ>er should have held its shares before being entfiled 
to take part in its proceedings. In order, however, to pra^ent 
' D^necesaary delay in the registral^m of Inmfaff, wa i wdtm iin iwrtd 
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tluit there should l>e a. provision in the Bank ^Aiirt requiring the 
directors to decide within two iuouth» ot the dale of presentation 
of transfer dmls to the bank whciiier tiie transfers shall be 
registered or not. 

llegiMtratton of moriijiujtn and chanjeH, 

701. It is suggested that })anic»i’ars of mortgages and charges 
created by a bank on its own asmus, which would under section 
100 of the Indian ronifwirucB Act be void if not registered with the 
Kegistrar, should also he filed witfi the Registrar of the province 
where the hank lias branches, m that thow^ wlio are dealing with 
the bninches can have better means of awertaining the nature of 
SU( h tranwictioiiH which vitally affect tlie credit of tlie bank. We 
apjirove of this suggestion. 

702- It is ai.Hti suggested that in rlie event of a bank acquiring 
nnmovahle property whieli imiy he already subject to a prior charge 
of any such kind as would » if it hud }>een <reated l>y the com|*any 
after the^ sicijiusition of tlic pro|*i'rty, have been required to l>e re- 
giHt<*re<i UTjder s«‘ctiou RKl of the (’ompanies Act, it should get 
[>arti<*ular.H of such prior charge registered. Tlie prin<‘i|>le under- 
lying the suggestion is that it makes no differenee whether a hank 
itself er«*aleH a charge on its asse^H or ai qinres assets sv)l)]e< t to a 
prior charge. ^I'his principir* is recognized in England where under 
section Hi of the (Knghslit Eompanu’s Atd. 1929, tlie duty of n»- 
gistenng sta ll tdiargi/s is irnjioHed on a eornpanv registered in 
England. W'e recoinmend that a similar provision be introduced 
in thr' Bank Act. 

703, Another suggestion is that satisfaction of a mortgage should 
he rt'corded before the Registrar. Tliis is not compulsory under 
file prewmt law, and it has been repres« n t«‘d to us tliat fxrsMJiis 
searching the Registrar V rt'<’<ird are frequently misled in cons#- 
quetuv. We supixtrt tlu.s suggestion aim. 

hi) Managkmkxt 

l^rortjtiott of lUsrrrrs. 

TtVL On the soundness of a Inuik’s [policy concerning (he distri- 
bution of profits among the shareholders, and the alliX’ation of a 
j>ortH>n (hereof to the reserve fund, depuids its stability as well 
as pn^stige. The laws of several countrit^ i>H|uire btmks to set 
aside. l>t>fore dfclaralion of dividend, a prt>s<Til>ed minimum share 
of their net pn>fits for (he building up of a reserve fund which 
woiM enable them to meet v«tiihout depleting their capital. 

Under the National Bank Act of America, every bank is required 
to allocate 10 jx^r cent of its net profits to reserve until it reaclt^ 
90 per cent of the capita). Moreover, the Comptroller baa the 
diacretion to decide that dividends shall not be paid at all, if 
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in his opiiuotl ihe rci*erve already hmlt up is uut subut^iiitJMU. 
Under secUou of the Canada liauk Act, the rale of dividend 
is lunited to eiglit [wr cent uniitun umil the Ixank hm a 

reserve fund equal to at least 1:10 [>er cent of us |\Hid-np eapitJii 
after all the ttj)proj)riatioii8 iK^cessary for ascertained ainl esliinat* 
ed losst*s have been nuide* In Japan under the new Act (1VW7) 
no divi<lend can bo dcxlared nruil one-tenth of the pmlits is 
appropriated to llie restuve fund. Various suggestions have, a<vortU 
itiglv, Ihhui made to st^curi^ a sound banking iHilicy in India by 
strengthening the reR»r\es of a laink. It is suggestetl that the 
allocation of profits to dividends should he forbidden until all 
prelinuTuirv' ami flotation expenst's have Unni j>aid, and that 
tliereafter tlie distribution of profits should Iw restricted ao a« 
to provide h»r ad«'<|uate sums being si't aside for tlejinadation of 
dead stork and invest mt’iit and res< rve fund. Some wonhl prohibit 
the dtvlaraiion of a <iivideiuU while oll^er^ would set a limit to 
the rate of dividernl, untd the rem^rve fumi amountcii to the whole 
or a pres^TiU'd proportion of the piudoi[> capital Otliers. again, 
would have an etjual ]>ro|>ortion of tie* net profits dtM lured as 
dividend and takin (♦» n*s«u*ves In this ('onnexion we raimot too 
strongly einphusi/a* t|}i« fact that the first essrmtia! of a bjinking 
system is sound fn;inug*'inent and (hat if that is wanting, n<^ legis- 
liitivf* pnoision fur strmigt hening reserves or its financial posr- 
tion g(ou‘r.iiiy w<«ulcl l>e <»f much avail. In vicx%‘. li<‘wever. 
of the fiU't that hanking in tfiis country is yet m ifs infnnrv, vve 
r^H'ommend that thcrr^ should fw' oo distrihufion of dividers) m any 
\sMr until a hunk has S4*t a^ide, for heing taken to tlie rerw^rv'e 
fund, an amount ♦tpial U) at Icn**! qi pfr tent of itn paid-up 
( ifulal and that tins rest net if»n sliould V»c in operuiion until the 
rv*M‘rv»* fund ci|uals the paid-up (Hfiitah 

70o, In ad^loirin to the res^u ve funu. a prurient hoerd of 
directors generally lMiiid« up from annual |irofit« a Becret tvaerve 
which is not dis<‘lf>st>d on tlie halance-shiM*!. It is on thig ptecret 
reserve tliat it mainly relies to meet unforem^en lose^^ft, leaving 
untouched the rr*s*Tve fund djHclojiw*<l in tie* l>alanre-shr«et nrul 
causing as little uneasiness nn fKisBihle to defniBitors ant! share- 
holders. The need for «iich a s^'-cret res<>rve in a weil-rminaged 
hank is generally remgni/ed, anti we cal! attention to this practice 
mereJv to em[>ha»ize tlie fati that the fjrovisjorj \yc havf^ siiggewtcd 
should regarded as an al»Boliite minimum and not an a rule of 
pi>rfection The minimum f»re»rTilx‘d bv law often tends to l»e- 
eome the maximum and that i» one of the reasons wdiy the legis- 
latiire generally BhrinlcB from Tx^guhin^ing by latv matters Bueh 
m theiw\ therchv taking off the Bhouldera of the management their 
i^fiEponBibilitv in reyrard thereto. From the r^oint of view of 
sound manarement, we eonmder if important that managers of 
hanlrs ^should not be eonfenf with the annua! aecretion to the 
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re»«^ne fund of the ujaiirnuixi amount suggested by m and that 
they should review their poisition from year to year and make 

h further provisions for reserves as circumstances may re- 
fjuire. 

Cff^h Heserres. 

700, Several suggestions have heeii rna<l«‘ foi requiring banks to 
hold inininuun reserves of cash. Such a proMsion is considered 
neccHBary to pn?vtuit the cash reserves of a bank Ixdng depleted to 
a fHjint vvliich might endanger its soiveiu } . The United States of 
America is, however, tlie only iinjx>rtant country that has jm»scrit>- 
eri riiimmum re?w*rve requirements. In the eaiiy days of banking 
in that c-ountr)' man} banking institution^^ kept pnuticaily no 
res^^rves with the result that their outstanding notes depre<‘iated 
in value with disnstrous effects on the monetary system. We are 
not in a jnisition to say whether the bankn in India maintain a 
siiftieiently liquid fK>sition throughout the year. * Th»‘ figures given 
for the closing day of the yearly or lialf-yearly ihmickI can w*an^ly 
l)e taken as an index to the actual day to day of the luinks. 

Nevertheless, we do not consider it desirable that there slumld be 
statutory provisions on tlie subject. Wliilc th<ne arc mauv ways 
of evading the legal reqiiireimuit.s in this n . tle re is nh » the 
flangcr of (he statutory minimum being n^gardc<l as tlie mavmmm 
tn relation to a jx)Hition which changes from day to day and \\ Ihidi 
in our opinion re<|uires to fui regulated nitli ra»e and bjresjght 
rather than by rule of thumb. The iptestion of the inter-relation 
of loans, dejKiHits and reserves, and of (h(^ maintenaiKv from day 
to day of an adeipiatc ratio of fluid resouncH to time and demand 
liahilitU'S is one that in our opinion hud Is'st be left to the discretion 
of the management and the control of th»* ^hmiors. Wh< n the 
Hiwrve Hank is established, the meinlKU banks will he re<|uirefJ 
to keep with that Bank a deposit of a t ertain jn-rf'entage r>f tl>6ir 
time and demand liabilities, in addition to their till money. 
Irn'sj>e< tive the otluT advantage's of su< h a sys-em of mohilijwi- 
tion of the reserves of tlie banking institutions of the t*ountr}\ it 
wotdd mean a distinct ini|>rovement on the existing fs>siJion re- 
garthng the maintenance of cash rest^rves. 

Hrgulation of Loans, 

707. Various suggestions fiave betui put forward witli a view to 
regulating advances made by a bank and ensuring a sound loan 
policy. It is suggested that the total clean advances made by a 
bank or ita a<iYanivs Hgainst immovnblc properiv should not 
e^xceed tlie i>aid-up capital. Another Btiggestion ia to impose thia 
reitriction only during the first five years of a bank's existeisce. 
It lias also b^n suggested th^ banka ahould not be allowed to 
grant any loan on the secim'ty of their ow n aharee. Some witnesses 
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have alao expressed their 0 {>iatoti Uiat advaoeea to an individual 
without t^ecunty ahould be limited ; that a limil almuld be fixed to 
ihe total auiount which may be advaimed to any t^ingle individual 
or to an} tangle concern and that the limit should aliiolute and 
siKHild not exceed a fixed proportion of the liank a capital. 

708. Underlying ihetie suggestiona aie sound priiH?ipie« of bank* 
ing to winch a prudent banker wrould willingly subscribe. The 
rea«ion for liuvitmg the amount of bans that may be given on the 
setuniy of immovable prc^jjerty is that they are not hf|tiid. Tliey 
are ordinarily made for long {leriods of time and tiie mortgages 
given VkH security ai>» not readily r«^alir.able as is the case* with slocks 
and ImtidK and liquid assets. The ebjet^t of impoaing reslricttons 
on the amount of credit that may V>e allowed to any single j>er»on 
for corfKiracion is to insure a relatively wide distribution of risks. 
Thes*^ arif. liowever, mattera in regard to which there cun Ih" 
no hard and fant regulations. We are of opinion that they Hhouhl 
be left to tlie <1 ih< retion of the management and (he control of the 
Board of Direeftors. 

7<HI. The question of muking loans on the s(?< urity of a bank s 
ov\ii sttx k, liowever, stands on a iliffererit fmiting, The olijtHrtion 
to sikJi loans is that they lead to abuses (hat buve {>roved disHstnum 
in the history of the banks of this as well as otlu^r countries. We 
have suggested above ilmt no bank sliould be allowed to cximmence 
business until it has collected a certain amount of capitiit. Were 
a Imnk to make loans on the security of ib^ own stock and tvere 
llie amounts advamed u»e<l as a means of purchasing additional 
capital stm-k of the V>ank, a large amount of the bank’s capital 
would l>e borrowed from the bank itiwdf und it nmy tiot lie able 
to realize the securities against which it has lent money should it 
he necessary to adjust the account. We are, therefore, of opinion 
that tliere should be a provision in the Articles of Association of 
a banking company prohibiting such loans. 

710 Bimitariy. the Artkb'^ of Association idiould provide for 
^ limitation of loans to directors and managers and members of the 

staff. 

711. The auditors of a bank* however, stand on a different 
^footing. Tlie duties they are required to perform ere such that 
rtbey ahould be abaolulely independent of the management and 
have no huottiefia relations with the bank which might 
^compfomiae their portion. We are. therefore, of opinion that as a 
matter of public advmncea to an auditor or a meml>er of a 

§stm of auditon ^ a hank* either fofnlly wTiTi other peroons, or 
emrerally* on rihoit or lotig^teiro,. or without security, sfiotifd 
he futdi^led. If any pamon after being appointed an auditor of a 
bank becomes indebted to bis office sl^id thereupon tiecome 
vacant. 

1 M 



CHAFTER XXV. 




Restrictions on btrrrouin^ powers. 

71'2. A bank'H Article* of .\sijocmtion generally give wide powers 
of borrowing to the directors. It ha« been represented to us that 
some statutory limitationis are necessary and that the amount 
borrowed by a bank should have a definite relationsliip to the pud* 
up capital. We are inclined to leave tliifl matter also to be met 
by suitable provisions in the Articles of Association. We are, 
however, ilefinitely of opinion tliat the uncalled capital of a bank 
IS its creditors’ sec urity and should not lie allowed tc be mortgaged. 
We accordingly recommend that there should be a provision in the 
Bank Act expressly prohibiting banks registered under the Act 
from creating at any time u mortgage or a charge on their un- 
called capital or any part thereof. 

Qwilifirations , Appointment and Voting power of Director# and 

Officers. 

713. Several suggestions have been made regarding the appoint- 
ment of directors, their disqualification for and retirement or re- 
moval from office, the qualifications of inanagers and managing 
dircytors, tlieir voting fiower, etc The .\rticles of .\s.so -laiion 
usually contain provisions regarding such matters as the appoint- 
ment and retirement, of directors, and we see no necessity for 
statutory provisions in regard to these matters whkh it is mainly 
for the shareholders to regulate. 

Prol^ics. 

714. It is suggested that, as j^ovided in section 31 of the Canada 
Act. IK manager, officer or <'lerk of a hank shall vote either in 
jiersou or hy proxy, or hold a proxy for the purpose of voting, and 
that the general form of proxy sliouid be prohibited entirely. We 
are of opinion that the right to vote in their capacity as share- 
holders which under the existing practice is conceded to tlie 
officers and other employees of a bank should not be taken away 
from them but that such employees should not be allowed to hold 
proxies for the purpose of voting on behalf of any other share- 
holder. We do iwt, however, suggest any statutory inhibition, 
hut recommend that the Articles of Assodatioo should oootain 
suitable jfirovision regarding the voting power of the officers aii4 
employees of the bank and the holding erf proxies by them. ‘ 

715. It ha* also been suggested that the genoral form of proxy 
should he prcffiibited but that, if allowed, the m^ximiim period « 
its duratitm and validity dMMiId iiot exoeed tiirae moDths. llik 
also is a matter which, in otar opii^, should be met by a soitable 
{ioviiidmi to the Articles erf Associatiou. 
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p0t£er o/ mdif^iduai siuirehotd4f$. 

710. It ju lurilier biigge«t«d tliat th<5 votmg power of individual 
ubareLolderB should limits with a view to pi'e venting the po*««i- 
hUity of iXJiitrol of an institution poBsing into the hands of a single 
bharetiolder or group of sharoholderii. The existing practice ui this 
voutury as well as in other txmntriai allow s one vote foi emh sbaro 
held in- a siiaivholder in a joint-«UK?i£ eonot^rn, and we not pre- 
{Kired to n^ominend any diange in this practice. It m |)otiiible, 
fiouever. ifuit the prornoterH of a comfmny nmy deairt? to provide 
^afegua^ds against mdividualH or grou{>e of individuals aixpiiring 
a controlling interest in it. We, thoiefore, suggesi that this uiatter 
may also be [*rovided for in the Articles of AHsociation. 

i ait (Iffy vl i aft ji. 

71/, Article^ of As84jt mtiori of banking eonijmnies made ilw 
Chairman of a meeting the sole judge of tlie validuy of the votes 
tendered at the fxilL It ih urged that it i.h undeairtthlc to vcht siu h 
power in tiie jiresicling authority. It in generally jirovided in tlio 
Articles tliat objtx tions to the legality of a vote tendered at a 
meeting should Ih' raised at the time of the |K)II, This, it is stated, 
causes hurdsliifi, as it is not fioesible for a sharefiolder (»rea<*tit to 
be aware of the valnlity, or otherwise, of votea tcndcte<l by offier 
shan iiolderK, and it is urged that the right to object »nb»a<itiently, 
to invahd votes should not be taken away from the members of a 
l>ank and t!ie juriiiilktion of tfie court (him ousted. We are of 
cf anion that these’* t(x> iin.» matters wliicli could l>e»l be? dealt with 
hy a siiitahJe provision in the Artk leH of Aaoociation. 

o'l) At DiT AND Inspection. 

Appoinfmenf of AuditorM, 

718. Banks' acixiunts are now audited by {irofeiiaional 
auditors. Under »eeTion 144 of the Indian Compiintes Act, 
no jierson can l>e apjKiinted or act a« an auditor of any comjmriy 
other than a private company unless he holds a certifteate 
from the local Government entitling him to act as an auditor of 
com|«*riiea. This recjuisition is suhjevt to the proviao tliat the Oov- 
ernor (ienerai in Council may by notification in the (iazetie of 
liuiia deedare tfiat members of any institution or aaaoeiatioii sfiecifi- 
ed in such notification shall l>e entitled t<i lie appoints and to act 
as anditoFB of companies througliout British India. The 
appointment of anditora of a hank vents ir. the abareholderiK. but 5i 
has been pointed out that the management has considerable 
influence with n^rd to their appointment or reappointmeni. One 
id the wjtneasea calla attenlioii to the Canadian prartke of appoint^ 
tug audibc^m only from amoii^ the liol of auditoni aaleeteiil jhm tlie 
Canadian Bankers' Asoocialton. Another witneas thaf 
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firaiB of auditors of long standing and experience should be givens 
special licences or certificates to act as audiUjrs to bank#*. On the 
other imnd, the Council of the Indian Society of Accountants and 
Auditors are of opinion that ail {persons whose names are emoUed* 
on the Indian register of accountants under the autliority of the* 
(krrernor General in Council under the Indian Companies (Amend- 
ment) Act, llKiO, may be appointed as auditors of banks. They 
strongly opfKme the idea of restricting the selection of bank auditors 
to only a few among the qualified auditors and suggest that there 
•^hould be a provision in India on lines similar to tliose prescril)ed 
6y sec^tion 55 of the Dominion of Canada Bank Act of 1923 which 
imj^oses a restriction on the [period of ap|X)intment of ilie same 
personi* as auditors of banks. It is also su|jgested t!mt there should 
he two auditors, one appointej hv the clireciorH and the other by 
the shareholders. It is believed that surh an arningement would 
minimize the possibilities of the auditors conniving at any irregu- 
larity coininitted by the nianagerneni or by the directorate. After 
carehil t:onwideratii>n, in tonsultation with tlie foreign ex[>erts, of 
all the suggestions made to us in regard to the a|)p(>intment of 
auditors, we have rorne to the conclusion that the existing arrange- ^ 
ments need not be disturbed. Under these arrangements shait^- ^ 
holders have the right to iipfKjint auditors, and long as tins rigW 
remains unfettered, it is open to them to make the best f)Os«ible 
selection, 

719, It has l>een suggested to us that it should l>e illegal for 
directors of a liank to vote as slmrehtddeiv or to solicit proxies 
for the appointment or removal of auditors. We do not agree that 
the rights of directors as shareholders should in this res|>ect he in 
any way trenched upon in tlte manner suggested. 

730. It has tveen brouglit to our notice that the affairs of certain 
banks nnealed tlie fai t that their auditors had ptissinl over imfiortiint 
matters whudi should have l>een brought to the notice of the share- 
holders. Section 282 of the Indian Companies Act lays down that 
whoever in any return, report. ccrt!fi(*ate, balanc'e-sheet or i»ther 
document wilfully makes a statement false in any material [larti- 
eular, knowing it to be false, shall be punishable with impnson- 
men! and shall also be liable to fine. It does not, however, pro- 
vide any penalty for omitting to make a statement. It baa 
also been reprei?ente<! to us that there is an increairing 
tendency to insert an indemnity clause in the Articles of Associa- 
tion of joint-atock companies in India whereby direckirs and 
auditors are relieved from liability for negligence in the discharge* 
of their duties. Bection 152 of the (Engliah) Companies Aci 
renders void any such provision, whethw contained in the Artirlea ^ 
of Aiwioc^tion dr in any contract with a company or otherwise, for 
any person (whelhev an trfficer of the eompasy or not) 
'employed by the company as aoditor from, or indemnifying him 



any liability wbicbi» by ^istw any nile of law wcmld 
othenvisie attach to him in reapect ^ any negligence, delaolli 
breac h of duty or breach of trust of which he may be guilty in rela- 
tion to the it»rnpanv. On the analogy of this Bection it m auggeated 
that the indemnity clauses in the Articles of As«<xdatioii slmuld 
be declared vmd. We do not support this suggestion. We recom* 
mend, however, that there should t>e a [provision of tl>e law 

rendering ofFj( ers or auditors of a bank liable for omi«siou to state 
tnaterial fnci^ in their n^jxirta and in the presenuitiou of the 
accounts of a hank. 


Iti'munrration of Auditors, 

7*21, We uuderfitand that under the Indian Com|)auiea Act the 
ceinuiieration of auditorn in fixed at general meelmgB of aliare* 
imldtrs but that auditors are fnnjuently juid hy tiie miumgement 
additional rtuiiuneraiion for doing accountancy work or for render- 
ing HfHM'ial professional s4*rviees and tlmt such remunenition is not 
brought to tlie notice of the Hhareholders, We are of opinion that 
any imyment to any auditor on any account in addition to ilia 
amount of remuneration fixed at a general meeting of sharelioidera 
fihall he invalid unless fixed or confirmed by the ahareholdars. 

Audit of Branch Accounts, 

^^122, Auditors appointed by Bhareholders of banka do not always 
audit the twxounta of a bank’s up country branches. Sub-section 
(H) of scHtion 145 of the Indian (’omjxinies Act does not lay any 
obligation on them to <*onduct siicli audit. It (irovides that in the 
case of a bunking comf«iny, if tlie com|siny has branch banks 
beyond the limits of India, it shall l>e siifBcient if the auditor ia 
allowed accefw to such copies of and extrtw ts from the l>ooks and 
accounts of any siK-h brand) as have been transmitted to the head 
office of the (omfrany in British India. The auditors, therefore, 
rely on certified returns furnished by branches. It has been 
suggested to us that such returns should be certified by fpialified 
local auditors at the places where such branches may have been 
situated. The foreign experts are, however, of ofwnion (hat the 
proposal is not practicable and would be too costly. We agree. 

;4ddiliottai Outside Audit, 

723. Several witnesses have expressed the opinion that audit by 
apecial examiners, in addition to that carried on at preaent by |>ro- 
feasionai auditors appointed by shareholders, wiy have a very 
falutary effect. It been supfesfed that the duties of examiners 
"appointed for such outside scrutiny should be not merely to examine 
the aecoants of a bank, but also to appraise its financial position and 
to suggest wars to improve the latter. On the other band, the pro- 
posal IS opposed by some witnesses on the ground (hat such m 
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of audit would tend to thfib# at the outside examiners the 
resiKiiiftibility which should be borne by the management and tibe 
directorate. Any form of control or inspection which should in 
any way detract from the responsibility tjf the management is in 
their opinion obnoxious. We concur in this o|Hnion. The sug- 
gestion for the appointment of outside auditors appears to have 
been the result of the exjierience of failures of banks. Such 
failures were, however, mainly due to laxity of managenient and^ 
supervision, and the institution of an outside audit would in our 
opinion leave a loop-hole for an unscnipulouH or inefficient director- 
ate to shelter itself behind tlie s<T<H?n of such audit. We have 
alreiwly suggested in panignt[)h 7*20 that the law* should l>e strength- 
ened in this respect by rendering auditors liable for omission to 
state material facts. 

Inspection. 

724. Under section 138 of the Indian Companies Act share- 
holders of a hank holding one-fifth of the shares issued can apply 
to the lixal (lovernment for investigation by in<i>eidors. This 
profKirtion, it is urge<U is very high and acts as a definite handicap 
in the cnm) of banking companies having a large share capital. It 
has, therefore, been firojios^Ml that it should he reduced to one; 
tenti). (‘onsidering that credit institutions need al! possible pro-, 
tectiun against any prcKwdings likely to shake the confidence of 
the public, we are not in favour of the propos^’-d alteration in the 
existing provisions of the law. For the same reason vve are noi 
in favour of rlie pro[)osal that appluants for the investigations of 
banks* affairs by insjx'ctors ahould be exempted from giving 
Bcourity for payment of the cost of the enquiry. Under clause 
(3) of sei'tion 141 of the Indian Comimnies Act exj^enses of the 
enquiry are payable by applicants unless the Government direct 
that they ahall be prvid by the bank. It is suggestcl tliat the 
exfienses shall l>e l>onie by tlie State if it results in a prosecution 
and in all other rases by the hank, unless otherwise directed.* We 
are unable to supjxjrt ibis suggestion. 

Form of Balance-sheet. 

72o. There appears to l>e a general demand that balance-sheets 
fdtould contain more information than wrhat is embodied therein 
at present. Form F of the balance-sheet prescribed by the Indian 
Comfmnies Act is not considered comprehensive enough ; and it is 
siiggeete<l that the manlier in which accounts are drawn up at 
present leaves much to be desired, because even tliose who are 
conversant w*ith account-keeping are unable in many cases to gau||9 
from the balanc^sheets the actual position of a bank concermi^ 
assets and liabilities. Thb, it is urged, is om of the reasons wlij 
many people hesitate to rely upon balance-sheets of banking institu- 
tions. S^e suggest that balance-sheets should be published ai 



least onee a year jn Others suggest llkll# there 

should be half*y^iyiftuodta (ew even mouihly^ balano%4d>eeis in 
prescribed forms. In addition^ it is suggested* a Imnk should issue 
a forttjiightly or monthly statement of its liabilities and assets in 
m form prescribed by the Beserre Bank or by the Government of 
India. Several witnesses have suggested that foreign Imiiks work- 
%g in India should also be required to publish their halaiu^e-sheets. 
According to some witnesaes* private bankers and finns should almik 
ba required to 6le their annual balance-sheets or staternentH allow- 
ing the buj^iness done by tliem during tlie year. It is «tate<l iluii 
the various exemptions and privileges allowed by law to a private 
limite<l tx)rnjmiiy are inconsistent wdfh a private limited company 
doing banking biiHiness and using the word **bank*' in its name. 

726. Among the definite suggestions put forward as regards tha 
revisii>n of the existing form of the balance-shfH^t the most import 
ant are those for obtaining more deuiiletl particulars concerning 
book debts, loans to directors and officers* and investments, 

737. Under iKxik-dehts’ witnesses have asked for numerous isirti- 
cuiars regarding Uic different seiMUities against w hich the debts are 
secured, debts guaranteed by dire<Hors of hanks, debts due by 
joint-stok coinpaniec> guaranteed by managing agents, etc. In 
the form of balance sheet which we have ftiigg(*sted later on vve 
have not inxluded such jiarticulars. It is not in consonarue with 
the practice followed by banks in other countries, nor is it in the 
interests of the shareholders to give such details. 

Original Form F of balance-slieet included the following item 
on the Assets side : 

Book det)L<f blistinguisfiing in the om* of a hank between 
those considered good and in reB|)ect of whi<di the 
bank is fully secured and those considered good for 
which the bank bolds no s<=»cnrity other than the 
debtor's personal security, and diatinguidung in all 
cases between debts considered good ann debts enn- 
aidered doubtful or bad. Debts due by dirtH!tors or 
other officers of the company or any of them either 
severally or jointly with any other I'erson to he 
seimrately stated in all cases). 

On the liiabilities side of the balaiKe-sheet w*as aii item 
‘‘Provision for Bad and Doubiful Debts*’. 

Where a bank had a bad debt which was written off and 
theneby expunged, there was no question of showing it In the 
balance-sheet. Aa a general rule, it was not the practice vritli 
,the banks to show doubtful debts. If they did not write tfiem 
off as bad* they created a specific provision out of profits for out 
of some existing renerve amnint) to the exact amount of the doubt- 
ful debts. In such a case the debts were for practical nprpo«.ea 



«xpungfe3f tlioogh, in (act, ibey ^e«tiulle|i‘0^tbe |ool»; for 
instance, it a debit ajg^at the Wfionres^nding 

i redit in the A.B. prtn'iaion accoant (or luch acJS'^Ut), when 
u ijalaiK e-nheet was taken out at the end of the year, the debit and 
credit referred to would cancel out and the balanoe^eet Jpoutd 
ac4 urdinj'ly not show the doubtful debts or the corresfjondiqg pro* 
\jHion. In the year 1927, however, the liombay Hi^h Couil held 
that this pro<5edure was illefral and that sls lon^ aa the deCT due 
by A,B. was not actually expunged, so long must it be shown aa 
u dmibtful d€d)t and ho long imist the provision be shown on the 
other side of the balance -slu'et as Provision for Bad and Doubtful 
J)el>ts”. Ah a result of this de</iHion, a notification was issued by 
the ( Government of India in that year by which Form F w:\s 
altered as to exempt banks from disilosing had and doubtful 
debts, if such debts had In^en provided for to the satisfaction of 
the auditors. Some of the witnesses consider that the alteration 
IB nut an improvement but a * ‘definite slide-back’’. 'Fhis change, 
tliey Huy, \va« effected without consulting tlie various interests 
involved. The original provision, they ur^e, was useful in 
that it required the banks to bring to the notice of the share- 
holders the actual amount of bad and doubtful debts and put them 
on enquiry as to wdiethcr auch debts were due to carele««nes« or 
dereliction of duty on the part of the nmnagemenl. After care- 
ful consideration of the (juestion in all its bearings, we are of 
opinion that ba<l debts must be written off and that if full pro- 
vision is mmie for doubtful debts, the figure of loans and advances 
should be given in the balance-sheet after deducting the amount 
of such provision. If, however, this has not l)een done, any balance 
rf doubtful debts not fully provided for should be Mhown as indi- 
cated in the form suggest^ by ns. 

72A. It is suggested that loans granted by a bank to a limited 
coin(viny, the directors of which are also directors of the lending 
bank, should be separately shown and that similarly loans granted 
to a limitecl company in which any of the bank's directors are 
members of the managing agents* firm should also be stated 
se^Mirately. It is further suggested that loans granted by a bank 
to its directors, managing director, manager and secretary, includ- 
ing the sum repaid by them during the currency of a financial 
year, should be stated separately in the balance-sheet duly classi- 
fied and that they should not be mixed up under one heading with 
the loans granted by the bank to its other officers and empWees. 
We have taken this suggestion into our consideraiioii in drawing 
up the amended form of baUnce-sheel, 

729. It is also suggested that investments should be classifiiwJ 
'’’under important headings such as (X) Government paper, f2? immo- 
vable property, (8) delfiantures, (4) shares or stock of joint-stock 
compani^t (5) shares in sobsidiary companies, dtstingoishing 
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between on i(r<|ti^'ogiuzed »tock exchtti4!!l %nil tboiw 

tliat «o ^»oW! 4^ *, Tv cover all gilt-edged sev/iintiea, it has 

beep «>uggeijte<l tliat they should l>e classified for llie {wpqpea of 
thfr balaiure-fdieet m Trustee Secunties. It is moreover suggested 
lliSt ijivesniieiit-s lu tdiares or dclx'iitures of t'otnpanies iii which ft 
diret'tor of a biuik is iuierested us matiagiiig agent uliouid bo 
dlgtrl y sjkHU'H'tl ill cietiiil. Further, it iw {pointed out tlmi the mode 
of valuaiiun ih vtrv elui>tic. The bank i» not required to gliow it» 
jiiveHtiiients at either twt or market vahie, with the result that 
invest liieiits are shown in i^mie east's at a valuation wlufdi may bt^ 
lieither the eust luir tin* market value. This jioaition, it w urged, 
needs imj>rovement , as iimtaiuvs have t^me to light in which 
applet latum in the market jinees of in\t*stments was takeu 
into attount l»efore the in vestments had lieen reali^^Hl at 
thf>M‘ prieeH. It is, therefore, suggesUMl that it shotihl Ih> madd^ 
obiigatorv bv law that all invest ments held by a bank should he 
valuetl for the pnrjxiR's of its hiilunee-sheet at or under market 
price aiul tliat this faet should be elearly stated on the fat^e of 
the halanee-sheet. We had the benefit of the adviee of the foreign^ 
experts on tlie question of the basis of valuation of senintiea. 
They have expre«Ht*d the opinion that the valuation should l>e at 
(,ost or market pnee, whiehever is the lower. If, liowever, this is 
laid down definitely as a basis for valuation of soeurities, banks 
that would, with a view^ to building up a sciTct reserve, prefer to 
show the valuation at a figure even lower than the cost or market 
price, whichever may l>e the lower, inny be f>re«’hided from doing 
m. We are. therefore, of opinion that in order not to take away 
SIS h o|>tiori from them, the fireserihed basis of valuation of mexu 
rities should he that the valuation should not he in excess of cost or 
market price, whichever is the low-er, 

730. Having examined the various suggeationa placed befcMrt 
UH for a revision of the form of balance-sheet, the more iiujwtant 
of whkdi have been mentioned in the receding jmragnijdis, we 
have drawn up a form of balance-slieet wnioh in oua opinion should 
meet all fMractical requirements. It does not require lianks to give 
such details as may be inconvenient for them (o divulge and at the 
same time it emlxKlies |iarlicular« which the shareholders are enti* 
tied to have to enable them to gauge the financial js^sitioo of the 
banks. We retoinmend that this revised form of baiaiue-ttheef , 
.as given below, may be adopted in lieu of the existing form. 
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CB^italaod LiiUdlitiM. 


FORM OF 

BcUanee^^h^ 

"" i ' , I 

Ra* 1 ajp. R^- a* 


Cawtal — I 

Auihoriaed Capital. . . .shar ^ of Ha .each | 

laBiied Capital sham of R* each . f 

Buhaeribed Capital. . , .shares of R« each . I 

r 

* Amount callcHl up at Ra per share . . I 

Z/€S«— Calls unpaid 


Add — Forfeited shares (amount paid-up) . . ? 

Loanh ov Moetoaok or Mortoaoe Debenture 
Bonds 

Reserve 

(f)etailMof MepsTut^! funds. If any, may bff pivon.) 

lixanaiiTiBs — 

Current and Savings Bank I>e|>osits 

Fixed Deposits ...... 

Debts due to B^nks, Agente, etc., fully secured , 
against seourities per contra 
Debts due to Banks, Agents, etc., unsecured . ! 
Bilk payable . . . . . . i 

Sundry Creditors j 

Unclaimed dividends « • . . » 


AoCXFrAKOES FOR Cu8TX)MBRS per contra . . | 

Bnxa FOR colukttion being Rills receivable | 

per conim j 

Profit and Loss^ — ^ 

Balance as per previou’^ Bslance-«heet . , ( 

Lese — Appropriation thereof . . . .1 

h 

Balance brought forward . • .1 

Profit since last Balance-sheet . . . ; 


CONTUIOEKT l«tABIX«lfIlS . 


ssairuTibir or BAMKraa. 




BAL/UICE BHEBT. 

i9 


PiopMtjr rad AtitU. 

CiSSbi— 

Cash In hand and at Bankcra . . • 

Dcpoaits at Call and Short Notice . 

Bullion in hand 

Ikvkstmksts — 

Gilt-cdgwl and Trustee Se<’uriti«i . . . 

Debenturca ...... 

Ot In r items ...... 

{N.B, - It ihoiiltl be •tiktecl th«t the above 

monti<ine<l MvarUiea taivo been valuo^l on tlw 
baAv* that the valuaih>n m not »n ox<»e*M> of 
ooBt or market pru^. whichever i» the lower 
If the eeriiritioB atantl at a \ahie in exoo*« of 
that bwBitt, the anion nt hv which (heir viJitwi 
exv'ootl* that liaete ehouhl be given.) 

B1LL8 RBCBIVABI^E )>er foflira . • 

Loans and other advances— 

CmJits and Demand Atlvanceit 

I.fOaiiH 

Kills Discounted . . • . . 

Sundry debtors and Dt'bit balances 
{SJi . — The following statement should hern bn 
api>en<le<I * ** Tiiew* l,oan« and Advai»ce« are 

shtiwn aftor deducting full pr^ivision for doubt 
f«l tlebtf* " 

If thie ha^ n'>< lieen dona, any balance of doubt 
ful deht« not folh I'iyi' » de<i for should b- 
shown m f.l) helow.) 

Included in the above- nieniioneii Uital are the 
' following : — 

(1) Dfditsdue by directors or officers of 
the Bank ..... 

( 2 ) Other delits for the repayment of 
which a director l/i responsible as 
guaranUir or otherwific 

( 3 ) Doubtful debts not fully provided for. 


Rs a, jp. Rs, a, p. 


•r • 


I 


rOE ACCEPTANCES J)er 


Due from Customers 
anUra ....... 

La.nd and BurLDFNOs (at cost) 

, 2>ss — Deprectiition written off . . . | 

IPtJBNITtTRE and FiXTTJRWI (AT COST) 

' Lw — Depreciation written off . * . ] 

OTHJQt Assets | 

PEonT AND Loss (dving in the case of a debit j 
balance details as mr a« posi^ble as in the case 1 
of cfodit baisnee). I 


cMAnm 


Profit andJLou Account, 

The Indian Corapanies Act does not make it obligatory on 
joint-atork loiiipanieB to lay before the toiiipany a profit and la«« 
•kocomn every year. It ban l^eeii ^ugjjfegted that hanks in India should 
be requm^d to pubhsli nm h a statement every year and tliat the form 
of this statement should preH*nbed. We see no niH'es.>ity for 
any statutory proVinion pres('rd)ing the fonn of the statement. 
Most of the Imnks already ap[)end a statement of profit and loss 
.ie<*ount to tlieir balanee-slieetH. In order that fihareholders may 
have suftieient time to (oiigider and discuss the Directors* lieport 
* and (lie Htateiiienl of accounts, we recommend that tlie Directors* 
Ihqwjrt together with the ImlnrH-e-she^q sliould be |)Osted to the 
shareholders not later than ten dsyw before the day of the meetilfig 
and that the necesHary provision should he made in the Artides 
AKso<nation. 


Form G, 

7H2, Under section L% of the Indian Companies Act every 
banking coinjmnv is required to make a statement in the form 
marked G in the Third Schedule of the Act, or as near thereto Is 
circumstances will admit, and to display a ropy thereof and, until 
the display of the next following statement , keep it displayed in a 
conspicuous place in the registered office of tlie company and in 
every branch office or place where the business of the (^U!if>iinT 
is carried on. The existing fonn does not, however, include sueft 
jparticulars m are necessary to give an adequate idea of the liabilities 
and assets of a bank. It lias, therefore, been suggested that in 
lien of this statement an abstract of the balance-sheet may 
displayed by the banks. We <'onciir in this suggestion and recoup 
mend that there should be a provision in the Act requiring banks 
to display a copy of their entire halancc-sheet in lieu of the state- 
ment in Fonn G and to continue to display it until the next follow- 
tng statement is published. 


Other Statements. 

733. Whether in addition to the balance-slteei banks slionld bau 
required to prepare and publish other pericKlical returns and 
ments of their liabilities and assets, and if so, in what form, ana 
Ht W'hai intervals, is a question which we Ibink had better be lefi"^ 
the Reserve Bank to decide, when it is started. So far, how- 
ever, a« the exchange banks are concerned, we have recommended 
th<t in addition to periodical statements provided for in the Reserve ^ 
IBsnk Bill, annual statements showing their assets and liabilities 
relating to their Indian business, as prescribed bv the Reiyrve Bank 
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Irocu Ulue to lime, djouW be (urnisiieU b\ them to tlie lie^^erve Bank 
as a condition of ibe grant of licence. Such isUteaients sliouUl. 
be eitliibited by the exStiaiige banks along witli Uie balance*«beet 
at Vll their oftices. The returns to be subuiitted 1)) ilia banks to 
the Reser\e Bank sliould be audited in such manner as may be 
prescribed by tlie Keserve Bank. 

^nniiat General Maetnig. 

'^734. Section 76 of the Indian C(>ml>ames Act requires that a 
general meeting of u hanking iuni|wiiij t^hutl l»e held once at least 
in#€ver\ year and not mure than fifteen luonthH after the holding of 
the last |>rei*eding general meeting. It has Injen suggested that 
for toinputaium of tune a distinction should he made tielween the 
ordinarv annual geiuTal meeting and the extraordinary general 
meeting and that the annual general meeting to jwHs the balance* 
sheet, accounts, etc., must Ik* held not only once at least in a calen- 
dar year hut also not later than l‘J months (instead of lo months as 
at provideil' from tlu* daU; of holding of the last annual 

general met'ting \\\* are of opinion that it sliould 1 h* sufiinent if 
it is provnleil in the profxised Ihink Act that the annual genet a 1 
meeting of a hank shall he held not later than three months after 
close* of tile year. 

# 

(4) laoi lUATio.v Avn AHunoaMArioN. 

* 737 If a Canadian Bank faiig to meot any of its liabilitiet S» 

|"th#r a< cnie, it is taken charge of h\ a 'Curator** apjHunted hy tlie 
Chadian liankers* .XsHOctation. If within IK) days he is able to 
"Galore the solvem v of the hank, it may resume hiimnesa; otlier- 
^ wi^ the bank may Ik* wound up Ihiring the first thre<* monihs 
il I bank's misjHMision the stcK'k-holdera have a chance to raine 
funds and to restore the hank to aolvencv. If they fail, (he Curator 
^give« place to a Hijuidator It should l>e poaaible for a bank in 
India which finds itself involved in difficultiea to Iw» reconstructed 
or amalgamated wuth a strong one. Timely lisaistance in such 

S often averts dimater to all concerned. We. therefore, reeom- 
I that the law should permit a temporary' momtorinm on tlie 
iirnendatiort of (he Reaenre Bank to fW'event untimely and 
rtilaonr liquidation of a bank which is in difficulltea. 

7«%. Amalgamation end reconatruction mutt remain a matter of 
Ixm fu^tiation and no l^aklion can aaoiot in what would he an 
iatvangement of mutual interest to the parties concerned. It ta, 
“however, mggenied that the agency moat competent to footer i 
movement ftr amalgamation ia an Amoemthn ^ Bankera otarted 
"%n the Knea of thoae in Canada and AtiolraJia. Ofbera unggest fhe 
fliitnimentaltlir of the Imperial Bank of India or tip Reoerve Bank 
of India. ^|t it also imggafted that If a fdpflSi for j^Igan^^ 
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or recomtruction falls tlirough, ibe l{esor\e Bank or an Asaociatioxi 
of Bankers, if such an Association exists, should be charged with 
the duty of giving, after exanunutiou of the assets of the insohent 
bank, a guarantee to facilitate advance payment to (le[x^tors, as 
was given by Governmem in the case of the Alliance Bank of 
Simla. We are of opinion that it should one of tlie functions 
of the Keservx* Hunk, when established, to lend Us advice and 
CO-of>eratiun in <'aK*K of arnaigamaiion or reconstruclion of banks 
x^hich aic in difticullies. 

T.'tT. It has been suggested that there siiould be a provisiot|^ in 
the Bank Act requiring that there i*an be no amalgamatf«^^f 
banking institutions without the [K^rinission of the Ontral Haul|iog 
Institution of the country. Wc sec* no necessity for any such fro- 
vision. Generally, amalgamations are not and cannot be earned 
out secretly- The a|>proval of the shareholders of Ixith the institu- 
tions has to l>e obtained and wide publicity is given to the pn> 
ixml for amalgamation before it is efTected. It is primarily a 
matter for tlie shareholderH to ilecide and an\ interfereiK'c 'v^ith 
their obvious right to dis{>ose of their profx*rty as they think begi 
would, in our opinion, l>e unwarranted 

Appointynent of Liquidators. 

738. It is sujierfluous to stress the desirability of selecting iH 
indcfiendent i>er«on as liquidator, Gne the duties of a Uquidltor 
is to exiunine the affairs of a bank and to take such action agamst 
its officers, auditors or directors as may lie netxssarv iir the light 
of such examination. It has, therefore. Imhui suggested tha|^ n<^ , 
jierson sliould l)e appointed liquidator of a Imnk if, Ix'fore or 
time of appointment, he was its ihrector, offu^r or auditor, or iMd 
any otlier place of profit under the bank. We, however, do not 
recommend any legd provision expressly prohibiting of 
appointment inasmiK'h as in certain cases, i^rtieularly in the case 
of voluntary liquidation, it may (X>nsidered desirable and 
ex{)e<hent to afipoiiit as liquidator a jiermm wnnected with the 
institution concerned and conversant with its affairs. 

789. It ha« been represented to us that at present creditow dd 
not possess any effective control over the liquidation of an insol^reiil^ 
bank, although tlieir stake is probably the largest. The pastlloa| 
in England in regard to the question of appointment of a tiqnida^ 
Jim is as follows : 

it is proposed to wind up a company voluntarily, 
the directors of the company, or, in the cose of m 
company having more than two direcUars, the majority 
of the directors may, at a meeting of the difectom 
held before the date on which the notices of the 
itlg at whkh the resedntion for ^ winding up m 
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the coiup&oy id to be propoeedi are sent out, nuika ii 
blatulory deciitration to the effect that they h«%S»« 
ujade a full iinjuiry into the affairs of the comjjany, 
and iliat, having go done, they have formed the _ 
oninion that the company will be able to pay its debts 
in full within a {wriod, not exceeding twelve months, 
from the roiumeiwemcnt of tlie winding op.” (8eo- 

t iviti LuO ; , 

A winding up in the vttK* of wfuch a ile<dAratioii hm been tha« 
^ade and delivered to the Kegnitrar of (JoinjMimea in {MX)Ordiiiii»!i 
^wiih the proviHions of the Act m referred to Ui tlje Act m ’*a inem* 
1»r\ voluntary uinditig up*’ and in tiucli a caat* the right dt 
ap{>ointing a liquidator ventg in the t'oinpanv. A winding up in 
the case of wliirh no dec laration hat< lH*en iiuule ami dtdivered aa 
afort'^Kaid is ndermJ to in the Act uh “u c reditor’s voluntary winding 
up”. In such a car<e the creditors and the cx)mpany may at their 
refipcH^tive ineeUngs noiuinate a {>er»on to t>e litpudator for winding * 
t3p ilie affairs and distril>nting tlie asm'tH of the company. If tlH| 
creditors and the company nominate different jicnsons, tlie choice 
of the (reditors |)revails and the {>t'r«on nominated by them 
becomes liquidator, firovided, however, that luiy diret'kir, member, 
of creditor of the comjwiny may apply to the court for an order 
either direc t ing that tlw* person nominated a« liquidator by the com* 
fiivnv simll f>e liquidator instead of or jointly witli the jjemon 
roininated by the creditors, or appointing some otiier j^ersfjn to ti# 
liquidator instead of the pcrscm ap|rK>inted by the creditors (see* 
tion 239 >. Similar firoviHioim are advocmted in regard to the wind* 
it^g up of l>ankK in India. We e<maider, however, that the oSfect 
^ in view will l>e met by a provision that in the caae of voluntary 
liquidation of a biuik the appointment of a liquidator whiill In? made 
or with the approval of the Board of IHreidora of the Reserve 
^ank. 

740. Tt ig alajo suggested that in the case of oompulaory Uqoidt» 
tion there should l>e pn>vi«ions on the lines of the English Com* 
panies Act for safeguarding the interests of creditors by the super*"^ 
vision of a committee of insjuxtion or where there is no com* 
mittee of inspection bv the Tksird of Trade. We bring this stigge#* 
tion to the notice of Government with a view to such action being 
taken in tlie rnatter as may be considered suitable. 

CBmmitlees of Impeclian. 

4 ' 

741. In vhe ai*e of rompnluory winding np, as well mi cndflocC 
-volantaiT winding np. of a oompniny in England, the (Englfiili} 
Companlea Act , 1999, pwmdea for the appointment of a eemunittw 
iA inifiection oonmsting of crediiorc M?d cnntribntoriea ol tlm eonist'* 
pany, or penof>« holding general powem of aAtonu^ ftnm tibgm, fill 
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mch proporiiaiis m may be agreed on by tiie meetiug« of creditors 
4ud contnbutoriee, or a«, in case of difference, may be delermined 
"by the court (sections and 240L It has been represented 
' to m that in the matter of liquidation of the Alliance l^iik of 
Simla ttie committee of investigation appointed by the creditors of 
that bank was powerless a« it did not carry any such legal status, 
and a suggestion lias been made that the Bank Act should provide 
for the apfKiintnient of statutory cornnuttt‘es of insj>ec’tion as in 
Kngland. We accordingly reconirnend that firovision should be 
made in the proposed Bank Act for the ajipointnient of c‘onutiittees 
of inspection in the case of coiiquilsorv as well as voluntary liqffW. 
Hat ion of a Imnk. 

PrMeciion of $pfei/il claMfes of delimit on, 

74‘i. It lias been suggested that dejKKsiiorH of sniall amounts 
aliould lie given protection and |)referencc In law and that in ca«e 
of lu|uidation savings de[«jsiih should he given priority over otlier 
deposits. It is also suggested that hank^' should he re<|Uireii hy 
law to hold in remve oO |H*r <ent of their current deposits, *io per 
cent of savings de|>osits and 1‘2J |>**r eent of hxi^^nl de|H)siis ; that 
anuutnts held hy a single irnliv idual in < nrrent lu count and savings 
laink a<*etiiiiit up to Its. should he exenqg fo»m attachment 
under eivil court dinrees. tliat a sjHHial rlas^ of de|K)sit'^ called 
^‘[irovident fund defxjsits” or '‘sfHvific piirjKne dejHvsits*' may l;ig 
creattHl and that thest' de|K>sits should Im^ given ]inoritY in of 
failure of a bank witli vvliich such dejKnit'^ are kxigett We are, 
however, not in favour of any preferenee being given to an\ 

>f depositoTfi. 

Liquidation of non-Indian hanks, 

743. It has l>een suggested to us that special safeguards abouflt" 
4ie provided for pnde<'ting the interests of Indian de|x>sifors and 
^ ereditors in the event of vvinding-iip of non-Indian banks. We may 
^mention that the view of the foreign experts on this qnestbn 
that although on principle it would not he unreasonable to 
make auch a provdaion, it wcaild not be wise to do so inasmuch as, 
if every country where a foreign bank were working did the 
name, the hank would have to split up its assets against its 
liahility in several countries and the [xvsition of the whole 
tostitution and periiaps of all the creditoi^ would be weakene<i 
We have carefully considered the difficulties pointed out bv the 
experts, hut having regard to the peculiar conditions prevailing in 
Oils countfy we reomtiinend that there should he some arrangement 
itn^r which the Indian creditors of a non-Indian msfitution token 
Jntp hqpidatibn should have a ptm ekim on its assets in India and 
1 ^ 1 ^^ also ihsatt in ibe general dialribiition of ito a^to mthn^ the 
tXNtntrf idKml^ 0mm be a shortage to (be aasets hltd to todto. 
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Actjumtion of cotUn^Umi %nti:re$t f>t banhmj imtitudoHs, 

744 « It ill profiDbad ihat bmikii ihou(d be [irobibited by from 
»€i|uinu|; a c*iiiurolhn|{ mterebl in other banking' in^tituUourt wiUt- 
am the diiH ioHUie of Huel* luformatimi to tlie C'entnU Bankinj; In.H- 
titutioiK It is also iliat hiiv party » hnu. tiistitutioii or 

C}oit4>aity wim ii is noti-iiHitan should be preventeil foiin ur«pirnu,: u 
contruHin^ interest in any bank or naupanv n*pi^tered m Imiia. 
We are unable to sujifsirt the^' projHWialM as we hold that u iH a 
iliattar for the shartdiolders to det sde. 

of iHiPikn hotn itujujff athtck^. 

* 

f4r>. The deKimbihty of |)roitxiuig banking inalHuUoaa imBmut 
w ild niinours and imjusi attaekt^ has been very loiv ibiy b ’ougiit 
to oiir notice. Several wuiies^^ ave in favour i»t wriue prote< uon 
bein^" ;riven to banks against (Tedii-wreikers aiul liavo sui-jce'<ted 
that there should he a provision in aiu to the < flfeet that a < eitilt 
eat<* sliould Ih' obtaiiie<l trom the Advoeate (bMieral or from the 
Kegistrur of ('oin{>aniert Inefore any one institutes erinnnal proceed- 
ings against a banking couipaiiy. Otljers, howa ver, coiiHider that 
sigh a remedy would he worse than the disease The Advcxnite 
(leneral would only consider wdtether there is a promi fan«‘ case 
and if he certified a prosecution, the |x>sition of the liaiik would 
lH*<oiiie more s<»rious and much worn* tlian uiuh'r the exmtmg condi- 
tions. Moreover, it cannot In* ex|>e<‘ted lliat the fifiplicntion for a 
certificate would ho kept s^HTCt, so tlmt ev<‘u if tfie suggettej 
remeily were provided for by law, ii would prove inefficacious. 
We an* inelined to beliex'e that eoncealment in ^u« h a eas* w'otud 
have a more harmful effect tlian a full disc losure. While, 
therefore, we are not in a |K>sition to sugt:<*vit ;,»p, legal reuealv , 
we ^pave it to the legislature to consider N\ h» tl er any pra« tu ai 
remedy can be devised to protect banks froMt fnvolfiiiK proi'eetiings. 

74fi. It ift Buggeated that proceedings againat banks Bbould tm 

<-ondiK"ted f« camera We find that under the po sent prs^ dure 
the magistrate concerned has the }>ower to conduct the pn> eedings 
m camera and to make sufficient enfpiirjes before a | rcs ess u 
issued. 

747. It lim been represented to us that a greater danger to banka 
from dim-ontented shareholders is the fiw’iiity given by clacuie VI 
of s<*ction lfi*2 of the Indian romfiamf^ Act under u bich wn apph 
cation mav t>e filed for the windmg-iif* of h tmnj^nnv “if the court 
is of opinion that it is jiist equitable tbnt ’lie rompanv should 
be wound ufi’* : and that the panic create l>\ such an aiipli^mtion m 
likely to be greater than a criminal suit against tfm direchm on 
tachnical crroiinds. It is. therefore, suggested tb;it the clause sbimiid 
fw* amended so as to excbide bankw and other credit inslitulions fr*jm ' 
its operation. We mnnot support this suge^Otuc 
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Bear Raids on shares. 

748. Soiaetitnas a baok’s credit ia aoaght to be damaged by tk 

bear mid on ita tliareH on tl*e Stock Exchange. It is suggested 
that iliis can i>e effectively diecked by requiring that every seller 
of hanks* shares shall give the actual numbers of shares at the 
time he then*. T\m suggestion is based on Leeman’s Act 

in England (The Sale and Purchase of Bank Shares Act, 1867) 
wliich curbs sfieculation in bank shares by insisting on the numBers 
of the Hliares or stot:k bought or sold being specifically stated in 
the cuntnicts, or if there are no distinguishing numbers, the names 
of the registered [iroprietors l>eing mentioned. We regard this aa 
a measure of great importance for the protection of banks and 
rmommend that there should l>e a provision in the Act to the effect 
that it sliould be incumbent on every seller of banks' shares to give 
the* actual numbers of the shares at the time he sells them. 
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BANKING EDI CATION. 

RKCOCNrnON vU SIMaES iN 1 viXiMKHClAl. SI lUKCTti tNCl l UlNO 

IU\KIN(i 

TJ'J. I nnl the tnu\ uJ the Iasi lY'imiiv iwinumuil i^ihunuon 
appt^ais to have m^eivetl little attention in thif^ <x)nntrv. liankuig 
-etiinatjon, vvhi<‘h i.s a brunch of higher commercial education, vva« 
not even thought of. During the last tliree di?cade«, however, 
public interest in llie <juestion ban been arouM^i and t^onsideruhie 
irrifH'tus has Ihhui given to the s\?*tei!mtic study of coiniiien ial 
subjects, including lianktng, which Imve ht'en mcorjairuted by 
almost all the Indian Universities in the curricula for their cxami- 
nations. In nearly all the juroviiu^es commercial suhjfH'tH also lorm 
jiurt of the optional subjects wliich may be taken at the xmmm 
exarni nut ions held at the end of tlie intermedia^* and se<‘oii<lary 
e<‘hcK>l courses. Several mdiools and colleger a{>ecmlixing in com- 
nierriul subjects have l>een establiHhed in tlie ja incijMit cut tea. 'hhe 
number of studenrs attending such institutioriH and reading **Hl>er 
for a difiloma or a degree has Ikhui steadily incrtyisirig. In the 
year l()*2S-29 there were 7 colleges with 1,51)11 students and Hll 
RhfK>!s witii 7,fkj9 students imjairting education in cornfoerciul 
sufijiH'ts. The (listrihntion of w luads and colleges by provinces is 
shown in Aniiexure A. 

Existing Ikstitctions piiovidino FAnuxiRS ron couumciM * 

8TUDIBS. 

750. The institntiona firoviding facilities for the study of cort»- 
xnercial subjects* including banking, nmv he clasaified m follows :™ 

(1) Cf>minercial schoola jireparing sttidenis for a cert dh at© 
or diploma. 

<2^ Sc-coiularv schools wdiere c*<^)rninercial subjects are taught 
nn optional subjecla or to which separate (ommerr-ial 
clasa^rs are attached- 

<^3^ Universities awarding either a special degriN* in (Com- 
merce , or the general arts degree, after a study of 
e<x>nomica and other cognate? ftcien<*e«- theoretical 
instruction for the B.Coxn. degree i« imfmrted either 
in a apeeia! Department of the TTniversity or at a 
separate iaatiiiition »p©cialiring in aurh subje<*ts and 
affiliated to the Univeniity. ExampJea of the former 
type are fomiabed by the Departments of (Commerce 
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eHUblii^hed by the unitary teaching Universities o£ 
Lut kt»ow and AUalmbad ; and of liie iaiter ty[)e by 
tlie Bydeiilmin Colieg«" of ( ouiinerce of tlie I^inbay 
I'niversity arul tlie Hailey College of Cxminerce 
affiliated to the Punjab University. 

<4) Tlie Indian Irmtjiute of Bankers. 

The SyDEMixM Colleuk of Commerce. 

751. The question of recognizing tfie scientific Hludy of com-- 
inene wan raised in Bombay in the year P.>05. After investiga- 
tion of the question through a ('ommittee, the Senate of the 
lionibay University adojited, in the year Pfli, the CominitteeV 
rei'ommendtttion advocating the institution of a degree of Bachelor 
of Cornruerce as the most suitable method of encoiiniging ooinmcr- 
cial education. In the following year the Sydenham (\dlege of 
Commerce and Kconomics was inaugurated by tlie (rovernment of 
Bomlwxy for training Ktudetits for tfie degree. Under the old re- 
Mulationg of the ITniveraity the subject of ‘’Sf^ecial Branches of 
KrononhcH’\ which included elements of Banking and Currency, 
W'fts one of (lie rorn|)tilHorv subjeids prescribed for the examination 
for the B.Com. degree. The new regulations adopted in 19*25 
give j>roininence to the suhjtM of Indian Currency, Banking and 
Exchange for tlie B.(*om. examination, rhos** who take Advanced 
Banking as their ojitional Huhject are recjuired to ar(|uiie a know- 
ledge of ihe Credit ( ArganisiUiuns of the priindpal <onntries of the 
world. Banking laiwatid IVactice and (’urrenev Prohlenis Candi- 
dates are recjuired to have a fair know ledge of Economics, Account- 
ing, Commercial (hHigrapliy, Public Finance. Mconintile T.aw, 
Modern fkonomic Develojanent, Trade and Statistics, and of one 
of the following optional subjects : — 

(li Advanced Vct'onnring and Auditing. 

(2^ Advanced Banking, including Banking Law. 

(3) The Organization of the Indian Cotton ludustrv. 

(4) Ac tuarial Science. 

(5) Kconomics of Tran5jK>rt. 

* 

7f>3. Tlip Sydenhau\ College of Conuncrre is m far the onlr 
iiiftilotion fM-ffmrinfr «tudpi>t.«i for the B Coni. liegrw that fia« hcen 
'ailiiiater) to the Honihay rnirersity. The first examination for 
this degrtee was held in the year 1016 when .=>0 candidates sat for 
tire examination. The number of candidates that apjie.ared for the 
twr examinations held in IWiO was 15.1, Compered with the 
number of candidates for other examinations, this in<'rea«e in the 
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entries for the exanniiation for the B Com. degret* during tho 
jwiod of fifteen years apix-ars lo be \er\ nmall, as will 
from the fol^nxing ‘able 
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tion, the Sycleiihiifti (^)liege of C'iinnmer(‘e arrangeH (roto lijoe to 
time for sfH'Chil eoum*s of eveiung leclurea being ileliveretl at tho 
eollei/e on >nl>j<tvts of interest to thoM' iMigiigef} in banking. 
Among the Hubjecta dealt with are banking, hanking law, atock 
ex<du4nge s<H*tirities. foreign exeliungeH and liankera m leiulem. 
Theste let tiires are ofH^n to bank ein|>l<iyeea aiMl others either free 
of charge or on payment of a small fee. 

( biVKfJNMhNT < 'OMMKhCi Al, InHTITI TK, < ’.AtX'UrrA . 

7oj. The (iovcrniiiem i’ommemtiJ Insliinte in ('alcutta also 
imparls ediuntion in banking by courses of evening letturea. A« 
early aw llkiG the rakutta Tniversity mogni/aia Banking and 
Currency aw sj>e<‘ial aubjectw for tlie M. A. degree m Economica. 
It haw ula^j since instituted a Bachelor of (k>mmerce ilr^gree, the 
sjdlabus f(^r wliirh <'over» Accoiintaney, Auditing, Banking and 
Cunencv. Bushuvsh Organi/juion, Inland inul Ff>reign Tnide/rran#* 
port and Commercial lam. This is followed f>y the M A. degree 
in (‘oinmerce, which re*|uires a fiigher ff^rni of training in theii# 
aubjeeta. 


Other Institi tionw. 

755 In mine of the rniv^rwitv rentrew, surh as Bomlniy, 
Calrutia and Lahore, certain cianrnerf ial institutions affsliahf*d to 
the r niveraitiew prepare atudenta for the degreea instituted by 
them For instance, the Lniverwitiew of lujcknow , Alhilmlmd, 
Punjab and Agra which have during tlie laat decade irifititijted fh# 
Commerce degree, have ma<Je arrangements to prepare ntudenta 
for the degree conraea, which include Banking. At Lahore, the 
Hailey College of Commm^e and 'Ehcmomicn haa recently been 



fsiniblifihed more or le»a on the model of the SjdenbaiD College 
of Commerce in Bombay. The Madras University has a faculty of 
commerce and has made provision for a degree in commerce, but 
there are no arrangements for preparing students for the degree 
in any of the constituent or affiliated colleges. Provision is, how- 
ever, made by the I'niversitv for a fiost-graduate course extending 
over a year leading to a diploma in Economics and Banking, and 
Co-of>eration and Rural Economics form an important part of the 
diploma course. It is in our opinion desirable that in every Uni- 
versity tliert? should he some arrangemeniB for the training of 
studeut‘^ at lecocmzed institutions for the degree courses. 


ELKMEOTAIIY INSTtUXTION IS COMMKHClAL SUBJECTS. 

750, In nearly all the {jiuviiueH conuuercial subjects are in- 
cluded among the optional subjects for the examinations held at 
tlie end of the Hocondarv scluxil course. Most of the commercial 
sch(X)ls provide auirws in shorthand, typ<?writing, book-keeping, 
banking and commercial geography, but a few have a larger variety 
of courses. Tliere is a Government C’ominercial Institute at 
Miulras and also at Calicut. There is also a School of Commerce 
at V*i?.agapatam, which prepares students for the Government 
Technical Examinations in shorthand, l)ook-keeping, theory and 
practice of <*onimerco, banking and t'ommercial geography. In the 
year 1926 the Government of Bombay started two commercial 
secondary clasaes attached to the ordinary secondary scliools at 
Bombay and Broach and instituted the Government Commercial 
and Clerical Certificate Examination. For the training of students 
for this examination they recognized several private institutions 
also. About the same time the Indian Merchants Chaml)er, 
Bombay, instituted the examination for a diploma in Commerce, 
similar to the Certificate of the Txmdon Chamber of Commerce. 
In the svllabus of studies for lioth these examinations banking 
doenpies an important place. In Bengal, apart from the University 
commercial classes, the most important commercial insfTtution fs 
the Government Commercial Institute, Calcutta. Several import- 
ant changes have taken place in the Punjab during the last few 
year.«. The Institute of Commerce, Lahewre, was closed and in ita 
plao4> a two ypATs’ training claas waa started for matricnlatea at the 
Central Model School. Pre-matriculation clasaes were closed and 
post-matriculation clasaes opened at 'Amritaar, Jullundur, LyallpuT, 
Multan. Jhanfi. Sialkot, Amhala, Bohtak and Imdhiana. In th« 
province of Delhi there are seven commercial claases attached to 
Secondary Schools and the Commercial Hiph School has been recof- 
nired hy the Secondary Board of Education. In the United Pn»- 
vincea and in Bihar ^d Orissa there are very few commerctil 
schools: in the Central Premnoea and Assam there is none 
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757. liecinaly tbe ludiau Imtiiute of Bankers hm tsaltirt^d ibe 
field of banking cHluo^tion. The luaiiiuie waw< esIaWiwhed in the 
year 1928 with the following among othoi* ob|ecU 

(1) To encxHirage iite study of the theory of banking and for 
tluo purjKm^ to institute a aebeme of exiuniimiiona 
and u> give ct'rtificates, seholursbips and prijRea. 

(2^ To promote information on banking and kindred aubjects 
by lectures, dimusaions, lKX>ks and c'^irreapondena^ 
with public IxKlies and individuals. 

(3* To colled and circulate Hiatistics, and other information 
relating the business of banking in India. 

(4) To maintain a librarv (‘onsisting of works on banking, 

ctunmerce. finance, |X)litical eeont>m\ . and kindred 
ftubjects, 

(5) To print and publMi such newKpa|>erH. fM'ricxlicals. 

IxxikM, or leaflets as tbe Institute may consider advis- 
able. 

758. It is the aim and intention of tbe ( ouncil of tlte Institute 
ifiat it should develop and function on linen sunilar to tbos»» of the 
English Institute of Bankers, the activities of which are mainly 
educational Tfie Institute has alreiuly inaugurated an annual 
Assorfuate Examination. The examination was held in April 1930 
at no less than 43 centres. The number of entries for Part I of the 
Institute's Examination was 054 and for Part IT 191. the numbi*r 
of siiecessful candidates being 421 and IH res|vctively. 

759. The staielard of this test intendetl to he m all rCHpeds 
etpial to that of (he exannnations held by tlie Elnglish Institute. 
AA^hile, however, the examinations condueted by the latter are 
mainly adapted to the ne<>ds of hankers m (ireat Bniain tVje 
examinations of tbe Indian Institute will c lwdy conform to the 
needs of bankers in India There is no reas^m whv Indfan yontl»s 
living in India and working in Indian institutions should now read 
for the examinations of institutions outside the <s)untrv. w’hen 
tliere are ample arrang^ements for such studies and examinations 
in India. 

7fl0. In EngianrI nawt of the banks give a grant towardH ilie 
ext>enseR of tbe tuition of their employees reading for the Asaoemte 
examination, and tliey alao give substantial rewards to those wdio 
piss tlie examination. In some gf tlie hanks the imnuw of sucli ern 
ployees are taken out of the routine staff list and fihHl in a sf>eeia! 
list marked **for promotion*’. Similarly, in India inifiortaixe will, 
no doubt, I>e attached to the pmfeaaional qualification whieb the 
As!*oeiate eertifieate implies. The examinations of the Inatitiile 
are already recognised by «ome of the hanks and it is intended that 
a high standard of exammation ahall be maintained. * 



7tfi. IB uecmmry to uM time tb^ Iili^tbt#^,ii 0 ||ply^ 

it uot a temiiing body. It does tlot.l4W(itsm 
any h:\\o<A or Htaff for teac^hiog, nor doc^g it give any grsi|it«-itt-^d 
to any ediKiitional mHtitiition for conducuiig claases. llie coc^^iict 
of e.vainniatJoiiH ig not, iiowever, the only branch of the ingtituteli* 
in tnitieg. In addition, it arranges lor a genes of ItHrtureg being 
‘fiveii by exp^rtg on vnruju-i ‘-ubjeets of interest to baakerg, jiaiti- 
^ iilarly vvifh a \\v\\ to as^^isunt^ ineiid?erg in their stadieg for the 
Aggo*'Uite exanufi itjon. dV> keep the members in different |>arl% of 
frebi, fbjnna and ( e}lon m (oarb uah the aetiviiieg ot the In^ti- 
tufo. a j(HifnjiI Is t-^ue<l i-verv <|Uarter and is >nj>pbed free of eliaroe 
ti all inenibers. Deside.w furiushm;^ uifiirmation relatm^^ lo ibe 
affairs of tlie Instifnte, tlie jonnait contains artieles h\ mijwtant 
jwrsong in the world of finance. Fa^ iliiie^ for reading and gtiid\ing 
!ft* niture on Isinking. finance and kindred subjects ba\e been pro- 
vided f»v the establisliment of libnirie- and reading rooms for mem- 
bers at lifuiilmy and ralcutta. Aimcleus of a library has also l♦<‘e^ 
formed at Madras It is tlie aim of the ronncil to o|M n addiTional 
i’cntrcs at im|«^)rtant jdaees and to pnavide similar facilities at sneh 
c entres. The nnnd>er of member^ in now over a thousand and is 
steadily increasing, Tims within a short time after its estahlisfi- 
nient the Institute ha« extended its activities in different direc- 
tions, and it gives promise being a fxiwerfui factor in the hanking 
s\'«tero of the country, particularly in tlie sphere of hanking educa- 
tion. \\"e have only one sugire^^fion to offf‘r for the extension of 
’fs activities. It is. bi our ofdnion, desirable tliat arrangements 
sliould be made by the Institute for T'niversitv lectures and courses 
of instruction at different ('entres in the subjects included in the 
< urrit ulum of tlie Institute. 


<'o-om»i\\Tio\ Oh KFFOUT nrrwFFN Bnnks wn KnrrATfox\r 

Instititions. 


Tbg. No « ^eoiiiin itii>n <‘f effort exists at present l>et\ve<*n tlie 
I’niN c-ities and the !»anks in India. The UniverBities do not 
af>f>«n*r to have devoted inucli tliought to the question of giving thair 
eommcrcial courses a more pnictical turn t!mn is the cas-e at ptre- 
sent. On tlie tuher hand, hanks do not ap|Kuvr to attach much 
vnlue to tiu' th<wetica! mstnicfion in hanking given in the Com- 
mt*n*ial srdiools and coll* ges, nor do they |»rovide facilities for sup- 
plementing such instruction hv practical training A few harks 
give facilities to students preparing for the examination of 
Knglish Institute of Bankers, hut fhis is rather to enable the 
students to he admitted to the examinations than to train them with’ 
a view to recnvitinent in tlie service of the banks. 

703 \s a rule hanks in India do not provide any special facili- 
ties for tlig 1 raining of hoys in banking hiisinesn. Judging from the 
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^ te tK« ConMnitiee, with ih^ <?xt"eplk>n$ of the 
Bank of India atid the People* Bank of Northern India, 
"ihere h no bank in the country that ha* a definite m'heine for train* 
ing "toung men in hanking husine^*^?^ wuh a view to rec^nnliuent in 
Ihe irnnk ^enlee rnder the IVoliat loner* ’ *chexue of the Imjierial 
Bank of Indm, prefenMire i* given to caiuiidaie* who Imve olitained 
the degue of llu helor <?f t'onuuerie, to gradurttej4 of a riH'Ognnustl 
{ nn*rHi(\ «»f tlu I luted Kingdom or India, ti) jn^rgouH who have 
pii I li* * t’Xa nuiuil itiO td llie IiintiJute of Hankt'iv in iMigiaud^ 

S<oti*ind, lielind or India, and to thofio vvlu> have liad prevanirt 
l inking t‘\[K*iiento Faediiu^*. btr fnunmg are giv'en to ><el<!«'U'd 
landhlairH v^taff otTu ern ha\#* in the pu^t been largely rCiTtuied 
ill KngLuui, but ^ueh |K>^i44 are now to an nu reading extent Ixung 
filled bv prmnotion It mav l>e noted, btnvever, that nome of tho 
wdneHK\*^ have eoin[>hune<l that the imKena of IndiaiUHation of tha 
'-u}‘*rn»r ba>< b<vii fai t<x> hIow . 

1 he ^>eht‘ine of tho 1 eoplen Ikink of Nortbi*ru India ih deKigned 
to wele< t ^uit.iidv' eandidrUe-H for emplovnieiu with a view to their 
l)emg named m the theoi) and pnu tiee of bunking. Tlie ted 
<‘aIKild^Ue^ sire iVijUired to join the n bool mamUiined bv the bank. 
After a tune tlun an* ugain examined and tlu* final HcliHdion t* 
made. * 

7t‘;t It ’s the opinion of '-^nne that the pnolteal training n*- 
<*eived hv emploveeH m a hank in the <‘onr.Hi* of their emjilovmeiit 
uu*etv all tlu* reijinreinentH of tlu* hank and that U ih not )»Hrtn‘niarIy 
ijeee-«*ar\ to uistituti* tlu*ore(iea| eoniH4> of ^tnd\ in banking Hi 
Hi liiMiK and rolli‘ge*' Some of tlie witiioMheh lia\e, bowi'vei, ex- 
|»n*vjetl the opinion that tlu* devf*lopnient of banking ban lieon 
hmdeied owing to the (>au<its of ImbarK tniined m the llu*oiv ua 
Well m the pnie!u‘<* of banking ' Owing to link of lo-ordmation 
between the bunkn and the ediuiitional niMlitntion*- there are at 
present, on the one band, many men trained m banks in the Ihimi- 
Mens of banking but devoid of Hfiund general edneation am! Hiiffuaent 
know ledge of the tli«*orv of b.inkmg. h) tbit thev are not <*>n?*nb led 
fully fpialified to bol<! jiostn of bank manager or UKsistiint manager. 
On ihr' other hand, theo* are gniduaten well vi»ri«u*d m thef>ry but 
devoid of praetiral knowledge^ who an* not readi!\ taken u[> b> 
hank«, 

Tfi.*; h Kas been suggeHtrii that the Iiirtitute of liankefn ^lMJuld 
M*rve as a hain^in fx^tween the bankn and the Umvermtie* in caan* 
neition with the training of )outh» in hanking. < 1 oa <3 exMirdrna- 
tion of effort in on the pirt of t!ie rniveraitieH, tlie bankii 

and the institutions engaged in imparting or promoting hanking 
edneation Ut to make the < ourm^x praetiral: ( 2 ) to i>rovide for 
practical training; and f3^ to arrange for the empJoyn.eni of 
tniined youth* in tht* hank*. In the «<3 dinu tmns there jg much* 
«cof^ fr>r uaeful work for the Institute nf Bunker*. For inttanca, 
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it can make useful Buggestions to the Universities concOTiing tfce 
courses of studies and may approach educational insti^itiotis anA 
secure their co-operation in arranging courses of lectnres of "ipeciat 
interest to bank employees. It may also arrange to receiw in^ 
quiries from its meml>ers for suitable candidates for vacancies in 
their banks and pass on such enquiries to the educational institu- 
tions concerned. We approve of the suggestion. 


Higher tbaining Octsidb India. 

70h, Generally H[>^^aking, Ingher training outside India is not 
necessary for youths aspiring to a successful career as bankers. 
It apfxjars to be the gene^ral opinion that there are better oppor- 
tunities for bank proliationers and bank assistants to get a sound 
training in this country than in Kngland. An Indian student 
passing the examination of the liondon or the Indian Institute 
of Bankers, with a few years’ {iractica! training in India, would, 
it U stated, l>e better qualified for. and i)rove more efficient in, the 
discharge of his duties than one who works in a branch office of a 
Ix)ndori bank and returns to India with the idea of having received 
Bptvial training outside India. An •Indian apprentice in an 
Knglish Bank would not ordinarily have the opportunity to get 
an insight into higher hanking problems. Fie would l>e more or 
less employed on routim work, and the knowledge gained cannot 
be of material assistance to him in liis future career. The best 
rcsult.s could only he obtained if practical knowledge and ex|>erienee 
were cximbined vvitli tlieoretieal study. It would, however, be 
dt'simble, if it could be arranged, to scuid young Indianh ix)saeasing 
higli qualifications after they have liad a go(xl preliminary training 
in banks in India for tlie study of advanced hanking, especially for 
the pnuiical study of international exchange and other subjects 
connected with currencv and. exchange in exchange hanks abroad. 
A note of w*arning niav, however, l>e fxnmded. Deputing recruits 
of medkxrn^ ability for the study of hanking in Toreign countrhs# 
would serve no umTul pur{>o*ie. Onlv students possessing higfi 
qualifications and having gmxl practical hanking experience would 
l)e able to take real advantage of such studies, provided they were 
given adequate facilities. 

7r>7. It is suggested that, should it l>e found difficult to secure 
for Indiana adequate facilities for such advanced studies io foreran 
banks abroad. Government might make special arrangements for 
such training and that exchange banks doing business in India 
fthould l>e required to provide the necessary facilities in return 
for the business facflities they enjoy in India. It is also suggested 
that scholarships should he given by Government and bv hanlm 
to employees of banks proceeding to Eurq[>e for sndi studies. 
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8TI7Z>T OFIHB iMSIOlUiOUS BaNKINO 6T8TmM. 

768. The practuiil tn«iniiig of youths deainng lo Uike up iiuiigoiK 
ouB 1)aiiking an their profeaaion b^iiis early in the finn of indigen- 
ous bankers. It is held by some that such itaimng leavea little 
to l>e desired. Others, however, are of opinion that a knowledge of 
the tlieorv and l»road prin< iples of banking wH>u1d he det^idedly an 
advantage to sueh lainkers. It has, therefore, l>een auggeated that 
banking and etannierce should l>e intnMhieed as an additional buI)- 
je<‘t in secondary scliool classes The Tentral Provinces romniittee 
recoininctul the additnai of banking and eotnmerei' an an optional 
Md»je< t in t!)c vcriuu uliir and Anglo vta iiinailar middle bcIhhiIw and 
high sclaxils m) as to enalde sons of bankers and moneylenders to 
ftrqmrc ktiow ledge of nuxlern inetluxls of banking * We recom- 
mend that, wherevta noHsiidt\ uintnirtion should he given in seeon* 
dar\ s< hi eiemt*ntary accounting, diw^ount. e<v ojx'rative prin- 

ciples and dements of hanking and that the subjects xlioulrl l>e 
taught systematically wlierever introduced. 

761). "hhe AlMndia ( ‘o-o|H*rative Institutes* AHata iation consi- 
der tliat tlie Tndian Institute of Bankern should arninge, in differ- 
ent iinjK)rtunt centres, for coutb^^b of leclurcj^ in the vemtu ular of 
the < omiiiunity to which the local indigenous hanker IndongH and to 
hold sfMs iai evaniiiiationH, on the reault of which cerfificuteB t^uld 
l»c awarded. They are inc lined to believe that it is ixmaible fJiat 
suc h an arrangement would atfnu't the rnmn and relatives of indi- 
genoii.s hankers who would like* to luive Hf>me theoretical grounding 
in their profession in their own verna<’fflar. in addition to the proc- 
(ic'al training tlui» they might be receiving in tlieir own pedhi 
(cifhc cn The* vuggcBtion is one wcjrtliv of c’onHidc'ration 1>\ thc’ Ins. 
(i: etc 

770 . If is iilso suggested that a fiafn^r on hanking xlcould be nA 
at tlie vernac ular final examination and that there nljonld le* 
Bome arrangement for (he c'ontinuance of the Btndy of indigemum 
banking iHyvond the high school coutbc*. We are not in favour c»f 
this suggeBliou, rtor do we recommend the prof>oiwal tliat n special 
ctuiir for (he Bidifcct of indigenoua banking mav be instituted in the 
nniverfities. There i« at present no chair even for modem flank- 
ing and it would be idle to preas for a rimir for indigenous banking 
at this stage. Moreover, there are liardlv any BfMKdal featim*« of 
indigenous hanking that rtoiild be taught with advantage at the 
Uiuversitiea, 

771. An interesting suggestion has made bv the Managing 
Governor of (lie lmf>erial Bank of India that sons of the indigenomi 
banking families riiav Im> enc-ouraged to join /oint-sto<*k banks 
Aske<I whether flie c*omf)«mtion Iw'twwn indigenous bankers and 
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hankf> would not militate* against the propoeal, he stated 
fluit in Bpite of <*oitip^tit!on suoh un arrangement sliould l>e feasible. 
We are of opinion that, if fK)Bi«»ibIe, i( would be very desirable to 
uiirodiKX^ such an arrangernerit^ ?ib if would accelerate the process 
of jiKKlamizing the metlv>dB of indig^'nous banking while retaining 
its identity. 


STrj>V (’O-OPKRATIVE DaNKIN'G, 

77 ‘J ( hiC (if tl(e pniu ipal ooniplainls heard from the BupjJorters 
nM M«*|| tie* (ritic;^ of tlu' (‘o-ojx'rat ive movement is in reg^ard to 
rhe lack of tuiderstafiding of the |»niu of coofK'ratiou amortg the 
general body of meiida rs of co-ojH^raiive societies and the scarcity of 
tniined men for errifdoy rnem on the staff of' eoH>[>erative organiza* 
fions.* The remedy sugg^ested is ‘Teaching, more teaching and still 
more teaching' It has. no doubt, long i)een the {X)licy of the co- 
0 {H*rative de[)arttnents in the different provinces to train niemhers in 
the princi[)}t‘s of ('o*oj»cration aiid rural financ e, hut almost all the 
iVovinc ial ( 'ommittcc^s have [Xiinted out that a g(X>d deal remains to 
he done in that direction. We desire to emphasize the need for 
such education and training on an extended s^^ale. 

773 . There are some faiiiities for education in ('o-ofHT.ative 
hanking in the existing system of cindary and university educa- 
tion in the country. For instance, co-opt^ration is included in the 
Kronomi(‘s coiirs^^ for the B.A, degree and for the B.A. Pass and 
Honours eouraes. Most of the ITtiv€TsitK*s prescTihe a special 
pa}w»r or pa|H>rs on eo-o|>enUion for the examination for the dep-ee 
of Master of Arts. It is^lso an optional suhje<u for the Inter- 
mediate course. There is, however, no regular sc1kx>I or college 
where training in co-of>enitive finance and banking is imparted, 
although in the Kconniuics de'jvtirtments of s<mie of the Fniversf- 
ties agricullunil *Nonomics and tavop^rativt^ hanking have ht^n 
receiving increas^al attention. The curricula for the examination 
for the degree of B.rom. and other commercial examinations and 
for (tie \s?wiate examinations of tfie Indian Instituto of Bankers 
d( not sfHvifically iixdude cooperative hanking. It has been sug- 
gedcd that (Hmsidering the importance of this branch of banking, 
fMvrtit ulariy to this country, it should find a place in the curriculum 
of stisdles for th.e examination of the Institute of Bankers, at least 
as an optional subj^xd. We TOmmend this suggestion for fli 6 
consideration of the Institute. 

771 . In the Jsydcnham College of Commerce of Bombay a 
sefMjmte is s*u to candidates aspiring for sendee in c*o-o{ierm- 

tivc banks, riie Bombay ProviiHaal (Vojierutive Institute also 
liolds an exaniination for the Banks' Offiws' Diploma. Candidates 

• V'4t R#|VKrtf« of Cons»Tritr<w fporaimiph t^t>, of the LifiUtbflfow 

r%>mrriiwof^ (i^r^wtwph *175). ftodof ♦l*o Provioe ni Bonkina flnquirr Comfiiitt#B« 
fHooilwy , mxni IHodnia pof«. 340, Panjub, lai sod 152, 

Bthar Drtikftii* ^Ib 
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for the cooi>enitive Imuk aiul l»imk exumiim- 

tions, couduvled by t\w IVovmcial ( OH>|>c*rativc IneiiuuttN IkMiibav, 
have to uiuleigo a course of [uacitcal iniiinng at tlie IV>vitJCial 
Bank and its affiliated iiHiitutioiis for which facilities arc jirovided 
In these hanks. Apprentice- are entertained h\ thin liank and 
also hy ^nue other Inia! s It is be!ieved tfiat this system 
proved us^'fni in irainmg junior workers for all gnules of t'o-oj»era' 
live institutions. T!ie Institute hvd<b cl for tliese examiuatioa^# 
and has estahliahed three ro-ojH'nUjve s<diools in (»n|er»r, Mnlia 
ni^htra and the Karnatnk u iiere. among othe? courses, sfmaal 
fourses are arninped for preparing candidates tor tlie f»osts ot 
central co-o|>enaive hanks' insjH^'tors and urban < <»*oiH*rative 
hankn’ wretaries . 

775. In Madras alstt jirrungcments have (non in cMsteiu^^ for 
the last three or four years for miparimg tniiniiig ui co-operatioin 
There are at pres<rnt NLncn training centres at work. Tlie one in 
tlie city of Madnis is nMached to the (iovernuient Setiool of C om- 
merce and admits only gnvduHtea, preferably lliost^ who hav#^ 
graduated in eeonomks. TVsides this institution, there are six 
training hi Ihx)!};* in the mofussil which pn>vide aliorter niurfies in 
tlw:‘ m\n\e nuhjeeta and admit for training not only gniduulea and 
intermediates, lint a*^o those who hold the ?«^<'ondar\ Ndaxih 
leaving (crt ifi<ate. 5\’e undcrsfanij that the syllaluis now in 
force is undergoing revision, and tlmt <s,)-o}x*nitive |»n>duction and 
eo-ojw'rative rnurketing have lavn included in the new' Hvllahus. 
Tlie activities of tfies#' institutions are r^xordmated l»v a Cenfral 
rommittee consisting of a repres«*ntative from each of the tniirimg 
institutions, and two CiUicationu! exjvrts co-opted hv them, with 
tlie President of the Provincial fVM>|H*rat3 ve Pnion ami lh<* Tlegm- 
trar of r<>-ojxTative S^Kuetie'* as eX“Offi< lo inemliers. 'Hie Govem- 
rmmf of Madras hear entire cost of the institute in the city and 
huf>si<ii/c ilie ne;f.c -U instil ute^. besides lendifig tlie services (if a 
few depirt mental ofReialn to teaeh some (J the suhj<s ts. The 
Madras Pruvirv ia! C'i> nc' ' itive Bank trairius 3 or i apprenikw 
every year for higher a|i|M>irit?rienis in eo-ojrHjrative central hauki 
or district federations. Sotue of tfie district eo-ojienitive federa- 
tions, are arranging to have, with the aid of a Oovernment suhsidv, 
fs^rijMitetic instnictors w !io would go round lecturing to the vifligers 
singly or in small groupie 

770. The Madras (’ornrnittee suggcAl* tlwit the difficulty of 
finding fxnsons to carrv on lit#* Inisine^s of cO“<>{>erative sale #ww*ie- 
ties may Is? mitigated lyv ii)iir(slucing doM^r study of the nuirkefinc 
of agrieidtura} produce in the co ofx^rative training institutes in 
the mofussil and in the reatral iSchfxd in Madras. Tt js not eN(x>n* 
tial that such p^rwms shf^uld he trained in the t<xhni5’a) methrxfs 
involved in growing the <TOf>s but, it is urged, they wwi he taught 
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4uii(l, if po*sftible. given practica.1 training in the technicalities of 
trade ii; tlie country and also in the uiethotig which have been 
t #>Hfui in organizing co-operative uiarketing in other cooniries. 
We a|>prove of this Huggestion ami recommend that doscr study 
of luarketing of agricultural [>roduce may be introduced in the co* 
operative training nihlitutes. The eo-ojH.‘rative inatiiules can do 
u great deal to assist marketing by investigating througli their 
l)eniianenl nlafT marketing conditions and by coiiectiiig statistics 
of prices uf produce and cost of production. 

777, 7'he rcfiort rec:enily publisbed on the sysiem of irauung 
<u>Mjxu*iai\e oftieers m the I'uiijab and the L ulled i'rovinee^ iou- 
lams interesimg details eoneerning the training classes conducted 
ill <7unlas(Hn end Lyullpur in the J’uiijab and ai Tarlabgail. in 
the United Urovjiaes. 'Fhe main object >1 i!»e Irainiiig iia>t for 
inspectors at (nirdaspur is to mipart thorough knowledge in the 
Lheory, law am! jirm tiee of eo-oi>eration, riiial economies and other 
allied subjeels, to those who neck einploviaent m the co-oj)erative 
dejmrtnient and to e<jui{i them fully for rural reconstruction work. 
^Since 1918 cnndtdates !»ave hetui seltH ted from members of the 
notified agricultural tribes iwho are generally M.A.’s or gnuluates 
with first (lass honours in Economies or in Agriculture) as it is 
considered that in j)ro|mganda and in inissioimry and eduealional 
work an intimate ac(|uaint{in<e with the life of the cultivators and 
the artisans, who are to Ik* appnxiehed, and sympalliy with their 
outlook is essential. 'Phe candidates receive a course of inten- 
sive teaching in Rural lM*onomies and l.aw and ''Fheory and IVac- 
tice of < \>-o{K»ration , Banking and Finam e A terminal examina- 
tion in field. tfu‘ standard of which rorreH|i<>nds to tfuit of the 
amination for tlie M A degree of tfie Punjal) rnivtT^^itx .Inst Mtter 
the terminal examination candidates are sent to the i^ntral banks 
to study their methods of w^orking and account -keepimr A js mm- 
nent ins[>ector is also recpiired to attend the Rural Fa onornv i lass 
ill Ti>altpur for a month. He must mntinue his studies as long 
Hs Iw in service. Refresher courses are annually held in cirelea 
of Assistant Registrars. An insi>ectress has been apfX)inted to work* 
among the women of the province. Classes are also held for the 
training of candidates for the posts of sub-insjiectors, 

77P, In the United Provinces of Agra and Oudh also there are 
training cla^s for officers. The period of instniction. which* 
is both theoretk-a! and practical, lasts for about six monrh^. After 
the completion of the training at Partaivgarh candidates are placed 
under circle inspectom for practical training for a t>eriod of throe 
months. Rural reconstruction is an important item in the svtlsbua 
and a refresher course is also arranged for, as in the Punjab. 

779. We recxmimend that ixi-openitivc educational instiiatkmB 
should be estabhrfved in each provim^. The subjects, which 
amongvl others will have to be stodied, arc co-open^>e edocatioii. 
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proj>apainia, pru^^res^ne limuiog uit‘ihod«, banking, accounlAUcy, 
rural economy, marketing ineiboda and rural uiduairy. VVe 
that Uiere is need lor an All-ludia Ci>-ojerative College alao for 
higher study of coo[>erution tuid allied sut>jei'i» and research work. 
The Provincial tuid the C'entrul CoHUiemiive Collegia aiiould n<rt 
be Government instiiutiuns. The tjuealion of their eatabliabment 
should l>e left to organizations conducted by co-operators ihem- 
aelves, though Govenirnent may assist them by iiieana of grants. 
In this connection we invite atteiitiou to the nH^omniendations 
made by the Royal CornmisHion on Agriculture in India in para* 
graphs 376 and 3^9 of their He[>ort regarding i1k» jimvision of 
facilities for the study of co-opt'rative develofunents in India and 
abroad. 

7?:^). As regards rec ruitment <>f the staff, the eo-oiierative fianka 
generally prefer B. Corns, or (t.D.As. and those who have paaied 
the examinations held by the (V>-<j|H^rative Institutes. It has baen 
suggested hv the All-lndia ( ‘o-o|>#*rative Institutes* AsHocustion 'that 
appuiniincnis .should Int fuade on tiie result of a Qonripetitivo 
exiMiiination, whicli should l>e spHrially held for the purpt>s6 once 
a year by the Association at different centres and that arrange- 
ments for the practical training of the iMdeete<l candidates should 
he made in eo-ordination with the Itegistrars of Co-ojKjrHtive 
Societies and the Provincial ( ‘o-ofa*rative Banks. We consider it 
necesHiirv that officer*^ of co-oj«*nitive f^enlral and fjroviiKual banks 
should have received full training at. and tlie examinations 

of. the co-of>erative educational institutioiiH mentionoii above and 
that this aliould an ess^nitial condition governing the recruit* 
jiient of the staff of officers. 
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ANNEXURE A. 


I. — ConmMrciai Scluxils by Provinces in the year 1928-39. 


Province. 

Schools. 

Number 

of 

pupiU. 

lf«dr*i • . • « . . 

1 

1,882 

Borobtty ..... 


i.SfU 

Bengal « 

32 j 

1,942 

tJuiMI FmiriiuM 

4 ! 


PanjiOi) 

J3 1 

Z2B 

ButM 

11 ’ 
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BibMr OrlM 

u 

3e3 

Cwilria 



Amtm 



Delhi 

> 1 

lae 

British Ifuii« . | 

149 1 

1 

7.099 

II. — Cotnmercial Colleges by ProviiK’4»« 

Hi the year 

1928-29. 


I Numbar 

ProvioM*. j Colleges. of 

pupils. 


MttarM * . . ^ 

Bombay | I ‘ 

i 

i 4 1 m 

t * 

t7nit«(d Provuic®« j 1 . 74« 

Funi^b I I I 8$ 

i ' 

Biirnui . ! 

i 

Bihmr mwi Ortwwi . . . . j 

tNiUii ...... I 


7 


i.m 




SicJ^tfnfni of condidftM who offer f them ^ ivr ^ for the j 
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SUMMARY OF RECOMMENDATIOKS. 

781. Tk?fore pnxeetiirig to rtuininarize our re<"omnM»ndations we 
fchouid like to eriiphasi/e tliat all our recommendationB are baaed 
on the fundamental aa^uuiption indicated in paragraph 16, namely 
that the adiiuni»«rration of the provinces and the c^entral (govern- 
ment would be vvrioiiv in the bunds of ministers fully re.-«ponsible 
to the resf)ective legislatures, 

782. We now surninarize our reconnnendatsons as follows : 

(1) lu order to provide (joverninent with the information it 
require* U) pursue a progressive and constructive agricultural policy, 
a iVoviiKial Board of Economic Enquiry' should l>e established m 
eaidi provirwe. (Paragraph 73.) 

t2> Attempts to relieve {>rior iiidehte<lness may l>e usefully made 
in localities where co-operative land mortgage banks exist and the 
further establishment of these banks should be encouraged where 
there is reasonable prosfMHt of their successful working having 
regard to all the Kxal conditions, (Paragraph 87.) 

(3) To satisfy the credit requirements of the large class of agri- 
culturista wlio are outside the cx>-openitive movement and to provide 
nihstantiAl loans to big kind-lords, Provincial I>and Mortgage Cor- 
|x>rationa on a joint-stock basis or on the incKiel of the English 
Land Mortgage Corporation are necessary. (Paragrafdi 87.) 

(4) A scdieme of debt conciliation on a voluntary liasis is recom- 
mended for the cNDnsideration of local Ttovemments. (Paragraph 
91.) 

(5) 1 he case for a simj>le Kiiral Insolvency Act should he consi- 
dered in every province. Ortain sfiecial provisions in the Act are 
also suggested, (Paragraph 93.) 

(6) The (fovernments concerned should also explore the posei- 
hility and desirability of undertaking other legislation to secure 
the settlement of debts on a cximpulsory baaia. (Paragrapli 04.) 

(7) The Pnnjtth Regulation of Accounts Act (1930) is commend- 
ed to the other pnivinrial Governments for wnsideration. (Para- 
graph 116.) 

(8) Ttie T 'siirious Ixians Act (1918) is capable of being worked to 
the advantage of the debtors in many provinces and should be re- 
tained and a special report on the working of the Ad£ should be in- 
cluded in the Annual Reports on the AdminiBiration of Civil 
Justice. (Paragraph 116.) 


( 498 ) 
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(9) I rovifiions similar to the fo)k)^h»g j>rovi»ioii« in tbe Engliab 
Money-leiulers" Act tire iworiiinendeil for intitKlnrtion in India by 
Jegifilation in regard to nioJ»ey-leiuler» m ilefined in the Punjab 
JRegulation of Accounts Act, i930 ; — 

(d^ No amount shall l>e charged by the money-lender for 
exjMum's, incidental to or relating to the negotiatkma 
for or tlie granting of a Umn by u money* leiuler. If 
it IS found nei't?S3ijirv to jierinit ilie monev-leiuler in 
Iiulia to recover I'crtain ciaaoet^ of expiuuiiture from 
tlie Uirrouer, ihest^ should Ih‘ clearly H|ietufied in the 
legjslttt ivc enactmeul . 

<6 1 The enharuement of interest for default in rejmyment 
slionld Ix^ illegal. 

U ) No lontrat r for the rc|^iyinent of mtuicy lent hy a money- 
lender shall he cnfon eabit* if there is no note or 
memorandum in writing of the i^ntnn t made and 
signed !>y the borrower or if it is jiroved tbiil tlie note 
or inemorundiim , mentioned alnne, was not nigned 
Ixfore the money was lent. CPanignipli 122.) 

(10) Money-lenderw should lx induced to join eo-ojxrative Bocte. 
ties on the wnditioii tliat they ceaoe lending privately to the mem- 
bere of such Hocielies. (Paragraph 123.) 

( 11 ) Where complaints about Pathan money lenders are cont- 
nion and no pnxrxdings can be taken against tfiem under the 
ordinary liiw\ (fovernment rtlH>uhl take a<*tion under Secnon 3 )f 
the Ff)reignerH‘ Aet or under some s|>ecial legislation, and deport 
»^iKh rnonev-lendihg Pathans as are found to U- a menate to 
Rxiety. (Paragrajdi 12^1.) 

(12) Courts should be ernfxiwered to dismiss caN*s brought 
Ixfore them hv moiievdeiiderH for retoverv of sums due from 
borrowers in distant distrieta in iaoes where the iMirrower is made 
to fiign a fifomissory note Htipulaiing that the loan slmll lx repaid 
in any of the aeveral districts mentione<l therein. (Paragrafdi 123.) 

(13> Such indigenous bankers as are engaged in banking proper 
or are prepared toiihed their hnsinesa cdher than hanking slionld lx 
eligible to lx placed on the approved list of tlie Reserve Bank in 
the same manner as joint-atock banka. The Reiierv^e Bank ahould 
prescribe a standard which indigenous linkers nm«t satiafy before 
(hey can be given the concemmon recommended. Sixth indigenous 
hankers should also agree to have prop*»r books of accmints kept in 
the uimal ret'ognir^ed manner and to have them audited annnallY 
hv recognized anditon*. Th^fX hooka of accounts should He 
available to the Reserve Bank for inapection and audit. Hnrh of 
♦he indigenous bankers whose depoMts do not exceed five fimea 
tbeir capital idimild, during the first five years of the working of (he 
^serre Bank, be exempt from the nile relating to compulfory 

2o2 
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defjfxMits. At the end of that {xmod it wotild he left oi>eii to the 
ICestTve liaak lo lake Bucb action in the inatter as it may consider 
iH‘C4^s<“ury in order to make iti? credit j>oliey effcH^tive. (Paragraph 

i:u»j 

(14) IiiBtitutionH receiving rediB<oum facilities from the Keserve 
Ikink should not charge to the public rates wldcb, in the opinion 
of the Iteserve Hank, are unduly high. (Fanigraph 141.) 

(lo) Facilities for rcniitlanee of funds at the same rates as a®6 
cliarged to all joint-stfxk banks should 1 h? given to indigenous 
hankers who are included in the schedule of nieinlx^r-banks of the 
Hank. iPanigrajdi 142.) ■ 

(lb) ^{'he l)enefits of (Ijo Hanker s H<H)ks Fvideiuv Act should 
he extended to such indigenouH l)anlvers as are placed on the ap- 
{iroved list of the lieH<)r^e Hank. (I'aragrafdi 142.) 

(IT) The prof>osals in paragr*aj*hs 137 to 142 should aj>piy 
equally to moiiev-lendrrs wlio satisiv ail tlie conditiou.', [»re'X!nbed 
for indigenous hunktus. (|*aragrap!i 143.) 

(IH) The adoption of a rnorr lihi^ral |>olicy hy tiie InqieriRl 
Piiink of India and other jcaut-stfH k hank^ in gni^Jting facilities to 
the large niimher of i^(llg«ulou'^ hank«Ts whox* pnnciiwil hnsiness 
is not lianking^ or who do not take to hanking as their principftl 
hiisine.ss as .sfsui as a Keserve Ikank is established, is cornnieflded 
for tlK‘ svinjmt iietic ( on-ideratiun of iht*"!* hanks. (Paragraph 
Ml.) 

(Ih) The <TM)jx'rati\f primary siwufties siiould servi^ as savings 
l>anks for tlieir mendicrs ami promote thrift. (I'aragrajdi loo.) 

(2d) Tlie present legal |*rovision in sfnrtion 19 of the Co-ojx'ra- 
tive Sis ielies' Act (1912) giving to tin* srwitUy a prior elaiin is not 
sat isfactorv . 4'he prior (dauu should Im‘ cauiveried into a hrsi 
charge. U'anignifdi looO 

(21) The pr(>|H>SHl that central Imnks sliould lend tf> stMuetieg Jit 
toncessional rates Mini'' u[> ti' the extent of tlie reserxe fund tit 
defiosit witli tUin IS nseorninemled for tlie eonsidenition of the 
aulhonties cotuerned. (Paragmph loo/^ 

(22) ( fvnlral hanks should start a had debt fund and • 

reawnahle amount of [»rofus to tlmt fund, in addition to rhe 

tory allocation to Rewve Funds. (Paraprajdi 157.) "" 

(23) Pmvineial banks ahould continue to he iKxlies incorporated 
under the Co-operative Societies* Act. The executive head of a 
provincial hank should W a thoroughly trained hanker with com- 
jxdent knowledge of the principles and practice of co-o})erative 
credit, (Paragraph 159.) 

(24) Proviiwial banks sliould not deal directly with prin’tary 
ftocietie?* hut i«ihou!d conssolidate and strengthen ihedr fK>siti<>ii as 
financing agencies and balancing centres for centra! tianks 
(Paragnvph 159.) 
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(251 The {'oi»{>erative SiM'iettei^ Act t^hould Im' amended my aa 
to provide for tlie regisiralion of icKK'ieties on an Ail-India cJnimcter 
or Rxieiies ojH^rating in more tliiin one j)trovinot\ iPiiragraph 
161 .) 

, (*2(o Tlie ordinary rO’0fk:'rative credit SiK'ietJCfi; ^hotdd confiuo 
tljyemf^elveji to d]s|xm?^uig Khort-tenn and intermeduiU^ cmlii J 
4ong>ti‘rni credit can provided only by land inorigaice bank*?, 

(Para^rapfj ItVV' 

(27^ In order to |H>puhni/e the eo-ojHaaiive inoveinent and to 
proiuofe a nenst’ of rcs|H»n8ih«iity among the inemlxYs of tlie tXKMely, 
lla* odiciai (onirol that now exi^^ts m cerium }»rov:nc<s shunld ba 
sla<ktmi‘d. iraragniph 

<2Si The lu-ed for c arefully Hcrntim/mg the* economic |hh|h)s 6 
of lh<‘ liXin and tlie rc['iiying rapacity of the l)orro\ver in 
4?oxvperanve Iouiik is .Htrongly em|‘ha8i/.eti. Exemptions fiom re« 
pavnumt >hoiil<l W given only in cneumstant'cs of exeeptamal 
didirnlty ami any tendernei:i8 in dealing with the defaulting 
tnemhers should he aM)ided. Ivcpayimmts v>f Itians sliould not he 
n^atrieted t«) the same periml for all d<*htorH l>ut shouh! lx* fixed 
0 <‘Cording to the speeial mxals of indiviihial horrowern. (Fara- 
|fr»ph JTih) 

(:2U> It IS strongly recommended that tlie noiooHit ial leadcra 
of {Im‘ ro<operati\e moverin*n{ and the oOicials of the co*ojM*raf ivo 
depart inent sliould mukt* sfxaaal efforts m promoting HfHs lal ty|Mi 
MK'U'tirs, (Ikiragniph 171.) 

Cteo \ }al sclicme of audit is I'lV omrnend^al for the duo 

'^dwcharg** of the statutory fumiions of audit imjiox'd on the 
Ih^nstii^r. U’aragraph 17d-) 

(31' The introduction of tlie normal iTcdit system m e<eo|><U’a-‘ 
4ivf primary s^s itUies is recommemled. nkiragmph 171 ) 

^ (32' Granting credits <in current account and cherjuo innmae- 

tions should }>e introdoe'a! oljerrvrr |x>ssihle. (Tkiragraph 174.) 

^ (33> (‘ertain suggestions for a rediietion in !!)♦* f>re8<mt rateH of 

iiittptesf charged hv co-operative primary wietien an* re< oMitneii<hHl 
fojr Jhe considi*nition of Provincial Governmems and noroortK ial 
cO'Ofxnitors . ^ I'a ragm f »h 1 7f > . ^ 

(31) If a rural iety cliargeH its mernhers a rate higher tiaiii 
1*2 }>er <xmt. p<*r anmiin, it should fonn the aiil>jeet of cxreful 
enquirv' hv the Provincial (tovernroent and the provincial Irnnk 
cotK'erned and sifepi? sfimitd he taken to reduce the rate of interest. 
(Paragraph 176.) 

(35» Spe^dal fvtepa ahonld be taken for the efficient and ade- 
quate tniining of lK>th the oflictal and non-offidal coxjjm:*rative xtaff. 
Endeavonn? <dionld be made to «?ertira trained mfrctmen for the 
aocictiea. (Paragraph 179.) 



60 S 


chapteS X^Aif. 


A 

(.%) If the penchayat of a society ^ould advance loans in 
exccHH of the limits prescribed by the bye-laws of the society' ot 
otherwise, tiiey should be held [lersoually liable as guarantOTsof the 
Joan and the rules under the Act should, if necessary, be amended 
accordingly. (Paragrapli 179.) 

* 

(37) Generully »|ieakii»g, ceiitnil banks tiliould operate ovor 
fairly larg<e areniK with a good luinib^^r of nocrieties affiliated to 
them, (l^anigraph I71h) 

(:iHi The management of a central bank should l>e in accord- 
ance witli buBineHslike and co-^>|>enitive pnnciples and there sliould 
Ik* full-time H<H:relane?A and managers of the bcBt character well* 
trained in banking ami co-o|>erati(>n. fParagraph 179.) 

(39) The imjwtance of casli credit and overdraft facilities; being 
generoiiBjy giver j In the Imjx^rial Bank of India on proper co- 
operative pa[>er satisfying the standards presc‘ril>ed by the bank 

emphasized. (I'arugra[»b Ibl .> 

(■h)> Free nunittaruer. of fiiruF for co-o|x*rative purposes is ol 
the utmost imjKirtance to the co-ofH'raiive movement and no 
attemptH Hliould Ik* nuule to curtail those privileges untler the 
rules of the (hnernment of India in this matter. (Paragraph 182. > 

< n » As reg}i»'ds remittance facilities for other than co o{>erative 
purjK)H<*s co-operative hanks should he entitled to the .«ame pri- 
vileges as joint-slCK-k Imnks. (Paragraph 

('42 » I^oans against (amhue to rneinhers of < o-o[v*rative societies 
are of great economic InMiefit to the cultivators and the encourage- 
ment of such loans, subject to storage acconirncHlation Ix^ing avail- 
able and subjtN t also to the provisions of the hye-laws of lliese 
Hxieties, is r<Kx>nunended. (Paragraph iR.’iA 

(43) When the co-ojM*rative movement rerpiires State aid in any 
exce[»lional circumstances the State should continue to give tern* 
pornn aid sufficient to enable the societies to tide over the crifiia. 
(Paragra|>li 187 A 

(44) \^^len a Proviocial Government is satisfied that for meet- 
ing the needs of the co-operative movement in exc^eptional circam- 
fitancea or for the development of the agricultural industry it i» 
necesaarv* to make loanahle capital available to the co-ot)erative 
banka, the provincial Government should, with the concurrence of 
ii» legislature, place at the dis[x^l of the provincial co-operative 
bank Buch loana m mav be necesaarv' to meet the requirements of 
central banks and jmmary societies. (Paragrapli 189.) 

(40) Contributions from Government funds to the expenses of 
the co-operative movement in backward tracta and among the 
backward claaaee should be continuad and increaBed. (Paragraph 
189.) 

(4ft) In order to ensure the supply of clieap and adequate credit 
to agriculture, certain proriiions ahouid be made in the Beaarve- 
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Act for linking up the co-operative banks with the CentrAl 
Bank of the <x)«utrj\ (Paragraph 191, ) 

(47) Profits of co-operative societies sltould be exempt boilt from 
inoome-lax and su[Ter-lax. (Paragraph 195 J 

(48,» The exeuiptiou of co-ojierative societies fiom iMuyineiit of 
income-tax and su|>er>tax on earnings from invesltuonlH \n jmbUe 
securities or land mortgage delnnitures to the extent such invest- 
ments are net esiwiry for I lie purjH>st' of their fluid resources and for 
the investment of reserve funds as premribed b\ tlie rules in 
nHonunended . ( Paragrajdt lt>G,) 

(49) No money should l>e advanced by <x>-o{HTa tive larul mort- 
gage banks v\liieh is not ecunoiiueally profitable to the l>orrower and 
loiins shoulil be devoted to tlie pnncijial ol>jiH-ts H[»ei ified. (l^ura- 
graph '218.) 

(oio The uinouiit and jHUioii of loan should l>e fixed wuh due 
regard !<» the repaying cajmcity i»f tlie Ixaiower uiul ulHt> to tlie 
pur|Kjs<' for vvhieli the iiumev is ativaneeil. 1 >oans might granted 
for a Ktateti |»urfK)s<» and for stateti ix'ritxls and for tlie [irewnt the 
maximum jn^riod shoultl he 20 years With sound management 
the hunk sliould be able to extend tlie j)ericHl to 110 years if necea- 
sarv. rnlil more exfa'rience is guiined the amount of individual 
loan should l>e limited to a maximum of Rs. 5, (MX) and in no eaa^^ 
sliould (he amount of the loan exceed 50 |>er t^ent, of the value of 
the nK>rtgage<l fx*curity. (Paragraph 219.) 

(5i» Hie n»f)ayment of loarm should he by a statem of erpmlc^l 
jiaMUfUits, hut if hx'al eonditions require, a system of graduiiTed 
pavments may l>e adopted, ho an to provide for re|mvmeni hv lurgei 
instalments ctunmeneing after the investment of the loan nn land 
has resulted in increased profit. (Paragraph 2*^^).) 

(52) Tlie working capital of the eo-opernlive land morlgagc 
bank should l>e denve<i from ahare capital and f^benlures. The 
share aipital should be raised by deducfion of 5 per cent of the 
amount i>orrowe<l by members at the time the loan is advanced. 
In order to cnatire the *mpi>ly of the initial reaourceH wherewith to 
start the operation of the mortgage bank, it i« recommendefl that 
the provincial ffovernment should, where neceaaarv. make advances 
free of interest under a stipulation that tlie advances should lx* re- 
paid cut of the realisations of the debenture iaiuies. If larger 
share capital in required with the development of the hanks, the 
supply of such share capital by fa^ovincial banks is commended for 
tlieir careful cwisideration. (Paragraph 221.) 

(53> The proportion of the debenture to fhe share capital 
jj^ottld be left to the dineretkm of the co-operators in each pro- 
vince hut tn no case sfionid the vajue of debentures outstanding 
exceed the ootiilandrng amount under mcurigages given by the 
boiroweia and over which the debenture-holder haa a floating 
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duir^'o. The interest on debentures should be guaranteed by the 
ProvirKial Governments for the whole period erf their currency. 

(Panigraph 221,; 

TG; Deberiturew, the interest on uhich is guaranteed by Gov- 
ernnient, should be uuludcd among iinhiee beeunties [»ro\i8e^f 
(jovernment is satinfie] that ade<]uaie arrangements have been 
nade by the bank for tbi' redemption of tbes^e debentures at regular 
mtervaln n\iragraph 221 ) 

i')')} if III aii\ [ao\in«e it becomes necesnar\ and apjxMis to 
l>r‘ more advantageons for the movement that the Government 
should purchase debentures of certain \alue such fotm of State 
assistance is recomnnmdcMl (Panigraph 221.^ 

Th(‘ de}>fntuns should be insned b\ a central in'^titutiou 
( allcal tlie rroMiKial Land Mortga;je (’or|>onition and (he actual 
sale* of dc'befitureH should l>e made not onl\ by tlie Pro\incial Cor 
{Kinition lint also [ly pnnutry land mortgage hank-, whah may l>e 
culled the* distrnn mortgage lianks ^Paragraph 222 ) 

(57 » The djKtnct mortgage banks should ojH^rale cner fairly 
large areas and must not U* tex^ small (Paragni|>h 222 ’ 

(58) The district tnortgage banks should l>t' entitled to ol»tain 
the ne<*csx'tr\ financt* from the pnmncial land mortgagt* eorporation 
against a transfer of the mortgagi* seN-untjes whn h should he avail- 
able* to the latter for issuing del>entnres ^Paragrupli 222 ^ 

(5(h ProMiuial c\>-o{>c^rali\e banks slionld not function, except 
as a t»Mn|.c>rar\ mi^arurt*. as central land mortvag*^ banks for the 
j>rovmce but there is no (»l>jt‘ctu)n, until the Ihovincial Land ^iort- 
guge PurjKiration is estahlwhed in a proMiue, to proMiiUal 
Imnk tinuncing the primary land moitgat,e Ininks with long-term 
capital sjHsiullv raised for the purjH»se, G5u*agraph 222 > 

(tilii When an upjdu ation to a land mortgage t)ank is made by 
a meinlH^r who is also a inemlHT of a credo MX'ietv , the opinion 
of the credit HKuetv should ordinarilv be uhtmned in regard to the 
advancing of the mortgage loan, (h<>ugh the re^^fxmsihihty regard- 
ing the a si ‘cr t lun me* nt of the fmamial standing of the up|)heant 
and the grant irf the loan must rest with the land mortgage bank, 
t Pariigraph 22d ) 

U)L The primary Lind mortgage l>ank'. and the <‘ 0 -operati\'C 
caeibt Mwdeties sliould work entirely af^krt and the trans^ictions of 
Ihe two should not m any way Ik* mixed up tl^'aragraph 223 ' 
((V2) Tlte land mortgage bank siiould !>e given the flower of fore* 
closure and s^de without rcH'Ourse to civil courts subject to certain 
safeguards, t Panigraph 225>,) 

(63) The amendment of the iniKilvency law so tMi to give greeter 
piotei'tion to the land mortgage l^ank againat avoidance of niort^ 
gage by the unsetmred creditora of the insolvent is recommended^ 
(Paragraph i2263 ^ ^ 
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(64) From a purely banking jK>inr of view the removal of 
im|iedunents to the free transfer of laiuls is desirable. It is re* 
cogni/t^Hl that i>ther cousiderattonh are involved and a is 
meiuied th;!t Ftovinmul (foveniiuents and their legtsiiitures should 
|jrd|»erly weigh the various considerations m sliapmg their f>ohc)\ 

( I^tni gra I >i j ggs . ) 

ft)'*) An a iteration in the Land Aluniation Acts so as to givo 
coor^raiive Kind tinjrtgugt* hanks right to take fK^ss^vssion of land 
through forev lo^ure on default of the [uivinent of the instiihneni ot 
the lean ;»nd to ^«di n is n^oinmended. (Panigra|v}) *J'i8A 

'['lu* ct \e^)|enrnl nf ueil t>tgain/e<l ioinre t<H'k land niOit* 
gage hanks for tla‘ le iieht of the nunn ions < koes-^s of laiuUmners 
who eannof i»e adecjUardy M*rvet! hv the <' 0 -t»jH>rative crrHlit orga- 
juzatiohs }K r»M'iannnnul«'d <lk»nigraph 

OiT > Normailv loans for nuprovt iuent should he S|>rt'aVI <jver 
a jHt'od of \tiir> and only in easoM where tiie amonni udvanei'd 
is very sinali or ilie nnprovrinnn affei teil is \erv toinponiry slaadd 
the repaviniuit l,*e leipnretl within a shorter jM'nod. (1hiragrii[«h 

(fv^i Pnoineial (hoerninents slionid take steps to rninimi/e 
delays in the i 'lvi- i| (if ap|)lieat ions for iahnri loans and !<> less^sn 
die opjH>rt urn ties for ilh/gal gratifiiaitions. ( Ifheers disi nhut ing 
fijktjn loans shfsnkl he of some standing and should la* on the 
looktau for ( usen of illegal exaefiono < Paragraph tilth) 

HV.h Where funds aiS' insuthei<uit , advam es might he i(otri< ted 
to a wioalU r numhei of leeipient'^ wliose lased is the greatt»Ht and 
then reijuirs'no ht- nught Uv sati^hed m full, (Paragraph 10 U 

<70f faKUiH slsnijld 0 given on a moia* hhera) acTeage late than 
iit protein. n’aragra[»h *210, 

'TP \n\ la\u\ m rrah/alions of takari Pans ih not apjao\ed 
tlKUigli hPuid ^'UsjH-ie ion'« and iemi^«ions ulu-n msesMitv aij-^es 
is fav/auv'd. f paragrafdi 2|th) 

<72' Ihites of re|e!Nm('nt hould he tixed with dm* K'gard to tlie 
date's of !uuv<>t. (’at tie Ifians should la» n*paid. if neer^v^nv in 
two hevfs' uvstead’ of one. and simo’arly th^’ riwser?^ (g loan ^h 
vaneed m imu ^ e»f di Ures^ slsonh] jnvanaldy he effeeted m more 
than one instalment tParagrapli 2|0 f 

XMmui joint t»onds are taken tie* amount due from each 
individual Puroutr should L* entered separately in the hoiuP, 
every am lujU should In,* made to realize from eneh individual thm 
amount m shown, and i<itnt liabilitv should l»c» enfoned onlv 

a iaj'jt resTirt and should even then he app^arlioned an fairlv 
ible i Pii ni gra f *It 2 40 .. ) 

t74'« StefM? ‘should lx* taken U} remove thf* general jgnorim<"e 
nbont the credit faalitie^ available under the Land Iinfirovement 
|Uid the A|rriciilttiri#^tx Tjoa^m Actg and the firmedure to he fol- 
lowed in srseiring theta** fiieihlm. fPanigrapli 211,4 
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(7o^ The definite policy of agricultural iniprovementg and famine 
protection followed in the Bij[apiLr District m tlie BcHBbay Presi- 
dency is recommended for adoption elsewhere witli suitable agen- 
cies for advice, guidance and sufiervision. (Paragraph 241.) 

(7()) The attention of provincial (ioverninents is drawn to the 
recommendations of tlie Koval (/oinmission on Agriculture and of 
the lYovincial Ti^inking Knqiiiry ( ornmittees for examining and 
suggesting to cultivators the jxiSBibilities of agricultural improve- 
mcnf. (Panigraph 21 J J 

(77j In backward tracts wliere the cultivators are not fitted to 
excrnst" the rights of tran-fer of land and where co-o[HTalive credit 
societies cannot Iw successful and also in areas which frc(]nent!y 
suffer from defective ilistrihution of rainfall and water sujiply the 
free availabilitv of facilities under the Agriculturists l^oan^ Act is 
strongly rei'omniended . ( f *aragrai>Ii 211. > 

(78) The ofK^raliou of the Agricult uri>ls Ijoans Act sliould hi) 
generally restricted to relief of di'-tress. d^iragrupli 242. ‘ 

(71h The attention of (foveiunent is drawn to the weighty 
observations made liy the Indian Fanune ( oiunussion, ItKll, regard- 
ing the |X)li( y to Ic* followtMl l»y (fOMu nincut in tlic nsaltcr of 
granting Joann under the AgnculturiHts Loans Act and the Land 
Improvement Loans A<t. <Paragraph 24'i.) 

(H()) The grant of advances under the two Acts sliould imt 
replace the assistance for famine relief. (Paragraph 24d.) 

(Hi) It is inadvi.sahle to list* the <‘o-o[X‘nitive agency to advance 
loiins to non-rnembers on the reH|K)iisihiliiy of ilie ho< lety for their 
m'overy and their jirojx'r application. There is. liowever, no 
ohje< tion to Govemment using the co-o|x^rari\e ieties as agents 
for distrilmtion. (Paniguaph 24 

(82) An extension of the system of advances by joint-stock 
banks against pnvious inetais iiu ludin^.^ onuunenis is su|»}ic»rled. 
(Paragraph 252.) 

(8.A) The nwinmendations of the Bengal Pmvmeial Banking 
Enquiry Coininittt^ in regard to loaiii offices are generally a[>proved 
with c'ertain minor modifications. G^anigraph 257.) 

(84) The appointment of a special officer by the Bengal Gov- 
ernment for the first few years at least of the working of the pro- 
poned lioan Officer Act in order to supervise and give symjiathetic 
fruidance to the loan offices is recommended. (Paragraph 258 A 
(M) T!ie Cmvernment of Bengal and the provincial legifdature 
Should examine Mr. N. R. Sarker’a note on tlie question of the 
position to be occupied by the loan ofBce« hereafter in the Indian 
banking apJiere. (Paragraph 260j 

(8R> Tlie enactment of a apecial provincial kgialaiion to deal 
with Nidhis and ChH Funds in Madraa with certain detailed pravi- 
iiona i« recommended. (Paragraph 264.) 
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(B7> The recommendationd of the Royal Coiiinuimioo on Agri- 
culture in India and the various Provindal linking Enquiry Com- 
mittees for unj>roviu |4 and organizing agricultural marKetmg are 
siqqxirted. (raragra|>li 272.) 

{SS> The estabiiHliment of co-ojierative sale scKneties wherever 
there are reasonable t hanc es of tlieir successful w orking is riXHUti* 
mended. Hu< li six ielies should not only iMiirhase their meinliers* 
pri>du<e outrigfu. hut Hhould alsi) continue the jireiXLUit practice of 
arrin;j as agents to pnxliK tTjj for the Mile of tlieir pnxtuc*\ Tliev 
should dt'iil only with the pnHiute grtiwn hv the iiieiutM*rs exce|)t 
in anv {mrtirular kwalitv ivlierc tin* sixiety is coniix^ent to deal 
with noiMiiendwTs* produce. tl\iragniph 277.) 

(sU» In their own interest nuTchants and traders hIiouKI take all 
st<*ps that an* |H>ssd)le to um* li<[uid gixxls in their jHissessnin for 
gvdting ( heafxr at coiiunodutiun from hanks. ( I’liragrupti 27U i 

('IMM IVoviiu ial ( Iov(Tninents should consider tlie tlesiralulit y of 
adviuit ing long-fenn 1< ans at (concessional rates of inti'rest to 
('O-Ojxuative Mn ietii^s to build godown.s in ( (‘ntres whii h providi* 
g(XHf markets, traragrapb 2B(b» 

Tiu‘ (juestion of |»roviding warelumts^s by private agencies 
and Iiterising them, and the provision of (capital for their coMHtnK- 
tion, should be taken up by rrovincial (Governments, tlie elToris 
of the I’roviiKjal (Goveinments iti this matter being co-ordmuted 
by the Im|x*rial ( omunl of Agriciinural Ihwardn (Paragraph 
281. » 

(lt2» A detailed investigation of the jimblem of starting railway 
wareltouM^H in the < bief centn^s of inide sbould In’* undertaken by 
the lUilway Ikxird and die nuhvayH should la* asked to slarl ex- 
periments at HidiM ted (*entre.s. (Panigruph 282.) 

(0:i‘ With a view to encouraging private enterpriw* to firovide 
and work wandioiises in the vieimtx of railway Hlations cerliiin 
iiHKlifications in th<‘ ienn>^ of the lerm^ xuggeHted by the Ibiilway 
Boiird are nxornUiended. (Panigraph 282.) 

(tUi The fdiuing of railway receipts l>y the legislature on the 
same fooling as hills of lading^ is recommended. It is furlhet rc^ 
commended that railway re<eiptx ahmdd lie made negotiable and 
that the milwnv audioritiea should ift«ue in«tructions 
that the receipt should give ax full a description «x jKjmmhU of the 
goods covered by it. (Paragraph 28.3.) 

(9o) Propem^h for the exiaWixhiiient of Pronncial Market ing 
Boards should be examined by Pn>vincial Oovemmentx in 
tion with the creation of regulated markets by provmcml tegiala* 
lion aa recommended Hy the Royal Commixeton on AgncuUtir#. 
{paragraph 284.) 
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(1)6) Tlje of the Provincial Marketing Boards may be 

woefully <o-or(iinated by tlie Im}jerial Council of Agriculiurai 
Ke^*'arclj. ^Paragraph ‘iHo.; 

Certain jKiints are ineiiiioiud for consideration in connec- 
non \uth a {)ro{K>Hed s<r }ierne for the e^tablinhinent of a corfK>ratioa 
fur stabiiizing jute pnees. It is re< oniinerided that tlie (iovern- 
lueiiia cf>nceriied should examine the lualter and minxiuee eu 
arrangement ulueh may be smtable for all interest^ affe<;ted. 
(Paragmjth 

Jt in reefunrneiuled that thelo al (lovernments concerned 
should take prompt Hl^‘p^ fur tl^e tixafiun >i jaojHT standards of jute. 
(Paragraph ‘JhT.) 

<1)9) The eKtat)ljHl*m( nt of ('hun!l>er^ of Agnculiure on a fjrovin- 
<ia} or regional basin in reroinm<mded. (Paragraph ■i^9A 

^lOO) )’ro\jU( ial ( Iovernmeiit> ^iit>uld not heniiite to make od- 
\aneeH to <-o ojHTai i\e iaink'- at i‘onr»‘-»ionaI mie^ of intnc.-t lor 
the dv‘\elo[>nu*nt i»f co-o|>taati\*‘ sale >o« ietje- (Paragraph 293.) 

<lol) Pro\ UM’uil < #o\ ernnient s sluedd desote their earnest 
attention to tlie de\'rlopUK‘nt uf tottag** induNine'-. ^PaNigiajdi 
391 » 

<lt)gb d’he e'-tahhslirnetit i>f eo-ojwratne in-tinition', to fitjance 
rural indmtries ua a laiger "eale flam at pre-fOC and lh»e "tudy of 
Cerinan exrenenee in ilie field of co-operari\e organization for 
.anal! indnstrsf^s atid small traders and retailer- are recommended. 
(Paragraph 3973 

ibi.di Slate a in M>nne<iu»n with piaipaganc.a and 

edu<atti>ii arid pio\iNion id funds fm the uufVeineul, it te«pnred, 
ati* also n riuiunendeil . (Paragra|)h 3(^7. • 

(191) TIa" naomnuaidat ion of the ProMiicual Pankmg I juplin" 
<,'oiunutter^s lij estahii'-ls licensed v.arrhou-e- and eo-o|HMatn» w hole, 
sitle depots for storing atui sab' of poHliatH uf eutlago^ industne- is 
sup{H>rttil. (Paragnq>h 3o9.^ 

(19.7) The extension <d the activities of the Arts and Crafts 
Jdnj>ormm at Lucknow s supjHurted, (Paragraph 310.) 

(ItKl) PnqxiKils for (he enactment of State Aid to Industries 
Acts in the Provinees other than Ma<5ra^ and Bihar and Ori^m 
xH\ hues similar to the Aci.-^ in thovse two Pro^inees are rm>n>rnend< 
ed to the l^rovincijil (lovernmenfs for their consideratm#^ 

^(Paragniph 311.) 

(107) Tlie establishment of iiinited liability loop^MUtive societies 
generally known ns urban banks, wdiercver net essiin* facilities md 
conditions for the Ixmefit of the middle-class people, small 

traders and shopkeejiers and salaried classes is recommended. 
< Paragraph 317.) 
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(1(1R» Certuin detaileil riH'oniinendations reguiiliiig area of o{>^m* 
lion, ^ifiare oapitai. iimimiieuient, businei^s, juivancoj^, et(\, of ilm 
cooiHMa? ivf ttrlran banks iito nuubv tPani^raivb UtV/' 

Hio ernplovers siiouitl in their own interest i^ivo i^riiiter 
Bttentkm to i\w jimvjsron of rredu faoiiities for their t‘rn|>loyiH*s 
and sleeiiri alfs) take rnon» j^ot in the sujx'rvrsion of tooipenUiva 
vnuievl for the r lientdit. Tliev tnav assist ilie t'o~o|x^r,ittve 
oreani/atie>ns hv rlT«s tjii:^ rerovenes of loans hv deihuMions from 
* bara;:ia|>(i '<' 2^*0 

n iot "riie estahh^hijient of inorl^»^;ieo institutions Kiinilar to the 
( iiy insUt^utJons in (M ruianv for extending to cities ilm 

pniu j[«lc of I Mtofsi ii tjft li ni ai^ru uhural areas is r«HH»nimended. 
irara^raph 

!ill> .\nv hne ai daVirtdtie^i in ila* wav of ( io\ <*rnni<'nt <oui' 
inuiuratuiu: ai va-j^t Oh 1 td {endels to t onl ra< to} > aod to lluor fiuan- 
t:iii^" i»a!:k> or h:inkri>. and jMVJoenl of all inmnes due tt> tjie eon» 
traei-a*' ihi ej^di Jla -i ha.nk- an<l hanker:- slaadd he removed. 

( 1 ‘ar.i^ra |>h 1122 . f 

< i hJ An atieinj l -deadd is* made to make induslnal milerpiiHe 
in India less de|K'ndeni <in the m.inaroni^' ajjene\ svstf'in for future 
deVidopmefO ahil to f ^nikdi-li direet frieiitlly relations hetwerm in* 
du-?ria! eeanpanie- and < oiniiierna I hank-. ^ 1 'araera}'li ddd,> 

M I'd In eonnM tmn \\ilh thi’ issue of shaia-K and liehenturcs rd 
iialftsMed < or!i[t;inies sut !i of the exisfin;^' laimmeueud leankw as are 
\\«‘{| est,ddi-.!ted and t arry t>n fljeji <»rdinar\ }>aiikmia^ hiisiie^Hg on 
l?je safe t and souiideva hiH's mieht uitfj atlvaniaee to the industriew 
h*h<iu far as |w>-w{|,ua thr (du'man systtun. iIm^ lm|H’r;al Ikanl: 
<d India making' a stall in ih s <liret tmn ami a hanf as mMil) 

as th'^ fh^serve l eud{ « earn*- into M’ano^*ra}»h dtlt ^ 

Mil* Witfv th* < e.-o[>eral ion of hanks, the riefsiHits no1,^ takiui 
from tlif/ jaifdie hy the t ot ton mill industrv shoulil he replaced bv 
sl?are or dehentnre t apilai ;n. srw>n as jmssihie. ( Parafrnifdi 39'i.) 

Mid* Ikinkhin India may estahliHfi useful liaiain Iwdueen them- 
feives and indusitrieH l»v ap}>ointin^ one of their llireetorn 

or Mamr^erii ;is» om* of the Ihreetor^ of the inda«trial conei^rnft 
fuianred i»y tljein. Mdtngniph dUd ) 

MIhi The apjH»intinent of faK-a! Advisory ( ommitteeH in l*ank« 
by tJie IVmrd of Ilirertorfi with funetioriw of a juirely advisory 
charac ter is rerommended. fpara^rafd) 3% ) 

1 ni7) If a |>rovnieia! Cicnerninent in tlie diiwduirije of ila 
le»pon»ihility for tlie development of indn^triefi within iin terri- 
toriei? find^ it neceftaary to en^nire the ‘nipply of finaneial faeilitieji 
to industrial concerns a Proidnrial Industrial ror|K>mtion with 
HlhaneheB, if ne<^#^‘«ary, whouid eFtahli?<hed (Par ij;’rafd» 401 ) 
(llOi The adxdMbility of trivin^? a««i#*fane6 to any partietilar 
iuduatrial eanrem idiotiid depeml on the extent to which Wm 
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enterprise will be of benefit to the public and will add to tba 
productive power of the province and provide employment for ita 
. ( l^aragraph 4(*1 j 

(119) Tlie Provincial Indui^trial Corporation ahould obtain its 
share capital a« far m {loasible from the public. Government taking 
8uch [Kirtion m cannot be raiml by public subscription. (Para- 
grajrfi 402.) 

(120) The sliare capital of the (‘orfxirafion should lie supple- 
menteil by delienture cajiital not exemling at the outset twice 
the amount of the hliare <’af»ital. G^aragnijrh 403.) 

(121) (fovernment niiglit, if neccHSiiry, |)im‘haH<‘ a {Xirtion of 
the delienture issue of the IVovinemI t!orporation until a regular 
market has l>eeri createii for them and also offer a limited gmarantee 
o| interest on didxmtures. (Paragraph 404.) 

(122) The ijuestion of classing del)entureH of the Industrial 
Corporation among tnistee securities nliould fx? examined by Gov- 
ernment in due courne, (Paragraph l05.) 

(123) The InduHtnal Cor[ioration sliould sjxHdahzt* in the pro- 
vision of long-temi capital to industries which should continue 
to obtain their working capital from existing institutions. 
X Paragraph 406.) 

(124) Tlic CorjX)nition may take long-term de}H>sit^ for not 
less than 2 years. Tlte pcricxl of hmns issued from such de|x>git8 
should lx* based upon tlie |ieriod of curreiicv of tlie dcfx>8it8. 
(Panigrajdi 406.) 

(125) Goveniment Hhould l>e entitled to be reprmuded on the 
Board of Directors of the Industrial ('orpomiion during the con- 
tinuance of Government interest in and liability for the concern. 
(Paragraph 407.) 

(126) Should a Pruvinciar Government desire, the Government 
DirtX'tor may be entitled to ask for u refcrciux* to the Govemrnent 
if he does not agree with the views of the Ikxuxl in regard to 
important matters such m increase or reduction of aipital, granting 
of loinvs in any fiarticular cases and appointment of chief officials 
of the Corporation (Paragraph 407.) 

(127) By-laws should l>e framed by the CorpcHwtion defining 
the conditions under which financial facilities may be granted bjj 
it to imhistrial concerns. These by-laws should require tli^ 
;«anction of Government uo long m Government have interest i# 
ll»e Corporation. (Paragraph 40B.> 

(liB) Tlie enactment of provincial legislation on the lines of 
the Madras State Aid to Industries Act to provide credit fadlitt<ft 
to new and nascent industries or industries newly introduced into 
Igrt area or cottage industries is recommended. (Paragraph 418,) 
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(129) Any Govemmfnt mdi^mnce in regard lo piOviaioii of 
capital under sucb legislation should be given llnrough the Indut» 
trial Cor{x)nition if and wlien one is established in any province on 
the fines suggesled. (Fnragraph 4(>8J 

(ItK)) Tlie suggestion that exchange banks should I’onmder the 
jX)ssihility of changing tlteir present custom to llie extent that iltey 
should Iv prej^rt'd to a<Tept the import bills instead of purdwtHiug 
them in the name way as house pa(>er of a Ixmdon ex|>ort houst^ ie 
now (uxvjited t»y them is <‘oMUiu*iid*'<l hir tlie careful conKideinition 
of tlie ex( hango hanks, f ramgnipJ) 

(l‘U» If Indian im{H>riers find it coinenient to hav« the exlxir- 
ters draw ou ihcr i in ru|vee fulls, the exchange tninks should a> 
<>fM*rate and encourage tlieir efforts in this direction. (Paragraph 

4:(0.) 

(i:V2^ T1 ic I'.xt flange Hanks* AswtM iation should c'onsider the 
advisafulity of consulting commercijil bodies in all cases of c'hangea 
in tlie rules of the Assoc lation. iParagru|>li 442A 

iVVA) Kxcdiange luinks nhould take steps to remove tfie existing 
grievances regarding jmymenl of drafts lield by the hiinkn for collec* 
tion. d'aragrajdi 414. f 

(134) It is suggested that ex< Imnge banks, in conHultution with 
repress'! datives of tfie Imlian Insurance ( ’onifwinies, should arrive at 
some understanding similar to that between the Itn(>eriai Bank of 
India and tlie insurance lomparues. # Pfiragrajili 445.) 

(135) All non-Tndirin f>anks ui'^hing to do banking business in 
India should l>e re<|uire<l to take out a lie ern e from the lleserve 
Bank. IdcenceH should lx* frtxdy gmnted to banks already estab- 
{isbe<l. Every’ licen<e should l>e in force for a stated jwrjml and 
should l>e automatically renewed if the licensing authority is aatisfled 
that the j>rovisions of Indian law afiplicabie to the banka and other 
conditions s{)ecified in the licence are complied with. (I^iragniph 
451A 

fl36) The conditions of tlie licence should 1 m? the following : — 

(1) Furnishing to the Beaerve Bank annual aUtemenia show- 

ing their assets and liabilities relating to the Indian 
busineiis m preiscribed by tlie lle<!ic.r\’e Bank from time 
to time. 

(2) Submission for a few years to wine, at any rate, to ionio 

prescribed authority in India, preferably the R^aerva 
Bank, periodical reports of Indian and non-Indian 
busineag handled hy them. 

(8) Other conditiona impoiied on basiu of redprocity. (Para- 
graph 451.) 

087) The appointment of Ty>cal Advinfiry Iknarda at each branch 
of fhe exchange banka la supported fParagrar»h 471.) 
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^ U'iA? The exdmnge Imnks <on^iiJer the introduction 

B Hf lwiae of probationary af^siKtanta in th«?ir banks on the model of 
^ tb*- hnfw^nal Hank of India n rHaragrapb 474.) 

Sik‘!i of the Indian joint ^to<‘k banks as an? well estah- 
l»-f ied should ojM*n foreigrt connections to their clients. 

tPani^^rafdt 4H'2.> 

0 40) ()n the estaldi hneuit of the Iteverve I»ank and the sjiniil- 
tancons v^iihdniwiil of tiie restru tions now nnjMised on the transac- 
tions of foreiirn ex<‘han^e busine-H of the Imperial l^ank of India^ 
the latter should be induced to take an active share in the finaneini, 
of India’s forei;?ii trade. For this piirf¥>H» n definite armn^emenl 
iietween the ReH#*r\e Ikink and th<‘ Ikank for a |>t‘nod 

Uve years or such otlu r j>enr>d as the HcM-rve Bank may eoii^iider 
(i<*Hinil)le for utilizing ti»c ]to|M'iiai Ikiiik .i^cnts f>f the lu'^erve 
Bank on terms to he muUciI beiu ecu the two hanks is reeomniend- 
ed. f Ikmitrraph lo i ^ 

(111) If tic* UeM'ive Uank hiuU it to arriw at a 

tativSfa<dory W’t'tlcment \Mth th** Impcni] Ikink nf India or hiuB 
lhat within the stipulated jHUiod rla* Impiui)! Bank i*- nnahk* to 
purtn-ipate acti\« l\ in th»' tin in< lUi. ot Indit' v. forci. n tiad** the 
estahiishment of an Indinri lA^hantrc Bmk i re('onine‘ndc 1 
(I*Uni^4la[»h ) 

(J42) The lines on wloi-h tlie ih w Indian Tx* han;.,e Bank 
should be e'^tablinbed aie also irara;:i:iph t-s*. » 

(113) 'riie ?on for the f -tahli* line nl of |ohiI hank's is 

fiupfH>rted and inn} he U'Hduli} explored h\ tic' Indian ]oint>s|fx^]l 
banks and biretjun banks. (Farnjjiaph VfJ ^ 

(144) It is on the whole desimblr that tlu lm|MTial Bank 
of India should i ontmue to be governeil io a sjss lal (diarter ^^*b 
mutable amendments. (Faragniidi r>2Vi * 

(I4u) \Vt‘ recoinmend that the Ile’^erxe liank nm\ place, for 
the first five yenra, wuli e\er\ new bianeis oj^ nei! h\ an approved 
joint-Btock bank at a eentre where there - n<' joint-Bhxk bank, 

A dCfKjait of mich 8um on such terniN and lomhtioiiB n§ if may 
conBider n^xeismiy. tParagrai>h 530.) 

(146) Any bank de^irin^ to o|ien a new lirancli in India should 
obtain the approval of the Reaeno Bank before domp m. Licences 
abould l>e frt?eiy f^ranted to the alreadv established braiudies and the 
lieemin^ autliority ahould see that the provisions of the law and 
any conditions specified in the iK'enee are complied willi. (Pam- 
graph 545,) 

(147) The opening of mih-offices or part-time bninehea 
amall centre« coniignoim to places where there are regular briuactei 
of hankB. i» rtKwnmemletl for the cwisideration of banks. 

graj^ 546.) 
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(148) The that ImnkH in India t^honld aim at earn- 

IdniiijT the (‘iljciciH'V of the h!nro|H*ari of banking with Ui^ 

m*iu>njy of mdigeiuHig Imnkt'ra ia ^sniunendod for tho amaideraiioo 
of the inanugtMnenl c»f banka. (Panipraph 547.) 

(IlDi TIh* ifovoli^pmcnt of any hanking hnginoaa by roaial 
Savings liankg otlaT :!ian that gnp|>ortod in rdiaptor XXIV ib not 
ro(*onirnon<i<N| at (Iub Blagv (raragraph 518.) 

(150^ No ob^tarlog nhouhi l>c put in the way of mergera among 
^mailer joint-HtcK'k bimkg hv gtainp dulioH or taxation, and arty 
VxiHtirgg ol>^(a< le-: in thm (lirv<'tion should be reinoVOil. 
graph .71’.).) 

(151) Bai\ks ii) India generally shouhl ado]>t, a« far aa powaihUs 
rjid eonsistontly Uith safety, a more pmgrt'Hsive poliey in tlws 
matter laf granting <dcan advaneeg on U»e |M'rm)nal credit of 
ia>rrov^erh ( Paragraph 5.75.) 

(1.7‘J) The prohKan of |>o<^hng information in regard fo 
rnslomcTH ami organizing a ^-uitnhlo Byntein of (olW.ting reliable 
II I format ion should he studied hy the Ininks and the Bankerw 
As.soeiation propis^Ml hy uh t p!irngra|»h 5,7.7.) 

(J7.‘h Sf<‘ps should h«‘ taken, an early an jKvf^sihle, to remove the 
jmpeilirnent-^ \\lii<h now stand m the way of immovable profierty 
hi longing to a Hmdu or Muhnmme<liin family being a<'('eptiHl by 
hank-' as a normal sieuntv It is left to tiu* ( JovfU nrnent^i (Naneemed 
and the lt*gislature« to w<’igl» the \anouB <'onsideratiorm involtrtd 
ind determim' what action should he taken m the matter. (Pm* 
go a pi j 7fi J I 

(1-74) riie pnni-lons of Sta tion 7 h(/) of the 'rranBfer of Fn>- 
{M'rfy A<‘t sliould Ix' extended to other inijHirtant t'entres of trade 
and (vunmene (both mternai and towns) throughout India. 
<rHnigruf)h 5f»d.) 

( 15 - 7 ) The Xegotiahk* Instrument.i Art should be amended bo 
as to [>ro\ ide that <’h(apieB origmallv drawn to bearer would, 
desfate .any endorsement, retain (heir ehanwter aH hearer inMtni- 
ments. The nvomrneiulation tliat any hoMer of a eherpie should 
have the right to alter the ehann ter of the ebe<pie from **hK*arer** 
to * ‘order*’ on t!»e face of it and tlmt the alteratifin nliould be BUfV 
|fcorte<l by (he name of the drawer or luilding endoriier who makea 
the altenitjon is appnned. tlumitg whieh are drawn in the form 
of rlH’Xjues sljould he treated Bunilarly. (Paragraph of#!.) 

(170) The legal f¥>si(ion as regards trust reefdptB «houId f>e 
lllve«tipite<l hy the legal advisera of Oovernment and «:iefi fw^iion 
tak^ may be eofiBidered neeenmry. tParagrapfi .707.) 

^<1$7) The rwl of iiiU^rnal reniittanee in India Bhotild f>e tg^., 
dueed »« far m pr>B?*ibk'. (Paragnifdi 700.) 

t H 
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Wliif^n tho Kps^TVf* liarik ih publisher! nite 

b<* ttu' inuininini rato at wbirh it ik pn^pared to l>uv 
n*di*«otH»t fjr-^t (Ijihh Irarlo bills and |)rorn!^s^>ry notes arismp out 
(>f hottn fuh /orniiHTcial or fnidc tninsa-< tjons of member banks 
aod lamkers ^I'kr fb‘MT\r Ikink ina\^ at its djw return, elmrile 

a Inj^her rate f<jr demand lo.ui*i a;,!ain‘^t antbonztul nnties 

Sbfvuld tlie IbsiTNe liank find it netessarv to disjtonnt the 
of tlje v\nhonl hank f'lidor^'inent . it ‘hoiild < onsider uhetlit r 

it should not in llie fit'^t feu \earh a! am fat<Mharo(* a hmdier riO* 
of ths^otinf to the jMihhe than that < harmed to memher hunks ami 
Imriker^ f f'ara'^raph ) 

n Vtl \ sue*;e».tion tor rfuhu in^Z ^ hai for dwonntnv" hilK m 
<ert.iin (uses is (fiminended for rnceptami h\ hink^' ( I ‘arae^raph 

rm ) 

f]r»(n The ahf)htion ( t tlie stafn[> dut\ on hilis of e\* haimu' i< re 
rommended 'Fhe rt*< ommrmkitiori he unen » ffet t to vxithin 

a of fi\e \ears and as an initial tlie ‘tunpdnfv on all 

hilK of jt sv, than (»ne u-aiiM ^houkl he redinMl to i uniform 

rate r>f t\^o ann is [mt oin' llioiesiiiti lujH'es 1 1 * tni^i.iph > 

( Ihli \Vi' (omnemd for tlie ♦ on^id« r ueui of the Fed. ration <d 
Indiin Fhamlisas of i fimmea^e and Indn ♦rs «»iliin •'U^jt^nun 
math lor df \i lop n^* lie hill mirlal m India M'lriaai'h *'*1.1 • 

(HVJ) The sn;m’eslit»n that in pi n e^ where hufaJt husiruH 
imfvirlatit an e\|xsh!ious poxeduta for di'^fKwmi: of son his, <| on 
fieeolnhh' mstnim«*nts should he nilio<he fd on the hie of t »rder 
WWII of the ( ivil PoHedure (’<xle, Ss emlois^^d (Fara^jfaph 
-VI i 1 

flM>n It r*i enmendt'd that hinks slioulil t ik * Hu imnitne 
rn the rn lifer of «mr ouraonij^ usano' lulF foi tlu' finiiue of \illa»^’e 
hankeTs h\ h\ ‘'tii^ifest me tlu'^ nietlusl to ^Itrnff^ MS'ktne 

jniommodUinn fiom tluan flVn^rniph aM7 > 

(Iht) The sne^*esfioft that furtluT exjx'nments tna\ h*" inadf* m 
the eslahhshment of la enseal warehouM's m sekvt kx’ahties i.s sup 
jxuted (Far^apraplt ‘*'^d ^ 

(KVd The mtnxbuturn of hills in pkn e of ofx^n neeount cfiedit^^ 
Is rarotninended foTr the eonHjderution of .ill jKirnes eoiwenu^d 
n'ara^raph tVM) ) 

{Ihfr l A Font nil or Hesr^rve Think should <reuted at tb** 

eulit'st jKjssrhIe ilate fPani^mph 'VF» \ 

(IfiT) Additional pro\i>%ion *^bonld Ik» ina4e in the Ue»erv# 
Jhuik Ihll enaldinif tb»‘ bank to make loans and udxanee^ oil |be 
« 4 Hau itv of movable wares and nitTef^andiM* as well as 

rbe V a rehouse wirmj>ts or warehous*^ n^eeipts n^pn^ntlf^ Stni li 
£»oofls (Parurrapb f>t>7 > 
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Tiu' lUjHTve liiiiik inav In? jK^rmitUnl lo l^uixliam?^ 
iUitJ irdiMuuui ui»j<a( hilh, iPant^mph ) 

^ Ji thr hum |>u»N< r.lH‘<l jtt :lu* lU ^ ixv Hank lull ft*i tin* 
iuhdiu^ a^nKuhuui! luliri ul luatuiit) lunger Umn li inunlhs 
at an\ tmu* !r-.s than the nIiuiv iapUal ot iho Iwiuk, ihc total 
fa<T \.ilur ( { htlh‘ max. at (hr (li^^.'rotiuii of the i>auk, 

up to (hr ttiiiuMia of l!u' vhaio * apilal il’anif^iuph htK* > 

(1*0 '['hr jKiunl ol M\ iiRuOlw for a^uitulfural lnll^ lu th<’ 

llv^rw Hiuk Ihli uiax In* ivttuulrd lo 0 monihw (lNu’a^ru[)h 
lilO > 

(17 1 I'hr Ko'-iu xo linuk ^hotihl hi’ |)tTnist(i'il to u« I a^ a^ouln 
lui iUtx ludi in SLOr.H that max (u utjh/r mU X u i ( raJ'JH- 

j^raph oi! * 

It anv xxrjo xxith the KuaunOtr of (iov- 

(ituuut hoth f»>i t apUa! aluf ^utx’rr^l, (1 k‘ *pti*‘Uuat (»f m* Iiahuj^ 
lh<‘iti iti i1m' h-nl *»l sriUlilioh oli^iihir for puti Iuon* and Nil»' h> 
iho ]h'MM\(' [‘ink "iHMihl hr ( on^'ulot *'d (l’aia;^taph (V! 1 ^ 

n7h> ddH’ iiinM of (hr jxixxor^ of ihr lo'MUvr I’anK to hortow 
inonrx f^hotjli! Ik; rxlrndeil to (in' Amount of thf‘ Hliatr laphal anti 
thr Ih '^rtNc hhiiul of thr liank t Pai apiapli (‘>11 f 

<17 I d’h< Iu'‘MUXt’ I*aiilv hill NhfMlhl pfovulr lor I hr * onr(*^*HainH 
1 1 '*< oinmrucliMi in )^4ra;:iuj>h 11(1 to iiuh:u’» tioiin hanktin ll’ara* 
^uaph hid ) 

<17r) An all India Ikmkrrk A-^wHiation ^honid hr inaurtuatrd 
as cailv as j^r uhlr and t-houlil uiidudr a> inrinlaUh thr joint -rtoi k 
hank", thr »’\t han^'r haiik^ . thr Iln|H'tlal Ihink id India and the 
jhdj;,:r nous hankrt*« Idiri*^ mIiouIiI l>r tvxo kind" (*f nuinUnhtop, 
lidl nn iiiImu "Inp ojK'n to hafikn and luinkris rii/oxint.* udimount 
fa< jhtjtv-^ from thr Kr-rr\i^ Bank, ami ,al< n>rmhrr*"hip ojn-n 

to tiir rt ^t of thr hank" and haid^m * iBatiiOiaph (>Jt( ^ 

(l7(o 'ri;r I XKtin;.; anaii^*rnirnt" nndri xxhuh ihrir an niorf 
Mxrhanj,5e IhokiTn’ nit ion*, than nnr at ihr hainr irtilir ar»‘ 

tindc^irahlr and all i*n^ui;-;rd iti <‘Xi’han^U' hrokin;/ nhonld havr an 

iat »f>n at t arli irntrr l Paruj^raph h‘*hd > 

il77^ IViuhiii: tlir < i^lahhHlnnrnl of tin lirnno Bank, it in 
j-ngjfrjitrd for (hr r^m^tdi ration of (lOxrrnmrnt iliat nffort*^ Kfjonid 
Ik 5 ntiinln to obtain niort* <'ornplf*(<' fitatmtas for thr xariom^ rkm^'H 
f>l tisinkiiig iitHlilutioiiH and to puhlit^h thorn ini early in* f¥>*^iohIr, 
(Psinifra|ih 027 > 

<178^ Tlie lirint for bank defKKiitH in (hr Minmin of 

be raiaed. (Paragraph 645 j 

t t 2 
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(a) PersoHh haviii;» j)o«i office wivingH tiliould be 

allfiued to oj^eratc on tlicMj a<‘counli*, and to make de[)ot^iis by 
iJicajih of clK'i|ueH. {raragru|>li G1G.> 

ib) Accuunt» may be ofXMied jointly in the name of two personb 
]>ayable to eitlier or Hurvjvon (Piira^ru[>h G40.) 

(e) DepositorB may lx* allowed to name nominees to wdiotu tlie 
payment of dejxJHitg should l»e imule in the event of death* (ram* 
f»raph G40.) 

(IBO) Tlie holder of a {K)htal canh certifuate should be uUowcd 
to nominate a person to whom the amount may lx.* traiiBferred 
in the event of death. (Paragrajd! Gi7 ) 

(IHl) The iwsue of certificates payaldc in ^old, as recorii- 

memled by the Ko\al CominisHiun on liulian ('urn ncv and rmunce, 
P,i‘2G, is HupjKjrted in principle. ( 1 ^iraj/nip!) 

(IH’2) The issue of new t\|K* of j.:old ct^rtificaie, called 
^sLridfian certificute* , js hup|x)rted in [>U!Hi|)lr. <l*iUM-raph GoO > 

(IfW) Fftcilit ich ulToided h\ tlie i»ost liiTice to niNesturs for tlr* 
[UuehaHe and sale of Ciuverninem sec iintteB and for iheir safe 
i*UBtoily may U* extended to sinull iiiNestors f^em rallv and lux 
c^onfiiHHl to those \\ho are siuin^'s l>ank dt'j>osnorH. ( I'ar.ignijih 
G52.) 

(1B4) The reduction <)f <'h.ir-es foi tlie pun huM* and Nile of 
M’curitieH, (*ollectiun of interest, sab'! cusUHly and other M^rvices 
incideiiUil thereto, is sup[H>rted in principle and coiiimended for 
the conMiderution of hanks (Para^^raph G’nh? 

(IHT)) l^\istmj4 ban];s and t heir hniiK hes , uicludmu ecv-ojierutlve 
hanks and other linannal or^atnzaticms, in.i\ render UMdul MTviec 
by undertaking the \vt)rk of buying and M‘llin^^ Mcx k^ and sei urities 
for their eustiuners on a tuiimiisMon ha^^i^. tl\jiagra[di 0o5.) 

(IHG) Tnuisfer duty on di*hentures ma\ he redueed to a uniform 
duty of 4 annas jx»r cent. (Pura|.^niph G57.) 

(187) InBuranee eom|^nie'j, Indian m well as non-Indlaii, 
should he nH|uired by law to lodge an initial de|x>sii with (40vern- 
ment and to invest, and ket^p invesUxl, a fixed jpro|K>rtion of Iheir 
|ux!mia funds in aj^j^roved Indian securities. (Paragraph 66i.h) 

(188) P*aeihtieH for t»ayment of bnd revenue by 

may l>e extended to tatuka sub^lreasuries and district ttx'asuiie#. 

(b) All nraieriul payments by Govc^mment sliould ine made hf 
cheques. Tlie proposals ma^ by tlie Bengal CkmunUiae tl# 
subject tffce commended for the consideration of 
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(c) Afl and othtT knal lxKlii%s al»auld In* 

to ix^iitader llie fiuiKibility of uiakiii^ mid tucejdiiig jKjymciii by 
cIh^<|uo on at tunnt uf <^lario« (<> t»f their einpio>iH*^i, and oilier 
iteuiB of reeeiptj^ and dinbuix'inents. U‘aragriij)!i 0<>5/> 

(IBU) riio fv>MnutH»n of NuUonai Savmg^^ AsRx iatioUh in all 
jATuviiKes IS Mn»[Hirtcd in iParugruph 007.) 

TIh' jiiissing of a sj>ivia! lUnk Act is rtvoiameudod. 
(Pamgrapli 073.) 

(Jill? Fon ign banks should lie luoughl witlun the purview ol 
the Al t to tth* extent iiidieated in the rejKJtt and jiruvKlv»d fur in 
the Act. (Furagraph 073. > 

, (1*33) Meinliers of 3ie alhliulia liankers* Askx ration hhould 
be allowed to afTix to then names (he ap[»i'llalion , *MemlM‘r of the 
Ikuikers* AsMKiuiion* . (Fara;naph 

ti33» Fniu.s ami ('oinjsiiueB using liii^ term hank' or its eijui- 
valent and d« firing to he ineoi jKmited under llir Ai l hliouhi make 
ad(M|uate p!dM>!ons m the Memoramium and Arlu ies of AsMKia- 
tioii regarding the following matters : 

(i) I ‘roliihit ion of aitivities other than hanking. (I'ura 
graph 03‘i,) 

in) iVoverM of direetors regarding registration of transfers of 
s i I a rc s . (1 *a ra g rn ph ( V.r. I . ) 

(nil 'Phe {wriod during whi.h a memher should have ladd 
sliares of a lainking roinpaiiy before being rmf it led to 
take part in its pnxeedmgs at u meeting. (Fura 
gra|>h 7iMl.) 

(iv) 1 'roliibition of loiins on the siM'urity of a bunks* own 
Htoek. (Faiagruph 7iK).} 

(vi limitation of loans to dirtHdors, managi rs and inemlierr* 
of* the Htuff of the bank. (i^iragm{ih 71 o.) 

(vi) liorrowing jKjwern of l/ir<xlorH of a hank. (FarU' 

gnifdi 71*2.) 

(vii) Qualifieutiuns, ap|)iiiitrnent . retiremeni, ami voting 

|X3wtTs of Direc(or« and OiTurerH of bankn. (Fara- 
graph 713.) 

(viii) Holding of pnixieis hy officers ami ernployaH^M of a hunk, 
the udfiiissibibty of a genenil form of f»roxy and the 
inaxiirmni period of it« duration and validity. (I Para- 
graphs 714 and 715.) 

(ix) Voting power of individual tdrarelioidera. (Paragraph 
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(v) \ aiulit> of soivH tendered at the poll, ({^oragruph 717.) 

Uu The [kticmI ^vttluii ^hiih the ihreetor’s rojitwt and the 
lialattee nheet nhoiild l>e jKMted to the Hharelioldera. 
(Tanij^raph 7 :il f 

am) An exihtin;^ tein|wn\ uhid^^ tlu* title hunk’ or it^ e<jui- 
Va*ent, other than hanks re^n.stered under the Indian C'o-ojHii*ali\e 
Sis A( t Of under unv sjieeiul eharter or enaelincnt und^haUfee 

re;^iNti |rd uiuh r lau^ (d otIu*r eountner^, should arian;^e to conform, 
to the provisions of the Aet within fi\e vears of the jiaHsiie" tif Uie 
A( t (Para^rajih M'J » 

Utro An\ hank, Indian or non-Indian, widiin ;4 to do bihkinp 
hnsne ss in India should Ih‘ reipiired to take (uit a In eiiee frOlU lt>» 
Uest‘i\e Ikink liicinueH hhoukl lie fretiy oranti^d to th<‘ alf^^ady 
r.stal>h dM d hanks Tla* lueiimn^ author it v ''luaild see tliat tin* 
proMsions of the law and anv other eondituvris s|>t*eitit‘d ui Ihe 
1 j< en« es are < oinplu'd with (Para^^raph Ts'st > 

r 

( PHh I’he following provisions should he made m ihe 
A<t ~ 


(i) M\ei\ institution tluinp^ l»anlviu^ hiisiiu’s- in I11J14 

othei than a ioieif:n liank should lja\c a niajoiit) oC 
natuial Ixirn or doniKiUnl Intlian direi tors 
pia[)h (>H*l ) 

(n) No n« w hank, t>tliei than a fori i^m hank, should he 
allowed to utK*rate in Prilisii India uniesf, a % 
luajoritv of Imhuu shareholders and is iiu oi |xjraled 
undei the Indian law (Para^uaph 

(no ( >r}jiani/utiun i»f a hank on the Manaj^inp A|*iin< v 
svsiein should he prohibited (I'aragrajdi tVtd ) 

livj A juint-stotk l>ank with limited hahdity repu-tt re<i tindm: 
the Aet should not coinmenee Imsiness nntii Us pliid- 
up eapital rs at least Hs. 50, IKK) Its uuthon/:ed tupi- 
tul should not l>e more than double tlie suhseq;^;^ 
nipital and the paid-up eajntal should not l>c lew 
than 50 |>er cent of the Hub>^'nlH*d eajutal Ixdorelcom- 
mencement of Imsmess ( Paniijfnrpf] f*05 ) 

(v) Tliert' should l>c a sejxirute index of tlie names of UMiM)- 

hers of a banking <x>in|«iiiy for readv refenuiue ilid 
insiKjetion by shareholders (Paragrapli 

(vi) InstiiutionK doing banking huaiiiess in Iiuha idiould be 

required to keep a gejuirate register of shares owaad 
by non-nationals, (i*aragra|di 61)8.) 



•« 

(vift Thw should In' n provision in the liai^k Act mpiirjnp 
ifje dim torn to lUn tdi' witliin t wo ouiutlm of tho 
of proNf^nnu ion of Ininsfer to the Imnk ^^lu'tl^f^r 

the transfers shall \h' regiMeml t»r not (rnrnpniph 

^\i5p I'arrirularB of < erfain inortgagOK an«l <’hari:es ^l»ordd he 
filtMi with th<^ IJe^^istrai of Joint^Sfcv k ('oinjmmes of 
the provinio where the bank has hpatnhes. ^Tara 
grajdi Toj t 

iw) (*ertam prior < harj^'ev; on unntovahh^ pro|k«'rtv aripored 
by a ln»nk houhl he reinKierrd. (INira^rraph 7oj ‘ 

(\> Satisfaction of a nii>rt; 4 shoiiljl Im‘ laaordeil hcfoif (Ih‘ 
lh‘;;istrar, tl'ara;jraph TO.'I ) 

(\if I ritij tlic reserve fond eipiaU the paohup (UpOal, JUt 
funouiil e<j\ial to at least '2\ j«M <a'Ot ol a l»anK s 
paitioip < apital should he taken ladtac <iisf nhoi imo td 
di\id(Mul lo a r('s4'r\e lutul. iharapraph Tnjj 

Kn) Ailvances to an auditor oi a ineinher of a ririn of aialitom 
of a hank should he prolninlid. Mkua^’iaph 711 > 

(xni' d'he creation at any tune of a mortgage or chargr on 
a hank's un<'all<Mi capital or any part tlicrenf should 
he pruluhitral fl’uragiaph 712 i 

(\t\ ( ( ifha iTs and dircrtors of a [»ank should Ih' rendere I 
hahje lot onusKion lo state material farts m tla n o 
[KHts or m (he prcM'ntat ion of lla* aceoutilM of the 
hank. <raragra|>)i 72n » 

(\\) Any [XiNiniUit to an auditor of a hank m inidilion to the 
amoutil of remuneration fixed at a gi-neraj titef lmy 
of shareholdfTs should hf' iiivalMl uiileHs fixed or con 
firmed hy tlie shareholderH. ff^iragruph 721 i 

(xvi> Tiie ( xisting form of tlie halanei‘.sla'el of a hank hIiouI I 
he rcvisial a*' iiuliiated. nkira;,'r.»ph 7.’in.i 

(xvii) Bail tlelds muRt l*e written off and if fui! proMsiotj in 
made for doubt ful dehln, the figure of loans and ad- 
vanees in the halanee-Rheet Hhould h<‘ given after 
deducting tfie amount of mieh provision, ff provision 
has not Iwvn made, any halame of doubt fu) delus not 
fuHv provided for should hf^ sfiown as infiirah/i m 
tl»e n viw'd form of the Imlanre nheet (Paragraph 
727 J 

(xviiii The tirewrilied baRin of vahiation of seeuntiefi siKiuhl 
Ih* that tiie vahmtion Hhoiild m4 h* in exeeiiH of eos( 
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or market price, whichever is the lower, (Paragrapli 
720.) 

(xix) IkuikH kIiouUI display a copy of their entire balance-' 

sht^t in lien of the htuteiucnt in Form (J and tdiould 
<ontinne to display it until the ne'xt following state- 
ment iii fuibiished, (raragmph 7d2.) 

(xx) The annual general meeting of a hank sliould In* hefif 

not later than three monthn after the close of the 
year. (Taragraph 734 ) 

(xxi) A ternfxirarv moratorium on the recommendation df 

the Ucs<Tve Itank to prexarit untinuly an<l eoinpuh 
Hory liquidation of a hank \\hi<di i^ in difhcuHiaa 
should l)<‘ |xTinit ted. ( l'arrigni[»li 73r>j 

(xxiij In the case of voluntary lujuidation of a hank, the 
»pjH)inlinent of a liquidator sljould he madf‘ l)y 0r 
wall the ap[m>val ()f the Hoard of Hireitors of the 
lh‘s(>r\<' Hank (Paraeoiph T.'.a j 

0f. 

(xxiili TV()\isi(>n for sah‘guirding llie iiderests of ( red i tom 
in the caM* of (‘oinpuNorv ii^piidation »>n tin* lineB nf 
tin* (I'nglisla (’oin|>ann*‘' A< t . I'aia. is suggested. 
{I'aragrapfi TfO.t 

(x\iv) Idle \< t .-hoidd proMde for tlie np|K)in( inent of coni' 
tnitt(s‘s of tion in the v:\^r <t( ('onqailsory as 

well as voluidarv liquidation of a hank, f Paragraph 

7413 

(\x\» Ti sliould he incumhent on every seller of hanks* 
sliares (o give the actual nunihers of the sliares 
the tnn<‘ he selK them (I'aragraph 74>^ ^ 

(IDTi Ih'gulatious of loans hv hanks slionid he h ft to lh<j 
<li,s< r<‘lion of tlie management and the ('ontrol of the l>oard of 
d i re< ' t or s (Tara graph 7 08 . ) 

(P.)8) It should he one of the fiinetions of the Ttes^^rve Bank to 
haul its 'ohiee and cO'OjH'fation in cases f>f amalgamation or re- 
construc t jon of hanks which arc in diflienhies. (Paragraph 736.1 

tllVd) There should l>c w>me arrangement under which the 
Indian emlitors of a non-Indian hank taken into li<|Uulation should 
^Imvc I. prior cLum on its assets in India and should also share in 
the generfd distribution of its aj*.st'ts outside India should there he 
i shortage in th<' as-ets held in India. i Paragraph 7133 

In every Tbn\ersity there sliould l>e mme arrangements 
for the inihhng of slwdeiite at reeognir,ed inftti|uti<ms for 
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cour«es of def^roen in oominortT institnti^} hv th«^n. (Paniuraph 
755.) 

<201) The Huggention that armngemeniH nhoulil K' rninle by the 
Indian In«tiiute of Iknkera for Uiiiverait} kvmres and <x>urHe8 of 
inwtruction at diffei*ent centres in the subjfvdK included in the 
cumcuhirn of the Institute ih commended for tht» consuleniuon of 
the luhtitute (Paragraph 701 ) 

('202) If It could Iv arranged, young Indians jiOHsesHjng high 
qualifications should after they ha\e had a goo<l prehiiiinarv frain- 
mg in hanks in India, l^e sent abroad to study advanced 
banking. eK|K'( lallv international exc hangt‘ and (»ther suhjiHds con- 
rvN ted vv^ith <urreiKV ainl ex<'hange (Paragnijdi Tfiti i 

(20.0 Wherexei jH)ssihle, iiHlnHlion should given in Hecond- 
ary h hook in eleineruaiy flk'<t>unling, clwcounl, < )o|H»nvtive [>rin- 
ciples and eltunents i»f hanking and tin* suhjiHMs hliould Im' taught 
systematica IK \v}ier<o<‘r intro<luc4»d (Paiagrapli 7(iH > 

(*2tH> The Niiggestion that the liulian Institute of Hunkers 
fthould arrange, in different uujKirtaiit <entreH, for oourwa of 
ieciures in the vernacular of the lYiinmuiuty to which the 1 (k^ 
indigenous hunker kdongs and to hohi speiual exairiiriations, on 

reaiilt of vvhuh certith^atcH couhl he awarded may be conaidered 
by the Institute (runigraph 700.) 

(20")) Sons of the indigeiuniH hanking fainilies should be en» 
couniged to join joint-st^Mk banks ^l^uagnt|>ll 771 ) 

('20f)) The (jiiestion of inclusion of (av-opcTuiion lu Oie ('urncuhiin 
of Btudies for the exarnmation of the Institute of Bankers, at leaat 
as an optional subjec t, is coirjrnend«*d for the eoiu idorution of tlie 
Institute tParigraph TT'M 

(2t)7i ( loM‘r Ntndv of marketing of agricultural jw-oduc'c sliouid 
be introduced in tlie (cvojienitive training institules. (Pumgrapli 
776 ) 

(21>m (a) ( *o-o[K^rHt!\e educ*atKHiiil iristilutions sfjould fs' eatab- 
Ii^IkhI III ea/'h province*. ITie subjec ts to be studied should inchide 
co-op^nitive education, propaganda, progressive farming meihoda. 
banking, accountancy . rural economy, marketing rneihcala and 
niral indimtry 

(h) There ahmild be an AlUndm (Operative (Vdlege for tho 
higher studv of cfM>peration and allied mihjcx^ts and research work. ; 

ic) The Pronndal and the Central CcKiperative Collegoa slKniJd 
not be Government in«litution«, but ahould I>e left to organizsttonf 
oandneidd by co-operator« thi^aelvca, though Government may 
tmaat by means of grants* (Paragra|di 779.) 

2t 
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VXXff Officer* of co-operative, central and provincial banloMihoald 
Itave received full training at, and passed the examination of, tb* 
cx>^)perative educational institutions mentioned aboite and this 
aiiouid be an essential condition governing the recruitment of the 
staff of officers. (Paragraph 781.) 
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Mlimtc of DiMNmt by Mr. Y. Bamadm Pantolo. 

THE 1XHI0EN0U8 BAJSKINU SYSTEM. 

1. ^ It is with the uiuiosit Jiffideace ihtii I Tenture t« give 

aion ia this minute to mj views on the future develej^ent of ludi* 
genoos bauking. I fullr rettliee that my eolleatfuee nave beelou^ 
much thought to the problem, eviticed coueiderable deatre to develop 
indi^nouft banking and made verv helpful reoommeiidatioiia iu that 
l>ehiilf. The repreaentativesi of tne Indigenous baakera tliamielvee 
do not seem to hare asked lor much more. My task iherafore 
becx>mes all the more ditfieuH to justify the neeoiiiiy for this 
minute. But I felt that I would be failing in niy duty if I did 
not gire expreasioti to iny strong conviction that the quaalion of 
placing the indigenous banking system as a whole on sound, stable 
and amid nioflem foundations cannot be saitsfackirily solved by 
the mere provision of {aeiliites^ however valuable they may be to 
individual private l>ankers, selected for spetnal tieaiment bv Ih# 
Reserve Bank or the Imperial Bank. There is too much of per* 
eonal element in it and too little of system. The success of thi 
scheme must in the long run depend not upon the survival of a feu 
individual bankers to take advantage of it hut UjHm the reorgant(Uu 
tion of the indigenous banking classes so as to bring them iith> the 
hanking srstem of India. 

2. I admit that the esUbtishment of the Reserve Bank and the 
provision for the indigenous hankers (who satisfy certain prescribed 
standard^i) being put on the Reserve Bank's list of hanks eligible 
for discounting and redist ounting facilities and the Imperial Bank 
giving aeilain facilities such as using them as agents for fMiHe<dbm 
of hills and cheques and diiaounting tlieir bills more freely, uill 
to a eertain extent improve the position of some of the indigenous 
bankers and increase their contact with the joint stock Imnxs and 
the money markets. But I feel that these arrangements by them- 
selves will not help to develop indigenous Imitking system Us a whole 
and arrest the decay that has already set in into the working of 
that system. I am of opinion tliat there is need, as well as scope, 
for refonn of a larger fnagnitude and more far reaching character, 
I have from the outset of the enquiry felt that something could he 
done to confer on the indigenous hanker, who carries on pure 
banking, the legal status of a liankcr hanker with the privi* 
lej^ and responsibilities attaching to such status. I can see no 
duRcultv from a banking or legal stand-point to bring faintly 
partneribips of indigenous hankers, as well as individual bankata, 
with requisite resources, within the scope of the Bank Act reoom* 
mended by the committee. It should surely not be diftcuft to ftx 
ftandardf*^of eligiUHtv for reipstratloii as laiiikeri and to frame a 
set <i| banking r^rulaliimm which aie suitable to the peculiar con* 
ditiem of such partnerships and banfamt. I do not see why a bank 
dkiuld alwavs m aesoeiafed with th# joint stock and the dteidend. 
Transform the private hanker into an indigenowi hanker ^ fuim- 
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create a reiogniaed field it>r indigenoua banking as an boncmiiibla 
prolension and make it an ini^at part of tbe oomlrj^ baiilting 
•ystem. Thai shonld be part of our nlan to build up our modem 
banking Btruciure on indigenotti ioundatioiis and to supplement the 
joint stock and cjoK^peratire effort in the banking sphere* 

#i. The adaptation of indigenous banking system to modem ie« 
qoirefsietiU is a phrase of which one bears a great deal; but what 
ita preeiiie implications are and what the means whereby it can be 
accomplished are matters on which very little light has hitherto 
been forthcoming- The present enquiries both by the Provincial 
Committe^^ and the (Central Committee* have however thrown a 
certain amount of light on the activities of indigenous bankers and 
the role which they may play in Indian Banking Organisittiou in 
the future. These ImuKers present a bewildering variety. Ac- 
cording to the i^nsus of 1921 the number of bankers w^as about 
1*461,0()0 and included Bank mariagers* moneylenders, exchange 
and insurance agents and money changers IVrhaps for the first 
time in the history of Indian flunking, the attempt is made to give 
a more resirictetl and technical meaning to the w<»rd« ** indigenous 
banker obviously with a view* to separate those whose main, if 
not sole, business is banking from these who are pi iinarily money- 
lenders or traders or land owners doing some banking and to bring 
tlm bankers proper, to ths extent p<isiible. into the imnking organi- 
sation of the country- In the Committi^e .«* sfdieme, those who shed 
trade and other busineBs which thev at prcBeni «*oml>inc with Hank* 
ing and confine themselves to hanking, that is to say, receive 
deposits, make advances and discount htindies and Hills, are xnarked 
out for special treatment. Eligibility for such treatment is how- 
ever not restricte<l to re<*ogniseu claNnes of private Hankerji such as 
Chetties. Multanies or Harwarees Hut is conferred on all classes of 
people, |>rovide<l they elect to engage them'^elves in Hanking proper 
and conrorin to certain conditions and standar<l«. This is perhaps 
as it should He having regard to lumleiTi tendcio ies in sexual evolu- 
tion. Xotwithstandiug tne fact that the designation indigenous 
banker thus no longer carries with it implications of u hereditary 
or traditional occupation, it does carry with it a notion of historic 
Continuity of the syMtem of banking^ which has long served the 
people of this country well and trulv end which still senes them 
very' largely, though not as efRcientfy as the altered conditions of 
our social economy require. The designation has acquired a new 
oonnotation in the report and will ‘uKin gain new currency. The 
joint stock banks owned and managed by Indians and the co^ 
operative Hanks which were imported into India from the west and 
planted on Indian soil, which has fortunatelv proved I'ongenial. 
art iJin indlifenous in a sense. They are not foreign. So are the 
toafi and Kidhis and chit funds for whose devetopmeni on 

llnee suited to the people served by them we have recommended 
meoial legislation. In anv scheme of banking reform for Ind^ 
all these parti of Indian banking organisation ihonld be brought 
together. 



4. The quettion iheii u dm l^nkiu^ be deTeloped 

«ide with the I»dteii comxuerciia and co-opemtiTe litaikef It 
there ri»om for itF li there need for itJ* Before aneweriog thee# 
questionii it muel be firat aecertained whether there ie any indi* 

S noua baukiug left iu the cottotiy to be developed. This tiUk has 
eu admirably perfariued by the provuRtal banking coiniiuttee# 
who have collected and marsballed valuable material n^atiling the 
mgnuimiion, methods of business and capital of the indigenioui 
baukern and the vast extent to whicli internal tradei ooMtnerc# and 
agriculture are still financed by theiu. Our report sunniiarisef 
these details. On the materials on record I am unable to share the 
view that the extinction of the indigenous banker is a inatier of 
time and will quickly follow in the wake of the esk^iiansioti of com- 
luwrcial iind m-operalive Imuks. As regards the resoiiri'es of the 
Indigcnoufi liaukers w liich are made available to the economic 
devebrnment of the country, they still constitute the bulk of the 
capital of nil the credit agencies put together. The External 
Capitol Committee who enquired into the available capital re* 
iw*urce!^ of the eonutiy say that the indigenous tmnking system 
“ fulfils valuable functions in affording erwlit facilities and it will 
1^ required to fulfil them for a long time to come. Every endenvfiur 
should therefore be made (o utiline it and to fit it into the tmxlern 
banking system which is lieing developed in runil areas If th« 
borrow ing policy of the Goveniment «|H*cinllv shfirt-lertn Iwirrowing, 
nnderg<N*^ a change the resources of the indigenmis hankers wdnch 
are dwindling will l>e greatly improved. It may be iis lluit 
mitiee points out that the ** indigenous system is in itself tncnpiibla 
of development to an extent that woubi satisfy the banking require* 
ments of the «*our»trv That is why we are developing commer- 
cial and C(v-operati V€» banking als«>. So much for resources, 

6. As for human material the findings of the ProTincial Com- 
mit teee generally speaking are that there Is still plenty of tradi- 
tional knowledge and skill available and that the members of these 
hanking elas#4*s are known for their honesty, business habits^ 
resourcefulness and aptitude to earn and save money, A certain 
nuiiiKer of them are said to work at present on largely modem linea 
and transact all kinds of businese which the ordinary joint sira^k 
banks do, including the issue of pass hsKiks and cheque lK>ok«. It 
is further stated that the system of banking pursued by the better 
Hass of thee bankers is suited to the commercial and finaticial 
genius of the people, their local requiretnenta, habits, customs, and 
traditions. In any scheme to link up the private banker with 
the general bankiiig organisation of the cooetn^ we can of course 
accept only those who conftne themselves to banlciog |>rap«r and do 
ao trado. ' fSiaha’a Karlj Earo|>«an Baokinf in India, papo 2M.} 
Tlieao faet« ar« holpfnl to aimw that thora in |>rnmiaiii|r matortal in 
th« eountrjr on th« tonadation of which on# wmjr of th« »uminttye~ 
tar* of tli« modMit bankiiw i^ton of the coantrr r«a r»« haiit. 
(See Earljr Eampenn Baakinp in India, pa^ 236.) 

6. Thm ia thw room for iadigenoa* hankinir •yotom and for it# 
derdopmeat. I ahall now **t oat mr reawma for the view that 

2lf 2 




tWe is aliio a clear need to re-organise our indigenoui iytleiii d 
banking on modern lines, in addiiton to developing commercial and 
co-operative banks. The following are my reasons: — 

(i) I agree with my cxdleagues that Wth the multiplication of 
sound joint stock banks with branches penetrating into 
the interior and the spread of co-operutive credit move- 
ment, so a§ to serve the bulk of the rural and urban 
i><»pulutiou, will take a very long time. Indeed the 
Iai»M»*-fttire |mUcy of the Government under which the 
joint stock banks get no assistance or cm ouragement and 
the serious encroachment on the sphere of bnance of 
internal trade by powerful foreign banks react adversely 
on the gniwth of joint stock bank. So tlie displacement 
of indigenous bankiiig is not the right policy. Re- 
constrm ting it on modern lines is more helpful. 

(u) I consider that while the development of luinking in India 
should undoubtedly be adaptt^ to modern conditiont it 
(annot Ik* wholly achieved by a mere slavish iiiutaiion 
of the English Joint Sten k Banks’ model. I agree with 
the following ijlmervation <if a recent writer on Banking 
in India. ( ommercial banks alone will not create the 
neede<l credit lor our agricultural and nas<ent manufac- 
turing industries. That the Indian Joint SUnk Bank* 
have b<»rrow'ed, copieil and trunslatef) the chief features 
<»f the English banba is an undisputed fact. * • Like 

the English bankH they wish to trade largely on ererlit. 
^ * The superficial elements alone have l>een t opied while 
the really vital and progressive features <»f English link- 
ing have not Wen engrafted on our system (Ei/fe 
Rail’s Present Day Banking in India, pge 379.) In this 
t onmH'tion I aW) wish to draw attention to the view of 
Sinhft regarding the unsuitability of the eic{>ensiv« etand- 
anls of banking establishments set up bv foreign Itankers 
hihI copied by Indian commercial banks. He mrn 
somehow or other pe<»ple cannot think of a Iwink except 
as a lofty and spacious hall, with shining cxmnters and 
a large army of clerks and peons. It is not realised that 
the iiecurity of a liank lies in none of these things, but 
in the rigorous cutting down of charges, in honesty, inte- 
grity and efficiency of management. In a vain attempt 
to win the c'onfidence of the public, expenses for specta- 
cular shows are undertaken which axe not at all war- 
ranted by the volume cif busineas (Vid^t “ Early 
European Banking in India pages 222-^V Evidence 
^ to this effect was also tendered before the Committee as 

mentioned in paragraph 647 of the Repewt. 

(•Ill The savingt of the people locallT collected iit the form of 
depoeita by the Coinmercial tiaiiks are tranmit^ to 
ciisea and large urban emtiee for more fcwemniMe in- 
veitmenta than ran he locally found. CoUeotton of 
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limall mxingt by ihr Uov«ruin«^U tbrt^ugb {KM^tikl mxiuy^$ 
baulu aitd c^rtificatai, however bt^u^ficiiil th^ policv 
may in ath«r resp#ii# nimiliirly ularvtNi loeiU nmin 
bv mt«xc«ptitig the reeourcee oi local baokiug ageocm. 
More than one Provincial Uauking Ku^uiry Ommittea 
adverted to the fact that mofuaeil centres epecially rural 
areas, suffer for want of funds, aa capital raised in thoi© 
areas by the banks is not made available for local re- 
quirements. Perbaps it may nut be feasible to remedy 
this evil by iinj>o«ing coucfitious on the Banks as to 
where they should invest their capital. {Vid 0 jiitra, 
f>42 of the Report,) That is j>re<iselv the reason for 
developing local banking agencies which will be more 
truly iier\'i(*eable to the janmle whose savings they can 
mobilise to satisfy local needs. This is the iiuulamental 
claim of (o-operutive banks for fuitlici development mid 
indigenous bankers can laijgely supplement the activitief 
of eoH)j>erativc l>ank^ in this diriHtion, This aspect of 
the matter is also rtfiogrused by my < olleagues in paras. 
144 and 145 of the report. 

(ir) The real banking agency of the petiple still lies outside 
the iiuKlein banking oiganisatiun ot the country. Agri- 
culture, rural traae and rural industry derive their 
finance almost exclusively from the indigenous agencv. 
So do small traders and handicraft induitiialisis in 
urban areas. The finance thus derived is considerable 
atiii enters very largely into the ecoimtnic life of the 
vast rural and urban fKipulution who depend solely on 
it, Nevertheless the terms on which the indigenous 
banking agency finances the tnovcment and purchase of 
produie or of importer! goods and the rules id interest 
charged to trade and industry for iiccommfMbition are 
onerous and not condimive Ui the development of our 
internul trade, coinmerf e and industry, 

(v) The evils of uncontrolled moneylending are increasing 

with the deterionitive indigenous banking agency of the 
pn*»{>€*r kind. More^iver indigemuifi bankers art* transfer- 
ring themselves into usurious moneylemler#. Pnlike a 
banker he does not weigh each rlebt by itself, but 
balances good against bad debts and in onfer to enni an 
average return on bis capital, distribute# his risks on the 
tranaartions with his various clients. This operates bi 
the prejudice of goml borrower#. 

(vi) The operations of the indigenous Imriker# lie outside the 

influence of organised joirit-slix’k banking svitem of tha 
t^untry, very little afleiied liy the credit poYicy of thoea 
Imnkeri* 

(mi) Only a amall portion of the demands which indigeaotia 
bmakerf lupply ie derived from the banka and that only 
at timea of monetary strifigeiiey or premure. Ifor do 
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indig^oous biiukeri^ place their idle funds with the banks 
cither as demand or time defiosiis. So the banks are not 
in H position to adequateiy interfere to moderate or 
govern the operations of private bankers dealing in 
credit. 

(viti) Conditions for the extension of the bill market cannot be 
adequately created without organising the indigenous 
hankers who»e knowledge of lo<‘al trades conditions will 
form a valuable basis for good trade bills. 

(tjr; There are thus no iiieaus available to secure for the Central 
Banking authority^ which is expected to be set up verj^ 
Jk>oii. an effective control over the credit operations of 
the indigenous bankers, although they admittedly form 
an important Huib of the banking ageacT of the country. 

7. It is my firm conviction that if the iiuligenotis bankei |mt 

on a stahitory basis by registering all those who wish to avail them- 
selves of the provisions of the Bank Act it will impart vigour and 
tone to the whole sy?*lem of indigenous banking and result in the 
iMOtn i>f tlo* existing indigenous banking agency to 

finaiici* internal trade, industry and agriculture on terms 

which mmlern comlitions demand and which ensure th*» etonomic 
development of the iMmntry. I agree with my colleagues that if 
indigenous bankers tire brought within the sphere of ojn^ration of 
the Ueserve Bank a much greater pniportion of agricuUuristH will 
be henehted than if the Iteserve Bank dealt wdth joint stork banks 
and the provimial co-i>peralive bank^ only. The>e proposal** will 
further result in V>ringing about a closer contait Wtween the indi- 
genous banking system, the coinmercial Imnks and the Central 
Banking authority and secure to the latter a large measure of 
contit>l over the operations of the indigenous bankers who are still 
the largest credit agency of the country from the point of view of the 
funds handled. ConditiouM net'^essary’ for the extension the bill 
market will be also forthcoming. As an enthusiast in Indian Ivank- 
ing reform puCs it, we shall have then helped to ** l>roaden the 
channel between the baxar and the banks, enlarge and quicken the 
contact between these two elements in the Indian banking system 
and secure that cretlit operations throughout the whole system will 
respond to the jmlicy of the Central linking authority”. 

8. 1 am, however, told that indipsnoua bankers do not like the 
idea of rewiitering themaelves as bankers under the Bank Act. I do 
not see why they should dislike the idea. Now, lawyers, audtton, 
doctors, engineers and men of other pitifeseions eonsid^ it an honour 
and a privilege to be registered. They have acquired a status and 
dignity by the very act of registration under tne aeveral statutes 
pertaining to their profe^tons. The registration I contemplate is 
not a writ of restraints but a charter of rights. If the leaders of 
the indigenous banking communities take up this question and 
popularise the idea, I have no doubt it will be entlmsiastically 
received. It must be impresaed on them that ** it at this time 
when the general banking machinerr of the country is being re- 
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org^ui^ni, they mtnm to Wouits iervie# 4 iUl 0 m iiw duiH'iioii oi 
60 Ubli«liiug u real monej miurket iii the couaiij* mtx utiempi uoul4 
be made to exclude them ixoiu the tiatmual eretiit econoiuy ol ihii 
country 

9. It i» then aekad why ehould they register themeelvei under 
the AkIY What will they get ae pro ^uoY 1 sanely think 
that the quet^tion artee#. According to all actounU tlu» claag U 
steadily ioaung ground. Except from limited circlen of their frieuds 
and acquainutuce® many of them are ntsi able to get dejnieits or 
loati8 for their buBinea!*. The Indian ('httml>er uf l\mi!iierce» 
Calcutta, have deMriWd the position very ilearly. Iii their ex- 
pren^ive language ** The |H>(»iti<ut Uwlay iti that the Jiuligenoint 
rankers in India are tike Lilliputians who in spite cd their nuiiil>er« 
are helpless in tackling financial problems of the country I do 
not w i«h to dwell on the causes of this deterioration in their position 
or as to why they failed to develop into modern bunkers us the 
merchant- bank era of Japan did in the wake of the econoimc re- 
organisation of their tountry. The very fact that they carry on 
banking a** recogniMnl bankers and submit themselvch t(» regulations 
which are framed to protect the interests of depositors and to 
ensure the adoption of efficient business methods will inspire con- 
fidence in the public and will enlarge their resources, aucl expand 
their busineiis. There is a great future before them if they move 
with the times and adjust themscdves to nuKlern condilions and do 
not by their adherence to out-of-<late metloHls court then own ex- 
tinction. In this I fully share the ofOiiniHin of my ccriJeagues 
(para. 146 of the Kep<irt). 

10. If t onsideration^ of ywn/ //ro do ei^ter into the <piej«tion 
of this reorganisation <»f indigenous bunker# tlo re is much to la* had 
in that way Uhc Their position lutiikets under the law' the 
land will surely entitle them tc* be plured the same level at 
jaintHstock banks in many matterg like receiving money intt» their 
counters without stamping their rereipts nnd having remittance and 
collection facilities on tennt open not to the general public but to 
banks. The more prominent of them who have their <»ffices at the 
provincial capitals where there are clearing house arrangamentt 
may claim membership of the clearing houses. I see no reason why 
bankers* lien may not be extended to them. The provisions of the 
Bankers Books Evidence Act will be attracted Ut them. If and 
when the joint-stock banks get any facilities for sjmedv determina* 
iion of their claims or reduction in costs of liiigi*ti<m, the registered 
indigenous lumkers will have them too. The Reserve Rank wrill 
neoeasarily have to make its choice, for enlistment on its rrdl of 
banks and lainkers entitled to discount and rinliscouni facilities, 
from the ranks of the registered indigenous hankers. The Imperial 
Bank will similarly have to choose for its agency work for coDectioii 
only registered bankers and m too it must offer discounting faeili- 
ties only to members of that elaas. The associations of the regiaietred 
indigetious bankers will then have a wider influence and higher 
preftige than those of a nebulous class. The whole organisation 
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will thu* undurg^o a tiiarveliouit chang« and a naw orientation will 
l>« given to the indigenous banking srstem. 

I tuako the‘‘e reservations in subscribing to the chapter on indi- 
genous bunkers in the hope that possibilities of banking reform on 
the hues indicated by me will be explored ahen the time cornea to 
enact the Bank Act and the Keserve Bank Act. 


V. RAMADAS pantdlu 



Minute of Dissent by Nallni Ranjan Sarker* 

1 am coustraiocHl to write ibis miaute of disK^eai m there 5#, in 
imporiant retijmU, u fumlameatal difference of uutltHik l>etweeii 
the majority and iiiyM*If. The terms of reference inun^sed on u», 
acoordiup to my uadersiaudiag of their significance* the duty of 
inve^itigutinp the entire problem of Indian banking with s^Hnial 
regard to our uatitmul reouireiuent?^. The findings of the majority 
are, in my opinion, inarM»dly in the nuturt» of a compromise, 1 
am not in every case averst* to ti compjomi?i€\ hut I believe 
that ill certain iespect?^ the coiupronuse hnn “ overshot the mark 
1 feel I must state my views st^parately. 

2. The subjects on which 1 found my views to Ik* sharply at 
variaitie with thti#e of majority, iis also with tlit>se of the foreign 
experts, are those relating to industrial finame and the fiiMuu ing of 
foreign trade, with relevaiil referenre to the future status and 
function of the Imperial IJank. 

3. In regard to the prohlem of Industrial Finance it has he<?ri 
impoeaible for me, for reasons stated hereafter, t4» endorse the 
lukewarm attitude of the majority in support of u matter of such 
grave national xmiKirtanoe. They have alw> imiitietl to refer to 
certain important tlelaiU, which are iie<‘©«sary to give an intlicaiion 
of the line of aetioii to ihofie who will la* res|M>nrible for the 
initiation of eciteineii of induiirial hankie. I have iilao thought ti 
advisable to refer to the quest ion of long ienii imlustrial rredile 
pa^ieularly with regard to their working m other (xmntrifui and in 
Ihie behalf I have endeavoured to meet the ol*jet^tions of the fmreigii 
experta to our propoeal for an induatrial corporation. Again, 1 
differ markedly both from the arguments and ixtmluiiums of the 
majority in remrd to the financing of foreign trade. I fKiiisequeni- 
ly also differ from the majority in their endeavour to maintain the 
exiating status of the imperial Bank even if no special arrange- 
meiit is made for the Banks undertaking foreign exchan^ 
Imainaes, and in this I was influenced by the fact that this bank 
cannot expect to have the privileges rightly lieloiiging to a national 
institution so long us the majority of its shares are held by non- 
Indian interests. 

4 . Now, even assuming the full acceptance by (iovernmeni of 
our recommendations in regard to the assistance and euf’^iuraga- 
meat of Indian banking, and the imp<miticm of the resiricdions 
tea>nuiiendfed by us upon foreign itistiluiions the point should l>e 
dUmriy borne in mind that these alone will not he found adequate. 
Thara is yet another a#}»eri of the problem that rec{uirs«i to l»e 
preaanled. It is evident that ultimately it is left largely to the 
people thmnselvas to develop their own rnstitutions, without which 
no outside assistance can Iw tnimpletely effective. Accorflingly, 
the ifutiatiTe and support of the jwKiple should l>e regarded m fac- 
tors of vital importance. With their coufideroe and c^>-operation , 
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there ihouhl be oothiug to hamper the healthy developmeat of 
ludiaa haaking. 

5. Among the many lactoni that are reeponeible for the present 
baf^kwardnees of Inciian banking, the lack of faith of the Indian 
public in onr banks is one, a manifestation of the general predilec- 
tion, unfortunately rather too common, in favour of thinga Western 
and against things Indian. I can. of course, appreciate the 
timidity to the extent that it signifies the fear of one who has 
slender resources which he naturally hesitates to risk by placing 
them in banks. But what I cannot understand is why a bank is 
believed to be sound simply because it is managed by Europeans 
and to be unsound for the sole reason that it i.s Indian. 

b. This timidity has been accentuated by the failure of some 
Indian banker, of which too much is made by interested foreign 
conceriiH. No one will seek to extenuate the crimes and follie*' of 
one or two Indian banks, f»uch as the Bengal National Bank, in 
the past, Viut these require to be viewed in their proper j>erspeclive 
and projKirtion. Mismanagement and dishonesty in banking are 
V»v no means a monopolv of Indians. On tbe eve of her commer- 
cial expansion, (treat llritain likewise had u number of failures, 
but banking was iHirne on the high tide of economic prosperity 
and the nation had little difficulty in consolidating her banking 
svHtem. Mu<‘h the Home can be said of other countries and in fact 
iif>me countries even now are suffering frr)m what may l>e dest‘ril>ed 
as an epidenii< of fnuik failures. During the nine years 1921-19:^, 
the bank Huspeusions in America numbereii 5.(>42 involving deposits 
of 1,7 22, 480,009 while during the first eleven months of 19.‘10 so 
many us 981 banks with a total deposits of $615 million suspended 
business. (National (*ity Bank Bulletin — January 1931.) The 

f henomenou is, therefore, not pecniliar to India and a few bank 
ttihires, negligible iu <oinpari»on with those of other oonntries, 
should not lead to a blind preference for fortugn banks. As pointed 
out by the Punjab Im|uirv Committee, of 1913, the bank tailures 
of that year were not due to anv inherent inefficiency in Indian 
lumkiug organisation nor to any incapacity on the part of Indians 
in managing banks, but to causes inevitable in the formative 
stages of banking in any country. 

7. On the other hand, the facile <x)Dfideiice in foreign banks 
is often quite inexplicable. The Indian institutions issue balance 
sheets, which are comparatively much more informative and more 
calculated to give a true idea of their intrinsic position. Tbetr 
head offices are situated in this country. Their meetings can be 
attended and any necessary information is easily obtainable. I^n 
the contrarr in regard to foreign banks it is next to impoesiUe 
to know their real position from their Imlance sheets. Their head 
are situated outside this I'ountry and most of us can have no 
acH'ess to them. Nor have we any means of knowing much about 
their direotors. or what their veisted interests may be. These 
considerations would lead one to expect an attitude of greater 
scepticism towards, and less confidence in, foreign baiiks^ whereas 
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placing a bandicap ou the national and offering a bounty to foreigii 
banking enterprise in this country, I do not wiiih to withhold my 
tribute to the elfifienry of tome of the foreign baitki» but it li 
neceswiarv to point out that efficiency is not a pieiogative of 
foreigners, 

8. My remarks are largely prompted by the consideration that 
the psychology* of the Indian public is IxiUtid to have a vital 
influence on the suc^'eaeful development of lianking in this country. 
This psychology which ha» till now shown till the chamcteriatic# of 
an infenonty t^*mplex, i» showing signs of change, and it is necea- 
aury that we should contribute our conscious efforU to make this 
healthy change j>ennnnent. Failures mav shake our faith in our 
institutions for tl>a time, but, if our faith W not utterly larking 
and moreover l>e suppiKecl on rea^iou, we should W able to support 
our lainkH thnmgh their jiertod of struggle until they get firmly 
esiablijihtKK True it is in most cases that {veople get what they 
deserve. It is certainly true of banking in India. 'Ihe remedy 
for the ejtistiiig defects of Indian banks does not lie in turning 
away from them, but in demanding of them and assisting thetu to 
maintain a suitable standard. What is essential is an alert public 
ttpinion in regard to the methiKls and practice^ of Indiuii banks; 
not merely a critical liut alsci an enlightened opinion. It up to 
the leaders of Iiolian thought to rouse our p«*ople from their 
aixustomed i^uthy in these matters to a better ajipreciation of the 
situation, \vitli vigilance and sympathy on the part of the public, 
the jK>ssibilitj" of failures will f>e greatly minimisfsl and tbiw in 
turn will serve to t rente greater confideni:*# in their own c^iuntry- 
rocn to the mutual l>enent of l»ofh the banks and the puldi*’ I 
hope, it will l>e agreed that I am right in thus calling attention 
to the need for developing a lively and enlightened public* opinion 
in regard to Indian banking enterprise, for it is «<»t bv Vuinking 
laws alone, but also bv punlic support that Indian Vianking will 
be able to grow and thrive. 

9. One of the aspec ts of Indian lainkiog, on which 1 w^ould like 
to make a few remarks in this connection is the prohlem of indi’* 
genous banker# the examination of which led to the recognition of 
the fact that they oc'cupy an indiapeniiable position in the financial 
system of the country. In the rural areas they render a valuable 
serriee to smalt industri^M and agriculture, although co-operative 
focietiei are steadily making a hs^way. In the urban areaci too, 
they plav an important role in financing some of the bigger indus* 
tries and internal trade but there also the cotnj>etiticm of estab- 
lished banks is adveraely reacting on their petition and im|K»rt- 
ance. This was bound to hapj>en owing to their following the 
old conservative methods of businesa. But as the Fnited Pro- 
Tince# Committee have corrmtiv observed. '* they possess wide 
knowledge and varied experience and the world would be the poorer 
by their extinction it has therefore been proposed by us to 
improve the status of thesa banker# by conferring certain Drivileges 
on them from the Reserve Bank which in effect would place them 



in a mor« advazitiigeouft a j^itioii than that of the joint stock 
bauki. In mj opinion it !^uld further be clearly etnphasieed 
that the purpose ot these privileges is to bring them within the 
tolds of the modern banking organisation. So far as the bigger 
towns are concerned banking facilities are growing through Uie 
activities of the joint stock banks. In the smaller towns, into 
which the banks have not extended their operations, it is highly 
desirable that institutions like joint stock and co-operative banka, 
run on the principles of corporate finance, should gradually replace 
the indigenous banker, wherever possible, so that lianking facili* 
ties may not be de[>endent on the cnauce of the succ^esaor positing 
the iilrera) outlook, constructive genius and business integrity of 
the original proprietor. I lieg leave to repeat the observation made 
by the External Capital (Jommiltee, that * the indigenous bank- 
ing svstrm is in itself incapable of development to an extent that 
would sutinly the hanking re<^uiremefit»i of the country ” (Rejwrt 
ol the External Capital CoJinmttee, piira, 10). 
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II ~F1XAX( FAL HKQUIHKMEXTS OF IXDrsTKrES 
(CHAPTKK XVI), 

r I am glin! that iny roUo*a|ij^ui»M have come to the eoneluiiou, 
after ?itu<lyiiig the evidetu^e placed Wfore \x$ and before the Provin- 
cial Banking Knquirj' Committee^#, that tu regard# initial oapital 
for promotion of Industrie# the exi^iting facilitie» are very 
inadeijuaie. They further add that the iie4'*ea8ity nf making 

India more sceli-^uttu ient in re#j>e<'t of her recjuirementa and laaa 
completely dejiendent on the pre4'afiou^ punoiit of agriculture 
makes it imperative that i»otiie »»tep# slioubi be taken to mobiliie 
her rexmrces for the promotion of new industrial undertaking# and 
for the ♦ vpansioi) of existing ones. In view of these two state- 
mentn, with which I entirety agree, I consoler the re^'onimentiation 
in the se<x>nd sentence of para. 401 as rather weak and halting, 

2. I iim (onvinced, and I have no doubt that my colleagues are 
aliw) cnpuilly eonvinced, that the establishment of industrial banks 
is not only desirable but absolutely niMessary. 1 legtet that with 
iheii minds fixed on the constitutional responsibilities of the 
lUinisterH in the provinces, my colleagues have loMsn led to make 
their rt*< ommendution vague and perhaps misleading. Tier, us the 
re<‘oinim*ndatioii now* stands, it seems to imply that the cam* for 
the estaldi*^hmeut of such institutimiH has still to l^e pnived Iwdoie 
the Provincial Minister takes any action. The Industrial Commis- 
sion which considered the matic^r in PUH. along with various other 
problems relating to industrie#, re<*o in mended the ronHitution of an 
expert < ommittee to consider the question of the estaVdiiihinent of 
iruiustria! banks for finaiicdtig iiidustrie# in India. The Banking 
Committee, which i« surely an expert ('ommitiee of the nature con- 
templated bv the Industrial Commiiision, would be failing in its 
duty if it did not umwjuivocally press for the eslabliahmenl of 
mdustriat laiuks in the provinces, the need for which has l^ean 
emphatically pre«sed by all the Indian wdlnesaei, including 
impirtant chanilrers of commerce, and aliso by aome of the 
European witniwMW!# of the »o-calIerI conservative school, 1 do not 
think, therefore, that it will be necessary for the future mtniiitera 
in the provinces, at any rate in iboee provinces where the Banking 
Oinunittees have recommended the creation of industrial banka, 
to go over the same ground a# we, and other Commimiom and Com- 
fuitteeft before ua, have travemed. 

3, Assuming, in agreement with my colleaguei, that it would 
be waeteful in provineea where iaduetriei are not sulfictently well 
developed to itart induitrial corporatione for uitliatag the financial 
fiMulitiee that may be provided by the industrial banks, I should 
eliU urge that the evidence placed before the Provincial Banking 
Eiiquirj Committeei and the coftclueioue they have reached thereon, 
ae alio the evidence befpre the Central Committee, provide iuffi* 
etenl maieriala which may demand a conclunive recommendation 



tt# to %vlu< h of the j)rovirues have an unmistakable need for an 
inclu»trial eorpoiation and which of them have not* In regard ia 
the latter, the iioverniuentj roncemed may perhaps be advised to 
await future developmeiits before pnxreeding to inaugurate the 
industrial < urjKiration such as we have in mind* But conditions 
in Bengal, Madras* and Bombay at ie^ast are fully rij[>e for the 
establishment of industrial banks and we shall not l>e justified in 
giving the Governments of these Provinces what seems to me the 
mistaken impression that the question of providing financial 
facilities through a specially devised institution is still an open 
question, calling for further enquiry. Their aim and endeavour 
should rather lie to take up the threads where we have left them 
and to inaugurate the next step, namely, the creation of the tiuan- 
(dal machinery for encouraging the industrial develojmient of the 
pr*>vi rices. 

4. 1 must here refer t«» the lukewarm supf>ort, if not ]>oMtive 
Im^tility, of some oi the Kuropean Chambers of Cominene and 
even the foreign ex|K‘rts. to ihe jiroposal of estaldif^hing sejuirate 
iiistituttons for industrial finance. It Hetun.s to no* that there is 
a danger, from whi« h even some <d mv colleagues i>n the Committee 
are not whollv tree, of being ntnied away by tiie notion that for 
stimulating the development ami strengthening the position of 
industries in India it is not esjw*ntial to establish any special 
institution of the nature of liulustriul Corjioration , it being con- 
temled that the clamour for provision of special finance to iuilua- 
tries is due to the inaptitude of the Indian p**ojde. To my mind 
sU(*h a contention aiqM»ars to be ijuite uniustifiable in the light of 
the experience of all the industrially advanced countries ot the 
modern world. The only notable instance of industrial enterprise 
which grew up wdthout financial assiHtunce from Govern inent or 
jfpe<‘iali«ed industrial banks, is to la- found in Great Britain. Th» 
nritish wttnesse^ who have apiveannl before wa have naturally tried 
to convince us of the ftdlv am! futility of devising spec ial measure* 
for financing iiidmitrT. lUit it must be borne in mind that England 
i* a singular instance of an industrial nation which has risen to 
eminence more or less purely on the strength of individual 
initiative. The I'onditions, in which that country wa* originally 
industrialiaed, were jwuliar to it. It was altogether free from 
the intense and fierce competition to which world induHtrv hat 
been subject in the present centurv, and bv the time world induftry 
paused into this phaii*\ Great Britain had begun to enjoy a large 
national etirplus which was far in excess of the needs of her domes- 
tic trade and industrj\ Owing to the vast expansion of her trade 
and comniefiw and ow ing to the fact that I*«andofi had become the 
entrepot of world trade the financial inec^hanism of the City had 
become ao Mrfect, that the direction of the fluid resources of the 
nmntry called for no speinal machinery or effort. Xn short th# 
ilevelopsnent of English industries waa from small beginnings and 
gradual; and when they entered upon a period of large coipaneioii* 
they found a ready and more or less efficient tnoney market in 
Loadcm. Since that tinie^ however, the eonditioiis in whieh trade 



iind industry could flouriih on a jjoHcr of absolute 
Kave not IxJon present in any oth^r country. It ia not pmaant 
even in Great Britain to-Aiy! Under atreas of modem oompeti* 
tion and with the paratnount need for rationaliiatiou, opinion in 
Great Britain has veered in recent times to the eloeer cooperation 
of fiiuinre and industry* aecured by meane of a Iwidy acting aa an 
ad visory and regulating organisation between the two, 

5. It is necessary, before detailing the practical effects of that 
change of opinion to note the harm which has been done by the 
attitude of un<x>ncern adopted by banka towarda the actual internal 
manugeinent of industry. In the case of the British cotton mill 
indtiHtrv, it has lieeu found that banka hud l>een cxnitiiiuoualy 
making advances without any attempt io satisfy themselve* that 
the us*' of those funds resuite*! in any appre^datde impro%*etnent 
of the tinanciui jiosition of the mills concerned. The result hat 
been Unit both the l>anks and the mills are in the slough and 
further accouimmlalion has been denied just when they are needed 
nuHt. The opinion of the Expert ('ommittees a|)|H>nited U» eiii|uira 
into the state of British industry is that if the Banka bad (on 
the <«treiigth of the advancet» which they were making) ac4|uaiuUMd 
themsidves with the details of manag^ement and had exerted 
tlieir influence in favour of the riH:onstructiou and re-orgaiiiaation* 
the position of the industry would have been belter and the banka 
also would liave suffered loss. All this only shows that even tha 
(*nly country whic h followed a pcdicy <»f and on ahich 

the Conservative school (as tne report refers to them) has relied, 
has later on come to grief by persisting in that [>olicy, whan it 
would to* longer serve. That Great Britain has at leo^h realised 
the wi*idoni of devising a closer link between banks and induttry 
is aiuplv demonstrateil by the establishment of such institutioiui 
a** the Sedulities Management Trust, ami the Bunker's industrial 
Development Company. 

h. It will be clear from the foregoing that it was eiwientiiJ 
even for a country like England, where individual rtiourtei were 
so large, the investment habit so ingrained and the capital market 
m weIl>organixed, to set up speciaiixtMi inatitutions for providing 
the uecea^ry financial ecjuipment and help the rational manage* 
juent of industry, 

7. In regard to nations which industrialised themselves later 
than England* the initial impetus, the subsequent progrtis and 
the mainUmanee of the position gained, have all been due in no 
small mearare to the eetanlishment of institution for providing long 
term credit and other aasiiimnce to induiiria] enterprise, IHie 
Oertnan flystem* wbieh is roughly representative of the system 
followed in all the countries of the Continent, has been summarised 
in pam, of the report. The deeeription of the system ee 

contained in the summary is not only tnaaeouate but the lesson 
of the German eaprnience bee not " been only appreeiaied in 
formulating the lecNammeiidatioiis of the (Vmimittee, The German 
Banks play a large part in the pmvj^u'on of long term capital. 
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Ihty liavu the need for au iiutitutiou to educate awd 

entouraffe the general public in invejstiiig theii ^mplua funil^ lU 
iuduiitiiei^. There was a place h»r tiome kind of ageuty which 
should obtain the tx>niidence ol the in venting clan#f and une thia 
(onhdence to direct their capital towards sound indui^triHl under- 
tiiJcings, It was primarily the hlUug of this plate that calletl into 
being the credit batiks oi Xiermany and accordingly these banks 
gave a proinineut place jiu their programme to the promotion of 
joini-stuck f‘oiupanicH. The Ueimau luvestorn are even now, afttu* 
a long period of iiidustiiuli/^Uion, reluctant to participate in any 
undertaking before it is fully launched and they have a peculiar 
preference for in whiih a leading bank has interested 

Itself. (Vide IxKik, pag<?s 11-12 and 40.) 

Thill iutimuta relation Wtween banks and industries is clearly 
emphasoied by iJr. Jeideis, the German expert on industrial bank* 
iag, who c4dlal>orate«l with us, in the following words: — 

** The banks attend an industrial undertaking from its birth 
to its death, from promotion to liquidation, they stand by its side 
while it [UMiaes through the hnaiicial processes of economic life^ 
whether usual or unusual, helping it and at the same time profiting 
from it.'* (ijuotod by Mr. Whale, page fi2.| 

8. The interest which the German liauks take in respiw^t of 

the devebqnnent of bnal industries, and which I have endeavoure<l 
to descrilie alKive, is still l>eing niaintuiued. It is no doubt true 
tlmt during the War, the banks had to give their uttention mostly 
to the business of financing the Government by the flotation of 
its loans but the industries in their turn, thanks to war profits, 
could afford to W iudejiendeiit of any help fnim the banks. But 
the titiuiiioB was again reversed after the murk had been stabilised. 
The re-organisatioii of the whole German national economy — 
including the industrial coiuerns — as a result of the stabilisatioii 
brought into clear relief the evil effects of the inflation. The 
limiies fiuirtainiNi by the itidusiries due to this fact m£ide the indus* 
tries ugnin to dejWMfid on the batiks for their financial re^uirementi, 
and as pointed out by 8. (J. FeiHlossief in an article in the 

Bankers'^ magaaine, (Jnne, to a much greater extent 

than before the War, the advances made to industrv by the banks, 
especially during the first year after the stabilisation of the mark 
(1&24), w*ere long term credit for the purpoee of replenishing the 
permanent liquid capital and some times of providing fixed 
^^pital The )»anks have also in later years niUti^ their loreign 
itmnexiona by intervening ** as members of foreign syndicates tor 
fioating new indusirlal issues on the European and Ameriosm 
markets 

9. The importance of ike O^man system in regard to our 
enquiry conaieta in the fact that it is iwfireseniative of the i^stams 
which ob^in in mmi countries of the Contincmi, and it should be 
highly inslrm^ve and interestiiig to us in coasidefiiig the needs 
ol a country like Indian where there is little or no ccMirdinatioii of 
effort in matters relating to banking and dtTeJopmant of indnstiiea. 



1(*. Iklgjuni imv# 41 gmit 4tUt to her baiiki for ##rvk^ 

to indui^trv. lu lferiu«JAy^ tlMi kiolui ir#r^ tJb« only frOiii 

which Bclguiii muld ohtHiz) Eu^h iicihI M«^n» 

a cit»^e rt*Iui)iin4>ip beiwa^ti batiks aod iuiJuMrti»^ gr^w up m tlint 
couiitry ;U a ixmipuiativaly early »tage. 1» fact the 
Geticrulc d«* !irig)i|ne (e>tabIiah<Hf in lHSi2) wm» tht* Ernt Joint 
StiM k Hank lu Kurope to adopt a purely ificiuHlrtai {Hiitcy involving 
some dc^rice id control aver the varuni# inciuitirial e^rnmniH in whicli 
it wa?? intcrei>tci], iUheis fullowed ami are ojierttling i^uctjefisfully 
to*tli*y to the ativuntage of lielgiau mduatiy. 

II 111 I raiHt*. on the other hand, along with the t^omntorrial 
banks, a spet ialised tyjK* of iinititutiotis called ** lifttiqueti d* 
A^air?, *\ has grtnvn up lor the purpaue of linanciug indu^iriea. 
These institutions^ wlm h are in em^ence Investment lianka 

the uidiistries very much on the lines of the ilertnan Banka, 

f nirtly by |mrt»cipatiug lu their capital and partly by placing their 
londs iiml shares with the public. 

12. In no other country, perhaps, is the (*onnm'tioii between 
banking and industry clone tie it tm in Hwitrerland. The 
specialiealion there has IsMtn carrioil on by the Trust Hanks, whose 
function consists in iHsuiug thair own bonds and utilising the prr>- 
ceeilsi, partly to grant long term loans and partly for participation 
in the capital of industrial enierpriM^. The reiiiarkulde develop- 
ment of the system of de|K>j»it« and aavings accounts has I>e4»n of 
grciiit asMustaiice iu helping indua tries. 

V\, It may also lie pednted out in thi» roiuie<dion that even in 
other countries where industrial ftnanre wras largely taken up by 
commercial banks, the fvmviction in steadily gaining gnmnd by 
eaperienw, that these tuinks are not eejuaf to the taak of providing 
long term cre^lit to industries. 

14. In Italy, for example^ the commercial larnks were lad to 
make advances to industrial concerns by purchasing then shurea 
and these createtl ftu< h conipliialiona that a specml inaiilutian had 
to be create<l to take over these long term siecuiitiaa. There waa 
e^tabliidied lately the Societa Finaneiaria Italiana, with tha object 
of taking over tfie industrial iwm iirities held by the (>e<lito Italittno, 
which, in spile of local runs, wan not intrin»icaHj unaound. 

15. While the exmtinenta! biuiks were ipecialistrig in the financ- 
ing of industTiee, Japan wa* not shown in putting into jira<!tice the 
principlee and methods of the weat. In fmi she has gtuie a step 
ahead and created a epesdal insiiintion for expediting the induii- 
trial progrena of the country. The Industrial nank of Japan was 
establish^ in 1902 with the object of financing Oovemtaenl loans, 
advancing agminid Government and semi-government securities, 
as well as against ships, shipbuilding matertaU and nemmorim^ and 
other industrial issues. It could, with the approval of the Minister 
in charge, subacribe or underwrite share and sfxx^k issues. It 
<*ottld issue Industrial Bank Bonds Government i.:oi*trol is 
exi^cised through the Minister in charge, who ajppoints to 
Controller for superintending the business of the Bank. The 
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iiuDiiA;#r'ii approval wan required for payment of diridend to the 
siiareholdere. Originally the Government alao guaranteed dividend 
up to 5 per cent, for 5 years. Although the Governinent Aoen not 
participate in the capital of the Bank, ii lends to a considerable 
extent at a moderate rate of interest out of the funds at the Deposit 
Bureau^ the Departuient of Finance. Further, the Government 

f uarantees the capital redemption and interest payment of the 
nduitrial Bank of Japan loan bonds, in case such loans are floated 
m foreign counlries. The favourable effect of the establishment 
of the Bank on Japanese industries has l>een quite remarkable. 

lb. Among recent endeavours to make suitable arrangement for 
providing long term credit to industries a reference may be made 
to the exampk of the Industrial Trust Company of Ireland, which 
was started in wdth direct assistance irom the Irish (iovern- 

ment. Une of the function® of the Trust was to facilitate the 
financing of such enterprises as had previously received iidvances in 
the form of (iovernment guarantees, under the Tnide Ix>aiis 
(Guarantee) Acts, which were then due to expire. In lff2b, when 
the Banking Commission of Ireland submitted it*^ reports, the 
Trust had a paid-up capital of about £163,00(1, of whicn £M,0tl0 
was held by the Government, £60,(K)0 by the banks and £cH>.000 
by American subscribers. The public character of the concern 
was ensured by nearly two-thirds of the stix'k of the Trust l>eiug 
held by the Government and banks. In the Third Interim 
Report the Banking Commission recorded it^ appreciation of the 
importance and usefulness on the Industrial Trust Company, as 
being a suitable medium through which ai rangeinents for long 
term credits might be made and recommefuleil that the (ioveru- 
meut support to business might f>e eontinuml and administered 
through the aforesaid Trust Company. The Commission further 
reiommendetl that the practice of diie<t (tovernmeni guarantee 
on industrial bonds should be discontinued thereafter, and pro- 
posed that in the future such guarantees as the Government might 
Oe disposed to make should be confined to the Bonds of the Indus- 
trial IVust Company, which would then be left to advance funds 
to enterprises approved by it, subject totertain specified conditions. 

17. A study of these facts leads to the following conelustons. 
First, private initiative and enterprise alone cannot be depended 
upon to provide the necessary financial aid to industries. Se^ndlv, 
some spe<da! institution is required for providing long term credit, 
infusing confidence among the investing public and leading them 
to inve^ their capital in sound industrial securities, as also for 
initiating schemes for re-organisation and rationatiaation of 
industries if and when neceasaiy. The special imstiiniion cfmtem- 
# plated ahould, as a rule, be a aistinet organisation, apart from the 
commermal banks. 

18. The obaervatioii that industrial credit should, as a rule, be 
provided by a special type of institution dittinet from the ordinarr 
Uominercial lumks is particularly true with reference to the rondi- 
tious which prevail ia India. The commercial banks in this 



country cauuol uiidcrin]^# xh^ iu» thmr d^poiut* nin 

moftUy for short periods and U»«y cunnol afford to tio up any 
portion of their capital or re^^^rre in finaneuAg induatry. They 
require all their resources to rnaijitaiti public couiidence la carry- 
ing on their legitimate buainees of <t)iiimerciai banking. Tbia 
caution is uarticularlv neceasuiry, as the failure of any sucli institu- 
tion uoulu disturb the comuien ial imiiking structure, which iai 
now iu the initial stage of deTulopment . 

19. It is true that in mmm iHmutnes on the fxmiiiient of Kuroj^e, 
particularly in tieruianv. the responsibility of providing induitrial 
capital has been satisiac'torily disihargeil by c^uumenrial banks 
doing mixed business. But it should not \m overlooketl that in 
lbos4* countries there were special circumstances which nmde it 
jMiHsible for them to meet the varietl capital require manta of indus- 
tries, hirst and foreiimsl, the banks, iu nianv tuiwes. bad iiuinense 
icMuirrcs <»f their own in the form of capital and reserves, enabling 
them to provide long term loans to that extent. Besides, ih# 
bank^ in tbes^* countnei^ were not embarnoij*<*<l if their funds iKca* 
siouallv happened to get tied up in industrial investments as tliey 
could easily avail tbeui^elves t»f an already developed capital 
market \vithin the rountrv in which the iiiduHirial securities lying 
iu their hands might be disposed of whenever iuHressary. On Uith 
these grounds, the disjuirity bc'twc^Am thi** (xiiiditions on tha 
continent nf In rope ami those in Tndiii is markedly pronouiif^ed. 

It has been suggested that the task of imlusiriHl finance iu 
India might Ih* left over to the jirivate Issue Houses tificj Inveaitnanl 
Trusts. I do iK^t deny that institutions of this kind have lieen 
found to Ih* verv useful in supplying long term capita) to industries, 
parti* uhtrly in laigland and in Anierii ii. Itut I uchhI hardly point 
out that there ure at |>reseni no such institutions in India, and I do 
not think that « in iim stances are quite ftivourable m India for the 
establishmeiii ami sm<essful working of thejw' institutions in suffi- 
cient numlH^r-* at this stage; nor can I accept the view* that thesa 
institutions alone «ould W regarded as n dependable machinery to 
provide the necessary industrial capital. The irratkm of such 
in‘>«tit utions generally follows and docn not precrnle jiublic demand 
for invevStmeiit information and fiMilities. I am confident, how- 
ever, that wdien. as a result of a greater industrial progress and 
development, am! a result of growing public lorifideme in the 
indufttrial system of the rotintr\% private Issue Houses and Itivest^ 
ment Trutis will lie established in sufficient numbers, the latter 
may W expected to lake up tbeir share of the responsibility of 
financing industry and supplemefitiwg the work of the instituttons 
that require to W created siMH-ially for the purpose. 

:?1. F ir almost identical reasons T find it iinpossibla to endorsa 
the view that indtriduiil industries should depend for their long 
term financial requiratnenls on the debentures issued by them. 
The succeis of this method of capitalising industriiHi on a wide Simla 
is presumed to rest on the idea that tueb debentures are popular and 
that there is in existence the machinery of investment institutioui 
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fti« iiileriitadiilriint the borrowing induntrio* and Ik* goaiiin# 

itivoMting public, which can make $ueh forma ol inreftimeiit 
p>pular. It i» comeivable that a few very big induatri^ eaa, with 
iome tiieaaure of jiiicceaa, de[>eftd oti the iaeue of debentures for their 
fitintK lal requiremetite, but the numerous middle sited industries 
would not be able to raise capital by this method. And although 
capital has, in many cases, been successfully raised through indivi* 
dual private initiative, no organised efforts have hitherto been made 
to ensure its steady supply in respect of all ethcieul and pnomistug 
industries. In fact the supply of industrial t^apiial has been re- 
tarded by the failure of many concerns brought about (anmngit 
other cttuse5) by the very want of timely financial aid and the 
currency and fiscal policy of the Government exercising a depress- 
ing innuence on their prospects. Keen to make the raising of 
indu«*rial finance by the i»%*<iie of debentures a suc cess the creation 
of un ag^uicy, •strong iiiol sound enough to counteract the depressing 
influence mentioned above, i;^ eminenlly < ailed for. 

22. The diflficulty of obtaining industrial finance is often »scrilw*d 
to the shyncHS of Indian capital, owing to the io*rvou**!ies^ of invent, 
ors. I think, the shyness is due not so much to the attitude (d 
investors, as to the fact that hitherto) iu> systematic endeavour has 
l)een made in this < ountry to create a status in favour of indigenous 
industries, dire<*tly and indirectly, throtigh ttovernment support 
Calculated to inspire tonfidence among investors. In India the 
attitude of absolute unconcern shown by the (roverninent till re<*entlv 
towards the development of indigenous industries, has long re- 
mained a «trtmg deterrent factor in the matter of industria! 
inveatment. The fiscal policy of the Government, which was often 
•ubordinated to British Industrial interests, coupled with adverse 
milway rates and stores purchase policies, have verv naturally 
stifled the initiative of promoters in many cases, while inventors 
hare mostly lost their faith in the success of new industrial ven- 
tures. The alien character of the Government subordinating 
Indian to British industrial interests, the gradual decadence of 
Indian industries in certain areas, at'centuated by the uneoual 
competition of imports of British manufactures had all combined to 
create a most [pessimistic loitlook in legiird to the prospects of 
;ndijgenous industries, particularly those owned and managed hy 
Indians. The prr>-Briti»h tendency comrtiotilv. associated with the 
OoTerumental policv yielded the curious result that industries in 
this country under the management of British firms have come to 
the safest channels of industrial investmeiit, 
while Indian managed industries have not been able in manv cases 
to inspire sfmifar confidence. The ilearth of finance suffered bv 
the latter has not been due, as I have already pointed out. so much 
to the shyness of Indian capital which is disproved hv the stead v 
increase of inveatinenta in other direettons, partirularly in the form 
of taink depotifii, Oovemment securities and inveitmenti in 
European managed concernt. The hesitancy of the investors anV 



ittg out of the cin*uoi$tiiui"e 0 meuliouiNi Iw^tore, lias provtij a 
ing bl(xk to the itiduftrial ot India aad it hai little 

chance of heiit^ remornd early the tiovernmeut ackuowltHige 

the re»pon«ibiiity oi radicaliy changing the whole luduHinal out* 
look of the eountrv. Mo doubt they have made a Imgiuuiug by 
moving towards ihc right dinx'tioit the outbreak of the War, 

to which referetire has baait made in our re|M»rt. The (iovernitient 
have recognised the ciaim^of di<»criiaiiiatorv jiroitHtiou, and have 
appointed a Tariff lioard to (oiisider the demands of particular 
iiidu^^tries for protertive tariff. But these have not yieldetl any 
results txiniiiiensurate with evpe<' tat inns, and have been regarded 
rather as half-hearted amcessions to the j»ublir deinand, What is 
requiriHi in the [jurti* ular t in um!,tain es m Inditii is an a< tive ami 
vigorous industrial p»di« v pursued l»y the Ooverniiient , which 
should lw» reflet ted m their t urrencv. rtiilwuv tiiul sttues pur- 

( hiiM^ jes. Thev must truly iilentify themselves with the 

OiHiiiouiir interests of the ('ouniry and follow the active policy of 
the (loveruinent ot diipau. whirh has In^en raisiMl tn the status <d a 
hrst class iudustnal muntrv in course of less tlotn half a centuiv. 
Surh an altitude on the }»uit t,f the (loverniitent run alone create tn 
fiivourahle utmosphcr,* which may Ire assuring to the investors in 
regard to the prospect of indiirenous industries, leading them more 
and more to emp]r>y their viirphis rapital in industriHl investments 

23. It IS (dear from a stmly of the fomlitnuis in India and the 
exporienee of foreign countries, that indiistnul deieIf>prMenl re(|uiion 
the active '<upport and dire< tion of a IhmIv .spio ially ( leated for the 
purpose. We rt*<|uire an agency which will attract and mobiliiwi 
private funds for investment in the (apital market for industrial 
purjm^ie. This agency would work with funds drawui from the 
inventing public and by its efficient organis^it ion , expert care and 
wuperviaion so regulate investment as to minimise toe chances of 
io^s of capital. 

24. The Committee’s lecommendatiori in this regard shotild. in 
mr opinion, be <^uite une«|uivmal and they should throw the weight 
of their sufipirt in favour of the creation of indu4rial corporations. 
The question would then he, how far we ran indicate the details of 
the conatit»rtion and working of the induslria! corporation. It hae 
been aoggeated that in fonuulating the recjuired legiilitlton , the 
provincial miniatera shouid have liberty to devise measures to auit 
the conditiona in their res pert iv'c provinces ; and I agree with my 
colleagues that it ia inadriaable to fay down any hard and fait rules. 
But I am sure that when the tiiiniiter« fake up question# concerning 
indimlrial banking they will turn to this Cnmmittee^i report tor 
guidance oa fundamental l«iue«. This Committee could, there- 
fore, diarharge ita re«|ion*ibiHty by enunciating certain fundamental 
priaetplea for the guidance of future minialer#. 

28. My f^olleaguen intend that the pteposed induftfial corporis- 
tion should specialise in the pfovismn #>f long term capital to 
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iudoAtrie« wd tbe; have not attempted to lav down any pimctioal 
mggmtiom r^^rding the functiont of tlie corporation. It is diffi- 
euit, I agree, to anticipate all the credit demands that mar be made 
upon the corporation by the existing indiutries as weu as those 
which will come into being at a future date. But, in order to make 
these institutions reallv useful for simulating industrial develop* 
ment of the oountr}% f am of opinion that the cor|^ration should 
take upon itself, as a matter of policy, at least the Icdloa'ing specific 
f imctions ; — 

(t) Granting long term loans to industrial concerns on the 
sec urity of their assets or against debenture* secured by 
those assets or against industrial shares; 

(fi) T’nderwritinp or subscribing the shares and debentures of 
industrial concerns; 

(tVi) Taking long term deposits from the public; 

riu) Lending money to industrial concerns for short periods 
when funds are idle, through discounting their bills or 
otherwise; 

(r) Acting ns trustee for individual concerns, raising money 
by debentures on their oa n assets ; 

(vi) Guaranteeing interest on the principal of approved indue* 
trial del>entiires or loans. 

i!ti. The desirability of establishing un iinliistrial corporation 
with a scheme of Government participation in its finance has been 

? |U<Nitioned on the ground that it may eventually become responsible 
or a dangerous strain on the revenues of the fbnernment through 
lack of pn>per giiulance and control o%"er its investment methods. 
In due re^’ognition of the weiirht ^uch contention I should like to 
emphasise the need for certain precautionary measures for controll- 
ing the practices of the f*orjH»ration with a view to keep them 
within the limits of safety. Such measures are ncM’essarv not only 
for safeguarding the intereets of the Government but alfm for the 
abnence of experienc:^ in the new line of business, and the danger 
that some reverses suffered by the corporation at the initial stage, 
may retanl the progress of industriansiition beyond all hopes of 
early rec€yverj\ 

The measures T would recommeiid for this purpose are auffieiently 
indicated in the following potnta: — 

(1) In making loans, the Corporation should satisfy itself thai 
there is the proper margin and that the con^m vrill be 
able to pay the interest and priucipal on stipulated 
dates. In the case of debenture issues of industrial con- 
cents, it should saii*^ itself that they will be able to 
make ade<)uale allocation to the sinking fund to redeem 
then} on the due dale. Through its continuemi contact 
with the industrial concenii it should aee that proper 
allocatioaia are made as required. 
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(2) It ihouid not make aajr iiiTaftiiiittit in any ^paeulatiira rmh 

tnrm nor axtaiid anv financial aid in any particular ItM 
of induatry wkiofa i» already ikraatanad with oTti^pro- 
duction or hm otherwise become uneouiid. 

(3) Regarding iu own debenture ii^uee it should |iroTide ada* 

quate sinking funds for rdlemption and also build up 
suitable re^^erves out of current income. 

(4) When underwriting, subscribing to or granting loans 

aminst industrial shares, it should assutii# only a reason* 
able proportion of these obligations. 

(5) The extent to adiich it assumes such obligations should be 

determined bv iU ability to liquidate them within a 
reasonable time. 

(6) To safeguard ii% < ommitments in these concerns and the 

inter ent** of the investing public im whose confidence it 
will <le(>end for its wncceas. it should maintain a perma** 
nent and fontinuoiis itmeh with them, somewhat on the 
(term an unxlel. It should as*M>cittte itself with the 
management through representatives and riN eive inform- 
ation «lK)ut them not only when matters are bad* but 
long Irefore this stage is rencherl. so that it might initiate 
and Miiggf'^t r««organisatioii and other remedial measures 
to avert possible loss it the f*arties conremed. 

f7) Pn)vifooii ^ImiuM \h^ made to dHtribute lliV assistance it 

f ive# to industrial ixm* erns so «« to mininjise the possi- 
ulity of it** tvaoirres l»eing tieil up in one oi two 
romeric^ nr one or two classes of industries 

My rolUnigucn hiive not ruin'd out the jK>«i«kibililv ot i reatiiig 
an All-India Indu**trial (‘orjmriition in future for i<^jking after 
mdustries of nulHUuil iiujMirtain e, the development of which will 
fall within the functions of the Federal or ('entra! (lovernrnenl. It 
has been suggested that the A 11- India Forpiinition may secure pro- 

1 >er liaison in the matter of finance and n dirtn^t connection with the 
arge spending departments of the Central (loveriimeiit as well as 
direct correlation of the industries as a whole with railway rates, 
customs, stores purchase and other {>oIicie« of the rentral Oovem- 
ment. My colleagues have kept the question open, U) be finally 
decided by the demands of the Provincial (loveriiments requiring 
the serricee of smrh a central co-ordinating agency to advance their 
common interests, or if its need is otherwise established to the 
sat iaf act ion of the Central l-^egislaiure. Industries of national im- 
portanoe at least for some time to come, would not be ao numerous 
as to juatifjr the ettablishmeni of a Central Corporation enabling 
it to inyest its full resources on a remuneratiTe basis. The financial 
reqniresnent of the existing nat tonal indtif tries min^t be met direet* 
ly by the Central or Fedeml Ooreminefit eitber ^riiif dirwet loans 
or gWrantaeinf the interest on debentures issued by su^ indiurtries. 



I he ttctiuii grui^t ox any lorn or guaranty uf iutamt to anj »udi 
indui^tnal cooiein Hill naturally wpend on Uue xuerita of eacn caae« 
prt^tty long tiiut; miglit elapiMi i>elore Ui<* uumber of Boeh indua- 
would isultkieuily iuereaie to justify the eatabliabixieQt of the 
pro|M>^d corpora tioo. But befort? that stage is reached^ the co-ordi- 
natiiig and supplementary functiotis proposed to be entrusted to the 
All-Ifidiu Corporation, will remain no less urgent from the point of 
view td the ProviiH ial Coi poratioiiH, I shomd, therefore, propose 
that pending the e?«tal>liahjuieiit of the All-India Corporatitm, the 
lonlingency tnighl he efiectively met by an All-India Industrial 
Board, vested montly with advieory functions. The Board should 
bi^ (onstituted of (ioverntnent Members of the Induitrie# and 

Finance Departments, reprefi^ntative businessmen concerned with 
banking, finance and industry, and representatives of Provincial 
(N^rporations. 

JH. The functions of the Board w'ill l»e as ftillows : — 

(1) To maintain a staff of exiierts, if found n«M'eH»ary, whose 

services will W available to the provincial corporations 
for examining schemes in connection with their invest- 
ment s iu industries. 

(2) To keep up to date the reaults of the industrial survey by 

studies and retatirehes conducted by the exparts. 

(3) To give suitable advice regarding the terms and conditions 

of issue of del>euture« of the corponitiona, and, if neces- 
sary, help in getting them sul>scribed. 

(4) To advise reganling the general jndicy to be followed by 

the provincial (^rporatians in investing in shares or 
delienturea of industrial conc^srns, or underwriting or 
promoting their issues, 

(5) To advise the corporations reganling the financial assist- 

ance they mav render to industrial concerns, with special 
reference to the advisability of seeing that neither over- 
pn>durfion nor undue etunpetiiion is encouraged. 

(<i) To enquire into the organiaation of the Indian Induftriea 
and make anv recommcuidati^ui to them that would ina- 
prove them In the light ol experience in India and 
eUewhi^. 

ft) To advise the Oovemmant regarding the commercial and 
induftrial education in Inaia and to suggeet neceaaary 
improvement, cm the model of the United State# of 
Americ^i Bureau. 

(S) To formulate scheun^ for drawing out email taviags for 
inwstment in industries and enggesi means for popti^ 
larising them. 

(•) To advm the Oovemiiieikt and the Provincial CWnoratioaa 
in matters relali^ to the Botatian of ialamd anw foreign 
hmaa lor Industrie pnrpoees. 



(10) To uipfr on the Ontral GoTernmetit the need for frattitng^ 

their fiiwal, htittmiul, rftilwHy»nd j^tores* purt^hnee j>olune4 
in consofiance with the iniere^its of ludiau iuduKtriesi. 

(11) To take H«oh other uec’e^^arv littjon, ron^i^eni with xi$ 

to jiroUnt or ailvance the inteiv?*tH of imlujitrieii 
lu general. 

2^. 1 iieetl hanlly [Hiint out that ifcotwe of the fuio lions j>roj>o«>et{ 
to 1 h* vested \n the Ali^lndiw Board aie of sutfieienl imjHM’Uut'e to 
mdn ate the dej^imbiltty of a difttinet fitatus l>eiug given to it ruther 
than its being coiiftideied a superfltnuis adjumt to the Provindal 
Boards. The All-India lioard should take the lead in iiiitiatiiig 
periodical ^itirveys of Indian indiintriie^, to sugg^est that true Hnei* of 
progress by avoiding the daiigeis of overpnaiui lion and waate. 
From its very inception it could come tn the aitl «»f the varxout 
Provincial f foVerniuenU in fommlatirig their respertive ptograinmea 
of industrial rewnsimction which will demand not only expert 
advice but hIjso the giiidatue of some l entral agem v viewing the 
different Provincial Schemes from a wide tuitional perspiHtive. 
Divorced from such a national tuitlook the pmgrawirneti of diffet^oii 
provinces may lead to a development on parallel lines^ leading to 
the risk of interprovincial competition in particular indtiMtriea while 
others might remain I'omparatively ignored. This would mean 
needle## national waste which can he a voider! hr the intervention of 
such an agency as (he All-India Board. The serrires of the latter 
relating to the <*olWiion and disfiemiiiation of statiitical intelli- 
gence would l)e useful to all the IVovinres by giving them a lead in 
legard to the volume of industrial production in their renpective 
epheree. Such statistics of prcHlttciion ure now' being compile<l on 
a slrii t fM'ientific basis in almost all industrially advanced tounlries 
of Europe and America with great advantage to their respin tive 
(fovernmenta enabling them to follow a definite policy regarding 
curreiicv and credit while the same has lieen found useful to the 
tiiduatnalist# m giving an insight to the geneml conditions of pro- 
duction throughout the country. The need for aneh sialiaiica in 
India rannot he over-empbaaiaeil and the most xxiitahle agent that 
might be entreated with aucb functions should l»e the Ali-India 
Board. Needless to say that for securing the nei^e^sary uniformity 
in the matter of ccdlacting statistics the Ihiard will require ih# 
support of tlio Central as well aa of the Proriiwdal novernmenis. 
For efficiently discharging its function of guiding the industries in 
India it would have further to keep itself ap|»nsed of the world 
rondiitons of pi^ucticm and consumption of such aritrles as are 
produced in India and publish the relevant ttati«ti<*« for the benefit 
of the indastrialtiite at large. 

W. In <v»iicIusio» I may refer to some points whereon my views 
are to soitte extent divergent from those of i»v colleagties. Ky 
colleaguee have pTwimaed in paragraph 4fk1 that the di»henttire isstisw 
of Hie Pfmrinciat Ttidusirtal Corpomtioii should at the outset he 
licnited to twice the amount of its share caoitiiT This proposal* 
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together with the other that the permi^iible limit may be raiaed at 
a later atage does not pay due regard to the comiequeBcea which 
sui.h restriction would bear on the revenue earning poaition of the 
Cor|>oration. Xor does it r learlv emphasise the need for ensuring 
the ade«juiite sw uritv of the deWnture i»«*ues beyond that at the 
initial stage, the adtlitioual security provided by capital should be 
»o high as 50 per cent, of the debenture issues under the specified 
proportion, I would, therefore, propose to fix the propoHian in 
closer <v>naonance with the principle# that should underlie the ibsue 
of debentures, tur., security and elasticity, in the following manner. 

31. The share capital of the Corp<iration should be supplemented 
by detientures under the conditions that the amount of debentures 
should in no i m umstances exceed the amount of the outstanding 
long term loans and further, munt not l>e more than five times the 
amount of share capital. 1 do not think that in fixing ibis propor- 
tion any risk is involved, for if, os I have proposeil, the debentures 
be covere<l at all times by long terms secured investiiients with ample 
margins, the additional security provided by capital coming up to 
20 per cent, of the total debenture issues must be considered suffi- 
cient. On the other hand a moderately high proportion of 
debentures may las necessary for cany^ing on such volume of busi- 
ness as would enable the Corporation to earn a profit for the 
shareholders after meeting the necessary current expenses, within 
a reiisonalde period of time. For. uulesH but I» probp**ct of earning 
a dividend ib abjured the shares of the Corporation may not 
•uccesHtully attract private investors. 

'VJ, 1 am also ('unstrained to express mv dissent from the (>pitiion 

of my ('olleagues, as contained in paragraph 406, that the Industrial 
Corm^mtion may take deposits only if the deposits are for f*ompara- 
tively long terms of two years and over. While I entirely agree 
that the activities of the (orjmration in the field of deposit-taking 
should not set up any undue competition against the commercial 
banks, T am convinced that this measure of safeguard would be 
sufficiently prf»vide<l if it be laid down that the corporation should 
take term and current deposits only from those industrial concerns 
whose Mock and other asset are mortgaged to it. This is adrant* 
ageoui to inch industrial concems inasmuch as they can obtain 
short term accommodation from the corporation for working ex- 
penses, which otherwise may be denied to them by other banks or 
capiiatisii, with their aseets mortgaged elsewhere. For the corpora- 
tion itself it is an advantage since it can keep a day to day 
aratch on the business of the concerns. This practice would be 
itrictlv in <v»iisonance with the ** one bank, one client idea and 
^ wouldf not involve any difficulty on the score of setting up competi- 
tion with the existing banks, as such cases of granting short term 
advances would not W so numerous as materiallv to aiint the 
business of existing Wnks, nor would such advanc^ be availaMc, 
•0 far as the Corporation is concerned^ for all classes of bcurowwi. 



Ul F<a{KlU> TKADK (CHAFIEK X\ 11), 

1. lu paragrapU 4i7 ot the K#j[Kjrt the m^ijorUy hji%c <ihmv\^^d 
that “ Irtiiu tlie {>otai of vi«ir of irmdi^ aloue, il 

be »axd tliat tb^ faciliues available at praiMsiU for buauciug India » 
foreign trade boili import aud eiipori, are euffieient This state- 
ment ie true so far m il means that ibe number and resouroas of 
the eauting eiLchauge Imnks are fully equal to any demand for 
iiiiajuce that may be made by the export and import buatti«^ of 
India. But surely this is not all ! To have adeijuaie resources ia 
one thing. But whether those resources are used iinpartmlly a» 
among the different classes of traders, Indian and ffuropean, ia 
quite another. In other words, it is just {H>s«ible and allegaiiona 
have been matie to this effect — that though there are resourt^ee 
available for trade, those resourt*ee are not availalde in an «*tiual 
degree to individual traders. The distinctiou Vielwi^n ‘‘ lra«ie 
and traders '* so vital in this context, seems to have Imim over- 
looked by the majority. The Committee niuy feid saiisfiiHi that 
there is no lack of resources for meeting the retjuiremenis of foreign 
trade. But it would still remain to enquire whether indiridiw 
traders are having a fair share of these facilities and whether such 
resources are being useti to subserve what may be called the broader 
national interest, ru., the increasing participation of nationals 
in the country’s foreign trade. If the last meniionml objiKtive 
IS not before the Hd€*qiiAcv of res<»iirces will l>e a ni attar 

of comparatively little sigriifican<e. 

But without further elucidation what 1 have just said does 
not reveal the whole truth in regard to the existing ('onditiont 
of hnancmg India’s foreign trade, particularly a« it di^en not 
give an insight into the facilities as respectively available to 
diferent sections of tnulers, Kufxipaaii and iiidmii. 

d. No doubt the statement in the Keport of the majonly is a 
qualified one, as it is followed by some observations which should 
help one to comprehend its real signitiraiHc, but in delHchnient 
from these qualifying remarks there is a danger of ?he statemeni 
being misconstrued in the sense that the facilities available at 
present are sufficient for the traders coii<*erii**<l. 

4. I, therefore, feel that it is necessarj' U* emphasise the disiinc- 
lion between the two aspects of these facilities, m,, iheir avail- 
ability for the trade as a whole on the one hand and for indivi- 
dual traders on the other. In fact, the real question at issue is 
that assi>eiated with Oie latter. For purjioses strictly gerinane to 
otir enquiry , the more iinporfant problem is one of facilities avail- 
able to Indian traders and firms from the tAchang#* iMinks which 
are all non-rfidian institutions holding a virtual monopoly of 
the exchange biisiness. T^ooked at from thi* pfiint of view it is 
impoeafble to maintain, lit vieir of the evidence placed before us, 
that the existing facilities are * sufRcietit tVwing to the fact 
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thut tii« iortfigi* trade is mostly in the hands of mon-natiouals 
jt will l»e fouiMl thwt the**e fariiities are available to them to a 
great etteiit. Jiut the point 1 wish to emphasise is the different 
attitude of the t>aiik officials Uiaards their Kuropean and Indian 
clients, 1 believe that the present low proportion of our share 
is due to the helpful advice and hnaiicial and other assistance 
which were available to nou^nationaisp but which have not been 
available, at least to the same degree, to Indian businensmen, 
Several witnesse*! including rep resen tativee of important Indian 
Chambers of ( otninerce have pointed out that Indian eaportars 
and importers do not get all tiie facilities ihej' rec|uire and that 
they are seriously handicapped bv* the discriminatory dealings of 
ioreign banks. Kveu though a large number of insiancee may 
not have l>ec^n plated before the Committee in support of these 
allegations, the few that were produced, taken together with other 
c ircumsti*ntia! evidence ga%’e clear indications of the differential 
treatment that is being meted out to Indians. The reasons which 
miiHt have impelled most of the witnesses to withhold even such 
evidence as might have Iceen in their power to give are so obvious 
that I need not mention them here. Those who ask for docu- 
mentary evidence in ?^upjH»rt of thej^e allegations might with iH|ual 
ju?ctice and pmpriety turn to the exchange luinks for a more con- 
vincing reply to the#e charges than they have so far }>een able 
to juit up. Instead of resting on the onii*- of jiroof they 

Cduid. f«»r to H|>e«'itic ca^*es in which Indian tiriiis 

and individuals have* been helped to expand their busines'^ through 
iheir ro*operttti<jn . 

o. I regiet I cunijoi find my way to joia my colleagues ia the 
non-committal attitude they have taken in this matter. For even 
apart from the complainta of Indian traders and firms, which. 1 
cannot but Wlieve, have a hulcstraturu of truth, the disc ri minatory 
attitude of the foreign exchange iHnik-** is corrolxirated by other 
well-known facts. The most striking of these is the very meagre 
participation of Indians in the ex|>ort and import tra<le of the 
iHt>untry since the advent of the foreign exchange banks. The 
maioritv have referred to a ilatement made bv the exchaxure banks 
shi>w iug a higher {irojwirtion. This cannot be accepted for reasons 
iletailed in parn. 437 of the Re}K>rt, From the eiH|uiries that 
1 have been able to make I am inclined to belierre that the aetnal 
proportion is ulncut 2tt p<*r cent. 

0. The representatives of the Exchange Banks Associatiim stated 
that there wnas absolutely no racial bias in the granting of their 
facilities to trade and that the same rules and same standards were 
applied to Iwth classes of customers. The complaint with regard 

the Exchange Banks is not an isolated one but refers to all 
aspec^ts of the British rule in Indta« We find that in ail spheres 
of our national life, in trade, industry, commerce and Cbvesm- 
menfal transaciiims there is in operatkin a subtle dtilerenee of 
treatment due to the fact that the ofRcials witli whom we come 
in iH^ntact are mostly Europeans. To a large extent this it natural 
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^ we ciiunot expect from foreign bueiiie«iimeit and nfiieiiiJe 

the ^me *ii»Urit«de for our welfare and the mim fmteriiig care 
which we would expect frt»m our fellow country men, How" ie it 
jmeible for m in the«e circumetaui'e^. to V>eHeve that the banking 
syjtteni alone u muiiagfMl bv »urh eupenueti that they will forget 
the in-«tiiotiTe urp» to help their own frtendfi and countrymen 
and gt) coil of their way to help Indian traders and bu^tinemmen 
in the <uiHje tlegreeJ^ In fact* the repreaen tali van of the Exchange 
Banki^ t)teiniielvej« ailmitted that through aocial intar<*ocmr»e their 
Ivurooean official had more opportunities of obtaining intimata 
knowledge of the integrity and reaourcea of foreign dumita than 
that of Indians, One should have to forget the ]>miiicat and eco- 
nomic history of India for the last one hundreil and hity years to 
treat this claim of the Exchange Bank as anything other than an 
inc^irrect picture of the situation, 

7. The majority have rightly st^e»^^*d in 478 that *' the 

extent of a nation's participation in its foreign tswde depends 
iiderahly on the facilities which the banking system gives to its 
viader?* the truth of this statement has been amply demonstrated 
hy the amazing piv>gres» ^\hich Japan has made during the last 
titty veuiH in this respect, due to the spet iul anstHtanre vshich the 
Y^^lolmiiia Specie Bank, established in 188(1, gave to the Japaneee 
traders. The extent of purlit ipalion by the nationals lu the 
Japanese foreign trade has increa«e<l from less than one piT cent, 
111 1874 t<i tm ti per cent, of exports and 8(> (j per cent. ol imports 
in VJ22 t** PrcHent Day Japan.*' IJl'ftl, 1 th) iliir meagre 

•^Imre in tndiun foreign tnole i*i in striking <'ontr*t*»t (o ihat of the 
Japant'M’ in theii!^ and uniiii^^takafd v points* to the xtraiifv sujiport 
given l>y, and the lack c*f «iympatf4y <d the exchange bankn to- 
ward*^ the ie<|uire!uentn <d Imliaii (rmlerH. There ih» d<»nht that 
the share of rn<iian«> in the foreign trade of the countiv would 
have la*eii far greater if the exchange hiinkf« had treated Indian 
and European traders alike and had given the Indians anything 
like the generou?* facilitie*^ which might have Wen expected from 
national exchange bank^ for the development and expan^iion of 
their activities. 

8. The problem arising out of these cirf iimstanies is in my 
opinion, a grave one. and such as may deniand f>t the Oimmittee 
their ajm ial re< ommendations for removing the existing handi- 
caps with the objec t of ancreaiiiiig the share of Indians in th# 
country*# forei|ni triple. It bocontee graver atill when viewed iii 
th# light of th# fact# that ih# feweign banks have been atrengiben- 
ing themaelves and the foreign eommerrial interesi* without due 
regard to th# e##cda cm national banking and economy. I shall 
make an #ad#av«mr to examia# iheat points for the purpose of 
bringinf «mt «ucb implicationa aa have a direct Imnniig on our 
probleiii* 

9. The finit of then# pednia neccasarflv raises a qunwtioti with 
regard to ih# natw# of foreign trad# and foreign exebang# bank- 
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iag. The mAjonty have defiiieil the tinaacing of foreiga trade as 

ot two parte : 

(Ij the haaaciug from the ladiaa port to the foreiga port 
or Vice vend and 

(2) the haauciug from or to the ludiaii port to or from the 
up coualry dietributtag or colldctiag ceatre,” 

10. Evideativ the practice of foreiga baake ae prevaiiiag iu 
India lacludee both, but this is not accepted as a aecessar)' func- 
tion of banks hnani mg foreign trade. In deeoribing the functions 
of foreign banks in India the majority have stated in paragraph 
that they also play some pari in the hnancing of inland trade, 
mainly on account of goods or produce in transit prior to export 
or munediately subsequent to import The majority have not 
questioned the propriety of such txillateral operations of exchange 
banks in regard to the financing of actual exports and imports; 
nor have the^ examined, much less appreciated, the harmful 
effects that might result from the continued performance of these 
subsidiary functions by the foreign exchange banks. The danger 
arises out of the fact that if we alU»w foreign trade to extend 
bej'ond the port4o-{>ort movements to the distributing or col- 
lecting centres up-country, the di<»tiiiction Wtween the fin am mg 
of intcnial trade movement and the financing of foreign trade will 
tend to disappear; and foreign hanks might well prove a serious 
menace to the development of national Imnking. As a matter of 
fact the Punjab Committee refer to the practice of the exchange 
banks in that province hnanci^ the textile imports right iiown 
to the tvinsumer (Para. lOG)- Tlie finance of foreign trade seems 
in theory and in practice to l>e cimfir.eil to tlic {Kirt-to-poi t move- 
menivH. As Mr. Spalding has pointed out,* the exchange lianker 
coniC'' on the nieiie regards exjiorl only at the tune of shipment. 
Similarly as reganl-^ iiupurts (he exrhange Imnker would vanish 
from the scene us Mxm us he has brought the documents to the 
port and handed them over to the importer. This view is also 
supported by Mr. P. It. Whalet who says that the finaneiu of 
fomgn trade by banks in Ghunnany followed the practice of Eng- 
lish hankers and (cmsislt^l in financing ex|>orte for the interval 
lietweeu the shipment of goods and the arrival of the purchaser's 
remittances: and in financing imports by opening credits, against 
which the foreign exporter draws drafts. 

11. In this connection the proceedings of the " International 
Oonferenee on the Treatment of Fmwigtters ' held in Paris in 1929 
will be found insimeitve. It was there claimed that there should 
be no restriction on the movemenln and activities of fomi|nH!« 
hi so far as they are connected with the requiremeJits of inter- 
national mmmmrm. In the course of the diaoussiofi it eras accepted 
that the right of international commerce would not applv to the 
retail trade or hawking and peddling and that every nation could 
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to own uatiotiiiU iubsidiftry lu cilinMT 

iut^rtttttiottal tmil<e and tommere^ would W timc«»rU 0 d only 
With ih^ import and export ol tnerehandiie between port and port 
but not lo the dtetribution of tmporte into the iaiarior or tbe 
collection of the exporie from the interior. 

12. The practice oi ioreign exchange baukt in other coiintriee 
U aUo >igii}ht:aiit in thi* re#p^ t. In almoet nil countnee foreign 
hanks are <x>nfined to the ciiief financial oentme like Paris a^ 
Berlin or to the towne as in £^pt» Auatmlia, Braail and 

Argentine. In their adTeriisemenin the banka alao point out that 
their branchea are established at all im|iortant porta and have 
correspondents throughout the world. They do not generally claim 
to have branches at inland centres. The Yokohama Spec ie Bank 
ha« forty foreign branches, all in port towns. The (iuarantv 
Trust Co. of New* York has branches only in l4>ndon. Liverpool, 
Par is, Havre. Bnisseb and Antwerp. Ifhe ( tonptoir National 
France has several branches in Lngtand. Belgium, Australia, 
India, and Egypt, but all at the ports. All foreign exchange banka 
have adopted this practice anc! have carried on their work in 
the interior through agents or correspond enta. 

I d, The e»( roach men t ui the foriwMlHble foreign ImJiks beyond 
the rei|uireiiienU uf foreign trade tniuiuc us explained afM>ve 
restricts the scope for expiinsioii of indigenous lianks. They have 
been carrying on business m India long betore the Indian banka 
were tvstabliHhetl, and this fact, < ou]ded w itfi their vast resourtes, 
enormous influence, ami valuable gcMKiwilj, have fdatad them in 
a dominating position over the indigenous inatUutiona. The laitar 
having hud no lime nor ojipoit unity Ui develop, have bc»eii rather 
hard hit by iht! uneijual competition with them iHcth in the jMirt 
towns and m the np*<'ciuntry centres, where the Utter have got 
their branches. As i will show prei<%nilv the foreign Exchange 
Banks together with the Allahabad Bank bava bean able to gather 
nearly 80 cror^ td de{>o9PitA m aguinat the name amount in the 
ca§e of the Imperial Bank and wV) eroren in that of the Indian 
Banka. 1 do not deny that the Exchange Banks have bean abta to 
attract this huge amount of dapoaiU even though they pay in> 
tareat at a lower rata than tba Indian bankx; but thle cheaper 
money enablee the former to compete with the Utter so far as 
inland buainaea ia fioncerned. The majority iieeni to have thread 
with the contention of the Exchange lianka that there is not 
much competition between them and the Indian doini Ktoc'k Banka 
and the ataieinetit fumUhed bv the Kxc^hange banks and printed 
in )>ara. 455 indicating the loeatioii of braachea of Exchange 
Banka has )>eeii need to show that the number of such up-country 
branches of Exchange Ranks i# not Urge. But whether the number 
if large or imalL it admite of little doubt that the foreign banka 
in these places do minpete w ith the indigenous hanks of the r<"«pec- 
Hve centres. That there are stifficienl riuml>er of Itidtan hanki 
in ihe^ place# if also a matier which cun 1># verififKl from tha 
** Statistical Tables relating to Banks in India ** and ihtaa Iwinkt 



have deprived of much of the business of finaueiug local 

trade and the trade betneen these centres and the porta. 

14. The report of the majority gives in para. 406 a statement 
showing the growth of deposits of hanks in India* and t^neludes 
that there has been no change in the respective share# of the 
Imperial Bank, the Exchange Banks and the Indian Banks. As 
the AUahatmd Bank is included among Indian Banks, I must 
point mi that this statement is not one on which to base such 
conrlwaion. I give l>elow a statement including the Allahabad 
Bank depisits among those of the Exchange Banks. 
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lo. It will l>e noted from the ab*>ve lable that the deposits of 
Indian Banks have t^me down from cn>res in to 

16 crores in 1928, while exchange banks have been able to 
maintain their deposits very nearly, the tignres being 85*73 crores 
and 82**W crores r«ape<'tively. It is true that there was a big 
abrinkage of de{Ki«its in 1924 and 19*22 following the deflation, 
after the War but even then the result of the decade’s operations 
has lieen decidedly in favour of foreign hanks. Even if due 
allowanf*# be made for the shrinkage in de|»oetts due to the failure 
of some banka during the period for whi^ figures are given, it 
is not correct, to hold with the foreign experts, that tnere has 
been no disproporttcmate growth of deposits of these types of 
banks. On the other hand, the increase in deposits of the Allaha- 
bad Bank from 9,35 lakhs in 1920 to 11,19 lakhs in 1928 is itself 
a sign of the movanient of funds and this may become an induce 
ment to some other Indian banks in the future to seek amalfa.ma- 
timi with the British banks. 

m. I cannot agree with the contention of the majorilj in 
para. 463 that it is not a correct interpretation of the speech 
of Mr. Beamnont-Peaee that the Indian branehes of the Exchange 
Banks are not drawing on their head offices outside India but have 
more than enough funds from India itself In this connection 
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th« majority have a •tat«ia«Bt of the aas«U and liabilitiea 

of furoi^D Ixuiks in India. 1 gir« baloar the fignree separately 
lor firitiah and non>Britisb Banks: — 

Detailtd tUU*m»nt of jpotitwm of Britith md non~Briti*k Stchango 

Banin' Deu«tttt and Adranoen t« Irulut, 


f urrfnt At'd^unU ami Call man.€0, 
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17. It will be eeeii tbiit the liriiiiii BaBks haTe not borrowed 
in Umdou or elsewhere ior tbeir operutions in India. Though 
tbe^ huve ioanM, etc,, outalandmg abroad to the extent oi lb crores^ 
they hold eecunties lor 24 crore# iu India, lu other worde, the 
foreign loan# really represent iuveeimejit of foreignere in Indian 
Tit^aMury iiilb. iu the cme of noH'Britiah BanJti on the other 
hand the foreign loaua amount to six crores while the value oi 
their aecuritj invest ment is only two crores, that is, they use 
about four crores of their own money in India, while the llritish 
iiunks have large amounts of unusable deposits which have led 
them to invest as much nn eight crores in Treasury liilb. It is 
evident, therefore, that on balance the British banici do not hav^ 
to bring money from abroad. 

18. The figures also indicate a difference in the practice of 
British and non-British banks. The former have inv€*8te<l seven 
crores of Indian ile|>OHit8 for buying bilbs of exchange but non- 
British banks use three crores of their own money for the same 
purpone. In other w’orib, liritish lianks with defwrsits of Ks. o7 
crores, have advHn<ed 37 crores in Indie and nieintain cash and 
other assets 5 crores, having invested the l>alance in securities 
and bills of exchange. The non-British banks wdth deposits of 
nine crores have lent the whole of it in the country. 

19. The dominant ]>osition of the foreign banks has been uti- 
lised not only to advance the interests of their nationals l>ut also 
to foster other subsidiary foreign interests in Imlia. For 
example. Indian Insurance ('om[»nnies have received very' 
little encouragement from the 1.x change Banks in their pnigrens. 
By insisting on their customers obtaining their p<dicies from non- 
Indian insurance companies they have practirally shut out the 
Indian eompanies from this business. Definite instances were 
plarinl before the Committee in support of this complaint. 

20. I have m far endeavourtM] to show how* the foreign exchange 
banks in this country are conducting their operations without a 

f iroper regard for our national interests. The non-national out- 
<M>k maintained bv these banks has hindercal to a great extent 
the development ot monetary organisations of the country. This 
)« clearly Wirne out by their lukewarm support and even opposi- 
tion to any scheme of hanking develcmment and their pronounced 
lack of eympathv towards anything Indian. I am aware of the 
claims that are often made in regard to the aervicen rendered to India 
by the British Exchange Banks. But I am sorry that I carniot 
agree to this eraluation of their operations. It if true that 
Indian foreign trade has been financed by them ; but it is also 
true that this was clone mainly because these banks wanted to 
finance the moTement of the neceesary Indian raw produce to 
England and to help the marketing of British goods in India. Tins 
pro-British feature of their operations was apparently so marker] 
that other countries found that for marketing their goods and buy- 
ing their own requirements of Indian produce, it was eeaential 
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that their own banks should l>e established here and that it waa 
unwise to leave their interests to Im looked after by Britiab banks. 

21. If these bauks aere really s<*rviii^ the iutereita of ludia^ thair 
attUude towards Indian traders and Indian banking would have been 
quite different from what it has actually been. In this oonniK'* 
tion I should refer to the overshtidowing importance of these 
foreign banks in our country. The {K»sition ahieh they ot'Oupy 
in the Indian banking systtun far outweighs that which foreign 
banks m'rupv in other countries and thev have not failed to taka 
full ad vantage of this favourable position to prevent a proper re- 
organisation of the money market in India, 

Time and again they have opposed measures in this direction » 
as such organisation a*ould not only diminish their prestige but 
also d^N'rease considerably their domination of the market. They 
opposiMl the first Centfal Bank pronosal of 11KH) with such vehemence 
that even the Government of India was fon'ed to protest against 
their attitude. In IfKM they again oppfvsei! the profmsal to allow 
the Presidency Banks to borrow in l^mdon to relieve monetary 
stringeioy in India. Their o[>position continued till the apfKiini- 
ment of the Chamlierlain (/ommissioii in 191d and persisWo in an 
acute form even up to 1920 when the Imperial Bank Act was 

I iasaed, debarring the bank from transacting exchange business. 
It was carried even before the Hilton Young Commission when 
they stated that they did not care much whether there was a 
Central Bank or not.® 


22. Their indifferen< e t< wards Indian interests is also shown 
in their attitude towards Indian Banks. There have l>een a 
numl>er of bnnkers sum! monetary cri»iis during the last three or four 
det'ades, and I do not know of their having rendered timely 
andstance even to a single Indian bank. It was, on the other 
hand. p>inte<l out by the Government of India in their despa Uh 
to the Secretary of State, dated 3rd Decemb^-r 1900. that they 
frankly prepared to let a crisis come th<»ugli bappity it wan 
averte<l. As Mr. Pochkbanawala has observed in his written 
evidence to the Committee. most of the foreign Exchange Banks 
do receive deposits from Indian indigenous banks, but they would 
not lend them a rupee without security, though amongst tlieiuMdves 
they do large lending business on credit. They combine at every 
opportunity even against first class indigenous banks and by with- 
drawing. at the spread of any and every' rumour, credit facilities 
in the matter of purchasing of drafts and tidegraphic transfers, they 
j«^>pardise the position of the indigenous banks and lower their 
prestige in the eyes of the investing public and the brokers 

23. I should also refer in this connection to the fact that the 
foreign banks in India bare bv the nature of their operaiioni 
retarded the development of a discount market in this country. 
Generally speaking, irnport bills pass off into the hands of banks 
after acceptance. In India, similarly, import bills, if drawn in 
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louM havt» ak«orli#d bv Imul baiikeri^ or the diMX)\int 

lofifket if it wt?r«* allowed to devefop. Even mhen the bilb are 
drawn in ti» at preteiit, the exehanire Wiiks, if they had 

been fHi iiicliiieir rould hate devij^ed suitable arraniremeuts for 
placing them in a disioant market. Instead of this, the foreij^^u 
batiks have been retainin|f in their own hands the bills which 
sliould have f(one to a diiwrmnt market, — this in turn, callinir for 
large deposits to fiiiamo them. It is now contended hv the 
Excliun^'e Hanks that these lulls aie m very siitall ainovint*^ and 
are of wo use for a (li><ount market. It is difficult to concede such 
iin argument iii tlie iiglit of certain patent facts. If the exchange 
lianks cun lend as much as 'tO crores to Indians on their Irn^al 
advances, including advances against import hills, in spile of 
the hills lacing in small amounts, surely a dis<<umt market could 
do the same and if it wantcv! Ut Inirrow' on 4hein it might redis- 
count them in parcels to make up sufficient! v large amounts. It 
is not, therefore, the sire of the bilU which stcwxl in the way of 
the creation of a discount market in India but the reluctuiic** of 
the banks to part with tlo* ]>rofits of this business, 

24. Still another instance of the apathv of theso foreign banks 
towards Indian intc^rests is to l^e fiuiml in the matter of a|>fioiuting 
]ndiafi«« in the superior grades of t!»eir .servire. The mujoiity Imve 
accepted two definite conclutiionH oii this point, cr:. ; — 

(?) that it is surprising^ that through half a century the foreign 
hanks ha^e not fouml <me Indian whom the\ cvuild 
a[>point to a superior post iind iu that the attitude of 
Eur<»peau Offueis towiirds the Imlian StatY ha^ b^en a 
wuhject of criticism. This has led them to sug^gset tliat 
these lianks should adopt a system of pndmt ioners on 
the nn>del of the Imperial Bank of India. In view of 
the Wnefits tliej* derive from the use of Indian deposits. 

I think the (tovernno'nt should insist on tlonr training 
a suitable mimln'r of Indians for employment in tb« 
fjuperior grades. 

2fc It is claimed that the appointment of staff is a matter to 
l»e determ incii by the shareholilers. This eon tent ion is not tenahle 
f<»r M'veral realms. In the first place, it can hardly l>e denied 
that unlesis there vpm M>ine spcidal reaimn, the <*hareholders would 
not interfere in this matter. Jsaccndlv, it tan no longer W con- 
tended that Indian?* are temperamentally unfit for banking. Apart 
from our ancient linking traditions we have proved onrWlve# 
capable of running auch institutions on the European model even 
without the help of foreigners. Thirdly, if the present pmctica 
ii defended on the wore of |mliiiral considerations, the same 
political considerations should impel us to demand a change. 
FourthlT, past records do not justify the aisumption that Indiana 
are less* trustworthy than Europeans. I^istly. the argutneni that 
auperior officers should he prepared for world-wide service cannot 
W accepted as the ap{K>intment of local men and the hahit of 
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relying’ on them vroulil rwlwoe the numl)er of lareneml nerviee men 
required and thus oouiiiderttlily reJiu'o overheat! rhar|r#j*. 

LHi The<e in V»rief ate the 'problems ctiufronting u«t namely 
first, that the Indian exjM>rter?t and itnporters are seriously haiuh- 
tapped by the siep-mothrrlv treatment of the foreign banks; 
srHondly. tluit our general e<M>nomie devebqMneni Inotig j|tH»par- 
di'^ni by Ui« n present lutHle of opera* ion>; and tiurtlly, that these 
are maMer> in uhiefi t»ur nationals do fojt itneive due etieourage- 
loeiit. rite situation demands immediate interveiittou by the 
(tov**r nment partieulailv as these fnreigti l»anks are now hcdding a 
predoi!) inaiit j>o>iti(Ut in the banking %%or}d td India, 

27. Tin* majority have rtTerred to the treutinent t*f non«nationftl 
hanks in <*thto tountries, They have fotuol (he lieensjng system 
fairly Cfiiumon und have sugge*i(etl its adoptirm in India; but (he 
teiin^ ot the liia iise proposed by them fail to tvon li the null rlittt* 
rulty. (’urHOinlv enotigh. while tht‘v note that tlten* are various 
rest rie! ion*, on non-national bank** in other tMirntrie***, tliev have 
sug'gestf d ret iproeal treatment 4>n (to* Inisis t>f these r«vstrieti«uis 
instead t»f finding out llo» nitumnlr t»f thtdr exiHieme and applying 
the reasoning to Imiia. 1 he Indian ptaddem is a ptuuliar one 
ainl therefore f alls for peeuliar measures ami it is unneresnarv to 
quote preoedents to jvHtifv ihein. ttui ]rrublem is: lo»\v to give 
the Indian Uvnk^ a fair tield for develo|»ment ami extension by 
irrshning the loif ig’n Imnks to then pi«»pei •spline in the port towns; 
and the ineaHTireH propcoi'd hIiouKI b<* desigrned to iirfotuplish this 
purpose. 

2'^. I (funk tiiat nnles-. (he (fovernment lakes an artive interest 
in tliesf mitter-. it is not likely that tlo^ exihange banks will 
willingly sulunit to any j>r(»posal to < luinge their nodhod*^ of opern- 
tion or tioMf polo V in eonsonam** w ith our eronotnie interests. 
Hut it wroild 1 h^ futile to leave the inatier of sueh national inifrort- 
atsee entiielv to the diseretion of thi* foreign banks, ami to he 
content witli making < et(am refoniiMendut ionn to them to ( hange 
their polo V. loivuig no obhgaforv Mam lion ladiind (hern. 

*2!t. As |>ropfKsed tlie iiii*jonty, the purpose r»f the lieense is 
to regnjliite the future entry of foreign banks and in the ( ase of 
existing batiks it will le* milv a fornml prooedure. A Inense to 
have anv meanings, rnuMt entail eertain obligations, fiiilun* to earry 
out wdrich. would jHf»niiIiH<»d bv its rancidlatiom Apart from fb#» 
duhrniMMion of mnw statements the nmjoritv have suggested no 
obligations and this as well as the rerrproeal treatment propoiMul 
bv them could well be enforced without any IjcenHing at all. In 
my opinion (he fonditions of the lieertM* should be more specific 
and effes tive and showld include the ftd low-in g : — 

(li They (the foreign exchange lurnks) should confine them- 
#elvei to port towns and mainlv to foreign trad# 
finance. Tney should not ofien any new branches in 
the interior, 

( 2 } Ther should transact only such inland bnsineti as (oV 
rnnking and taking temporarx- loans to and from hanks. 
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(6) advancing against goods in port towns awaiiii^ 
export or inovenieni into the interior, (c) mvestment in 
sei^urities to the extent necesaarv to keep a liquid posi* 
tioii and (d) accepting deposits from the public, 

(3) fliey should observe the conditions of the Indian Bank Act 
in M} far as they are applicable to them. 

i t) Tliev should Hujimii to the liceiBing authority duly 
audited balance sheets repoids, returns, etc., of their 
Indian business in such forms as may 1>« prescribed, 

(o) They sliould Hubmil to the same authority cjuarterly reports 
of their business transacted with Indian and non* 
Indian clients in such form as may be prescribed by 
il»e Iteserve Bank from which it may be possible to 
decide whether there are grounds for complaints of 
diHi rimination against Indian clients or interests. 

(G) Tliey should make suitable provision for the training and 
employment of Indians in the superior grades of services, 
t^i the satisfaction of the licensing authority. 

(7) They should distribute insurance business Ixdwcen Indian 

and nofi-Indian companies in accordance with the ar- 
rangement suggested in para. 34 of this note. 

(8) They should have Advisory Boards at each branch, with a 

majority of Indian merchants and liusinessmen. 

(9) They should not purchase shares in any Indian bank 

without the previous permission of the Re.serve Bank. 

(10) The licences will be issued for a j>eri(Kl of five years and 
will normally l>e renewed. But if the licensing author- 
ity is (xmvinred that a foreign bank is acting contrary 
the policy of the Reserve Bank or against the general 
national interest, or has violated auv of the conditions 
of the license, it may lie cancelled after giving due 
notice to the bank. 

30. I am aware that the majority of the Comnuttee have 
30 cepted the prim iples underlying aome of the terms suggested 
by me, but they have been content with making rwommeiidations 
to the Exchange Banks to carry them out. It is possible that the 
ricvernment may estaldish a convention with the Exchange Banks 
regarding some of the terms and to that extent they need not be 
included specfically in the licence, Bui if they fail to establish 
•^ueb a convention the terins suggested will have to be enforced 
bv a licence, 

31. I am aware that my proposed terms for the licence will 
evoke a protest on a i}uest}on of principle, that these involye dii- 
ritniinaiion against non-Indian banks. I would point out, how- 
ever. that the restrictions on the Exchange Banka are not proposed 
in a spirit o! racial discriiuination but are the mmiminti necesnarr 
to ensure the ordered development of Indian banking, and they 
are not calculated to inflict any hardship on the foreign banks. 
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l>jsi riminiitum in thjB #iias€^ againit foreigu in mow tisore 

or lesjs commoM <»ven amotig tli<? comiM<*roia1l3^ ativaru'eii etiunliniii. 
It may he an in tji«» Ihuti^rl or oouv^ntiouHl an in th# 

United Kingtlom. In Uie Unit^Ht of Anierim the law 

prohibits* the eiiiablokhmont of branohe!* of foreign bankn who have 
thu« to organ i(»e jtubjiidiarj’ liH^al companies for the piirpose, or do 
mere ugenov wi>rk, while in the United Kingdom the Bank of 
England by imii^Uug on a Briti^ib aoceptaim* for inaking billa 
eligible for re*dis4o«ni lian effeetivolv pr^neuied foreign banka 
from lK*rrowiiig m the Ivondon market. In eonniriea where there 

lo* djM runuiatjon legal or othei\\i?4<\ there t#4 the national 
Mntinieiit w»>rking uguin^t them. In fart, internaiionai rivalry, 
jt alon!<y anti diplonuo y a|>ply an Hint h to banki^ an to other 
«phere.*» of national exparo^ion and ibni’hipnient. Exurnple«ii of 
tJjen*' ref^trirtioiiH aiol wpiM ial taxation regiilati«»n« are given in the 
appendix to the reprtrt but it eiwtenlial to atld that MOiie of iheae 
restrirtion^ have MM'ondarv effet t» on the working of foreign l^nk« 
fti.t' that Mooe re'^trotiotiH obtain in jiTmtire though not in law. 
lo the few rountrieH. where there i** no jonh rentrn tHin or diaen- 
mi nation, it 1*4 the lo< al bunkH are mi powerful and organiml 

that they have not r*o|uire<l i^urh proba tion. 

• t2. I w ill now proeet*d to give my rejo*onw for introibieing mme 
rvj the terms in the license: — 

The reslro tioii to port towns is ma essui y for the development of 
existing Indian banks and for the promotion and HUfe<»ssful 
working of new ones, Moreovr^r the Kx< hange Banks leong^ mainly 
confined to j>ort tow ns will have to iitilitu* the servi('es of these 
hunks for their business in the interior and this will streng^then the 
fmsition of the latter. It iiiay Iw reusoimhle to clniin that the 
operatiorii of the foreign banks even ui the i^wiri towns should l*e 
confined to purely foreign exchange btisineiw. Hut in view of the 
fart that they have l»een transacting other connerted hnsiness in 
the past, I consider it advisal»le to allow' lht*m to conthiue rondmf* 
ing such operations so that they may not b<* severely handiciippef}. 
It has also leen suggested that the existing up-country brum hcs 
should 1 m> closed within a specdfied period While I consider the 
sug^gestioij not unreusonable in view' of wdiat has been stilted above, 
I do not lielieve it will be iiiHM^saarv^ to go so fur at (he pmsent 
moment* if all the other sugg^csiitmris are adopted, More^^ver, with 
the change in the political atmoi»phcre and the general environment 
in which these lainks will have to work* I l>eHeve such action will not 
W ne<"essary. But if at anv future lime the Ucserve Bunk or the 
Government is satisfied that the closing of thes4^ branches is abso- 
lutely necessary for the developTneni of Indian hanks, the licensing 
authority will take suitable action, 

TH, The majority’s suggesfion to the Exchange Bunks to adr»pt 
a scheme of probationem does not go fur enough I would refer 
to the prai?tire in Italy, where foreign banks can hardlv appoint 
their own national* manager* of local offices. In Turkey, there 
;* a proriirion that Half the superior officers of foreign hank* should 
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1>«» Turks. I mi^ht oliso refer to the International Coitference on 
the Treutineiit oi Foreigners, which contemplated that only one or 
two foreigners oonld be imjwrted into any country as manager, 
etc., of foreign concerns. I think, therefore, that a tnitable scheme 
on similar lines ahould be adopted by which a sufficient number 
of Indians may l>e appointed to the superior grades in these banks 
ill a reasonable time. 

34. In regard to the distribution of insurance as proposed in 
clause (7), I think, it is a mafter of sufficient importance to l>e 
specifically provided for among the conditions of the license. In 
our disc'ussion with the foreign experts it was brought out that 
in almost all countries one half of the insurance on foreign trade 
was done with national companies. There is no reason why the 
foreign banks should not allow Indian exporters to give policies of 
Indian companies. Where the banks themselves insure the busi- 
ness, I think it is but pmper they should find it practicable to 
jmtronise Indian companies, as most of this business is for stored 
gcMwls or inland business wliich a national government w(»nld 
reserve to local companies. I would, therefore, suggest that the 
pri»jM*r ulbwatinn of insurance business Wtween Indian and non- 
Imlian compaiiieH sliould l>e settled by a meeting of representatives 
of the banks, and the ass<Hdations of Indian insurance f nni|mnics. 
But if they cannot come to an agreement, the (invernment will 
have to step in and arbitrate. 

34 A. I have referred already to the loss to Indian banking 
arising out of the actjuisiiion of the Allahabad Bank bv outside 
interests. I think that* at least so far as the future is concerned, 
we should provide against such contingency. While public opinion 
could in most cases exert itself in time to present it, and it might 

S lausihly be argued that this is a matter for the shareholders to 
•eide, I am of opinion that the wider interests of the nation 
rwjuire that the controlling interest of Indian banks should not 
be allowed ta jms*^ to non-nationals. I may als4> mention that the 
public in India knew of the acquisition of the Allahabad Bank 
DV the P. A 0. Banking Corj>oration only after it was an acfsun- 
plished fart. So far as its re-acquisition is concerned, I dimmss 
it aeparately in pams. 40 and 41. 

84B. I have referred to the neceasity to vest the licensing 
authoritv with jKiwer to cancel the license of a bank in certain 
eases. ^This is not intended to be an arbitrary power to curtail 
•uecefwful competitio® of individual banks or their liberty to 
transact the type of business, which they would handle. It is 
meant to be put in operation only when wider issues are involved. 
I hare given examples to show when it mav be considered that 
such action is called for. The foreign Hank.s will have to work in 
eo-ojperatiott with the Reserve Bank and in consonance with our 
national economic policy. Moreover* it will be the business of 
the heeniing authoritT to see that the foreign banks do not give 
room for such complamts as are now made, that they do not 
give Indian traders adequate facilities. It will, therefore* be 
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im'ii that the s^ystem i?» proposetl rhieflv to ensure ihftt 

the Imnkiu;^ in»titiiiu)u» iu lutHu nmy wojk in u npirit of ),!r<KHlwiU 
and co-opevation and he iiw frtou the hitternt'^.H and oonlnnertsiea 
now j»rev,tl**iit in tije oouutrv, which, if a!h>w»»cl to contiiuie^ 
cannot hul lonlt in h»*H ot to tlu' huei^n hunk?c. 

The nnijffritv are of opinion that Home of (hr tetin*< and 
rcnirliti(>n!S of the heense hv me would umovuit to di»- 

erimiiiat 005 iind that it wcoihl not fa* f*\pedient t(» adopt !*iurh 
mea>ures. 1 tiun point out that eflfeetive diM * iininat ion ruit h«» 
hi(ldrl^ even timfer a (look <>f jutitire. It endom»<l hy 

Internat tonal ('onferemc' on tin* treatment c*f forei^oier^ that th^ 
foreign inslitutionn in aity enuntrv wotild huvo to abide hy any 
new nieaj^ures upplirahle under tlie Hium^ etuulition?* to mit tonal 
companid. The KxchaUf^e Hank?* al^ti admitted that lh<»v would 
be prepared to abide hy any <*uch common re^tilationH. Stippcrwinf;? 
it w'as enacted that no hank in India ahould emph>y niori' tlian 
halt Its superior staff tnun loieii;nei>, to piovidt* a^ainp^t polirien 
adopted V>v say. tin* Imperial jlank of India and the Bank of 
India, would not thin hit the foreij^'ii hank?* without ir»%mtvinp 
diBcrimination ? SujrjMiiiinp that it wuh pro|>i»»ed tlint five yeuifC 
after the starting (»f the Iteherve Hank, it shall have pffwer to 
dc*< lare, after due enquiry, that < eituir» hraia hes wen* unma eswarv 
at ctutain towun and to call fui tlie l»ank (‘onccuried to elone the 
branche*^. would thin not I>e effective dim*riniiimtion I am per* 
jsioimlly apainst 8uch underhand diwcrimination. If it considered 
wrtmp that the foreign hanks should conduct their operaiionn in 
a particular wav I think it is far !>ef(er to have* it underfiliHMl 
ana legislate apainst it in lui open manner. 

The majority mippest that such lepislatiou inipht evoke 
retaliatory measures apainsi Indian hanks and hunkern in other 
Cfiun tries and quote the vun^ of Burnt a, I would point out that 
we are not suppestinp any ac^tion apainst iiidt vidua! foreipnem 
in India hut upuitint foreipii banks. All Imnks in Burma are in 
the port towns and I do not think our restrictive action in India 
c:*4n justify their Iwinp driven out of the port towns in Burniu, 
So far as the eupg<«tioii about Oheltvars is conceriK?d they ar# 
itidividuaia and no restriction on their iilarty could la* justified on 
the basis of restrictiofis in India on hankinp corporations. But 
if Burma is separated and the Burmans feel that for the develop- 
ment of their own institutions Indian loinkii should he put under 
such restriction I would not object to it, 

37. The majority hayq suppesie<l that any restrictions on the 
foreign Irnnks iliould lie on the basig of “ reciprocity This 
is a much mituaed term, doe perhaos to a failure to recogniiMi its 
true import. Reciprocity is defineo in the Encryclopaedia Briian- 
mca (Hth Edition) as ** The couditiem or state of being reciprocal, 
i«#., where there is ffiv 0 mid foie, mutual in0wnce or 
beiweeii the two parties, persons or things* In a more partictilar 
sense reciprocity is a special aiTangcment between two naiiosis 
under which the cifuem of each obtain adpaniagm or primleggo 
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ifi iht^ir trailing ralaiions with the other Judged by this defini- 
iMm, theie can In* no real reciprocity lietween India and any of 
the other advanced nations. As in our banking organisation, so 
iu all rt|>herert of activity are l>ehin<l all the others. Ked- 
priK ity m our cane, therefore, can only mean giving away to 
otheri* the unrestricted right of exploitation without any com- 
pensating advantage being receivtKl ny our country. IiecjprtM;ity 
means “ gne and fake but for us there ran l>e no ** give and 
take , for nhib^ \v(> .ire in u jMisUion to ** give ’ as freely as we 
like (or evi'U do not like), we are heavily naiidicapped in regard 
io taking rare of oui selves lu our own country, that we have not 
tlif; powiM 40 < apaeity to “ take anvthing^ from otlu^rs. KtM'i- 
(»ro< ity means nnilual infltienre ” but wliile *>thers can and do 
influence us \i'Ty murh to /on disadvantage, we are unable to 
irdluem e matters in our ow n favoiir e\en in our own countr\ . 
min h le^s ran wa hu|»e t<y exert nitineina^ elsevvhere. Henprocitv 
lueuns * ' eoi T er^|njndenee bet\vi*»*n the two parties but there is 
aivHtdulely n(» con espondtuiee between us and tiie itlVirr nations v\ho 
lay claim to if * ipr ndtv lu rr, llrciprcM it y n a *»|iecia} an anj.O'!nrnt 
betw'een two nations for the granting of ad vantageiois trade rela« 
lions to ea< h otloo Hut it is impossihb* to .see what advantages 
can 10(1 tie t4> any Indian bank in foreign countries in return for 
foreign banks hentg allowed um ontti/lleil dounnal nm in Imliu. We 
fin* giving to these banks the real privilege of doing liustnesij in 
India. Imth at the ports and in the interior, and t** transact any 
.ind «*verv tonn of bunking liu.siiiess, re.suiting in a |)iofil to them 
of nnire than one crore j>er annum, vet we are supposed In reci- 
pnudly to have the same rights in England and other eouutrie«. 
Whnt are the jHiaaildlities of any Indian bank enterings a foreign 
country and competing in its inland business. When they are 
unable to c<fiup«*te in Iiuha oven with the smallest foreig’n hank, 
what are their chances of competing with the ** Big five ” in 
England, the huge banking Inisis in America, the ** 1) ’* Banks 
in Oermany or the great French banknP 

t*I8. It is to my iuin<l very clear that there is no chance of any 

reciprocity l>etween u» aud other* at preaeni. When we are 

musters in onr house, when we have a chain of banks, tome 

of which at leaat may compare with the bigger institutions of other 
(ountries, w hen our f itixems ocm npy as im{K>rtant a place in other 
countries as foreigners do in India, then and onlv then can w^e 
Keriouslv consider the terms of reciprtx'al relations. The foreign 
banks Have already established themselves here and they may say 
** \oKi may also come and establish yourself in our t'ountrr 
Such an offer of recipwity in the existing unequal conditions 
can be nothing but mockery. 

39. According to the terms of the license proposed by me. 
foreign hanks may continue to receive denosits in India. The 
majoritv have come to tke conclusion that leirislative measure for 
restricting the receipt of deposits bv exchan^ banks are not 

itumed lately <mlled for. While not agreeing with the arguments 
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ndduc<*<! iti this 1 do not fnnn their m 

I hope that conditions ne< essitatin^ such a drastic ctoiise of action 
will not arise, 

40. I now come to the coiiiplieattHl piublem of the Allahahud 
Uauk. It ajjpears that not very h>n^ ag^o, there were iUree Indian 
Directors out of seven on that hanh hut by the continuous pur* 
chase of the fiiduru holdings there is now only one Indian Director 
and the entire inanwgenieni has pussetl into foreign hands. As 
most of the shares are held by the 1*. A ih Hanking Corporaticoi. 
over w IcH li the (^luirtereil Hunk has in quired the controlling 
interest, the Alhihubud Hank jh m f'fTe* i a foreign bank, iJnles!* 
its nmnugeiiH'fit is again transferred from fonign control to 
Indian hands, the tril lions regarding operalions of torei^ii bunks 
would iKMOine inetbHtive as they eoulii utilise the Ailuluibad 
Hank for extending into the uitori(»r of the isointi v, 4 he 
Chartered Hank oi the P. A (h Hanking Cot poi atom shoubU 
therefore, piTsuaded to a* range w ithin u periiMl of five yeius 
to dis|H>se of its shares to the Indutu publo- I'his may la» 
done in one id tvvo wavs. Kither tlo* shares may be sedd o(T ui 
snuili lots jn the market in a new company may be fottned to 
take over tlie assets and loibilitieH o< the bank. In the forno t 
ruftc there is iHOind to be undm» fluctuations in the value of the 
nhares iMrordiiig’ as Jt is tiie Hank tliat Aos to sidl or it is tlie 

t iubiic that /oi^ to bu\ If a new com]>anv is promoted, it could 
lave u proper valuation made of tio* shares to be disposed of. 
For example «oi thi* basis of the balaio e sheet as of June JlKUb 
the value of tlie loioein woiibl Im* alMuit Hs. !K1 lakhs, whieh 
roiTes|Mmds virv uearU to the shun* ifuotatnui of the bank. It 
is nei essiirv that the (ioverniueut should take ihr initiative in 
creating tiie new lompany ufid in iicjuoit lat lUg !oi thi* m i|ui^it um 
of the bunk. The fortdgn loddings in it were aequired l*v 
purchase at a market value und w hat is fuoposed is to revei <^e 
the action and bd the siiuies gfi back ic» Indians. The majontv 
claim that tliis would an m f of cxprojojatiiin, but I think (Imt 
there is nothing' in)H*rently wrong in ricrpiljiiig win h an institution 
in the national interest so long a«i proper considerat iou is jiaid 
to the partiea concerned, 

41. I have not overlooked the r#e onimeiidation in para. 
of the Majority Hejmrt that everr existing Indian bank shoubl 
hare a inajority of Indian directors. Ho long as the contrrdling 
interest in the shareholding remains in foreign hands the carrv 
ing out of this m-ommendution would only in the b tter aid 
not in the spint. 

42. I have so far made an endeavour to consider (he methods ly 
which it should lie possible io regulate the monopoly power of the 
foreign banks in the interest of Indian trade and fmriking. 8uch 
regulation as I hare proposed in the preceding paragraphs would 
undoubtedly remove some handicaps which now retarcl the develop- 
ment of our participation in foreign trade m well as emr internal 
banking. But theae would not furnish a completer solution of our 
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4sl, “ it i,*i not that IiKlia t*ho«ld rely for an time ou 

the farihties afforded by non-Indian Institution^ for the financing 
of her foreign trade Tlo* majority have, therefore, proposed 
the establishment id an Indian Kxfharp^ Bank, but the manner 
of their reeommendationH in favoxtr of such an institution makes 
it impossible for rne to apree with them. While favourin^r the 
establishment of a separate Indian institutioi^ later on. they wotild 
first like to tiv the <*\p*oiment of intlurinj^ t)u* Imperial Hank 
to take an ac tive share ’’ in the business I i annot a« repf as 
sound the propc»sal to make the Imperial Bank, the ofSeial Indian 
Exrhan^o* Bank, with all the priviie^^s and status that the latter 
is proposed to he enth>wed witn. Of course no one can have anv 
objeetion to the Imperial Bank takinp- to exehanp^ btisinesH, after 
thc‘ Ifeserve Bank is c*stablis)»ed. but if it so def ides, if should ch> it 
on its own initiative and responsjldlitv, and no sperial eoTnession 
nec'cl hi* inade to the hank for tins purj>os«*. But 1 cannot contem- 

i .late the t n\nsfr»r!nat i<»n of the Inipc^rial Bank into tVie Indian 
^xehanpa* Bank for the reasons stated below : 

(1) I think that the aruument wlcic h weijrhed with tlie Hilton 
Voun^r Commission when thev ctpf>cised the proposal of 
c'on viTt intf the* Itnperlu] Bank of Tnclia into the ftil!- 
fledjTfMl (\*ntral Bank of the rountrv holds a* ^^ood in 
this (citinection. Tin* experiiuoe and the resoiirces of 
the* lin|>e!ial Hank of Intjia. *-houhl. in nn o|vinion. be 
utilised for tlie expansion of bankinj: fariliti»»s witliin 
the (cuinlrv and it is !iot desirahle that part of thi« 
should be diverted tc»w'ards the htjsiness of finaneinjEr 
foreign trade* especially when its existinp' resources are 
mcest likely !<♦ l»e considembl v reduced on account of 
the withdrawal of deposits bv tiovernments. j>ublic 
Icodies and (^learinp H<»uses. 

(?) The shares of the Imperial Bank are held, fee the c-xteni 
of nuue than half In* niui-Tndians. as it is shown in the 
sup|demenfarv answers bv Mr. MacDonald. Thu*! even 
if the Bank atfrees to the ccuidition fui^jjested bv the 
nuijccrity as to the 75 per cent, of the Directors on the 
laKud Boards and a mnjoritv of those on the Central 
Board Ivein^^ Indian, there would still remain the objectv 
tion that the major portion of the profita would pawi 
into the hands of non-Indians. I do not «iee now thn 
majority can rec^oncile their “definite conclusion’*. 
** that it is not desirable that India should relv for all 
time on the facilities affordtHl by non-Tndian instifuitons 
for the financinir of her forei|rn trade “ (pam. 4S1) witli 
the pn>pos4il of malting the Imperial j^nk. liaTin|r a 
majority of non-lndian shareholders, the official Tnaimn 
Rxchange Bank. 

(3) Tlie responsible positioii.ii in the Imperial Bank of India 
are filled by Europi^na and eren if the majority*# »• 
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comuieutlatiun is ttilopteil regurtliag stopping of furih^ 
mTuilmeiu of uoiwliuiums^ I think it will ti long 
ntiH* iK'Jore Indians oonii^ to occ upy such n^nponsihle 
pocitiou'i. {Hirticulurly in the Presidency luid otb«u‘ |H)rt 
tuwn^, wU*'i^ the excbaii|ir«^ IniJiiuess is Itandled. The 
altitude of the hank dining all this time may In* no more 
sv mpiithetic ihtin th»l (»f the foreign exchange hunks* 

(4 If the Imperial Hank should Ih' given the sole agency of 
t o>\ i rfiiacnt hnsiness. as jiro(K>M*d by the majority and 
♦ ridoued with the stiifiis and specual facilities iimposctl 
f*ir the ofhi ial Indian Kxcluinge Bank, it win l>e ini- 
|H.<'»itde tor am Iiolian hunk to launpete with it to any 
extent. It might even 1>4> rtuHonahle to fear that the 
hanking hu^imsH in Iiulia jonv l»ecomc tlie monopoly 
of the Irnpenai Bank* 

so) 1 am m»t *pMte wore whether the Imperial Bank will 
a^»'ree to entir the exchange field under the cemditions 
j»n>posed hv the majoritv, cHpeiiiillv iHaaii^e it wotild 
involve it ni efftHtive fompctition wttli the fonogn 
hanks. 4 lie whole scheme tlierefore might joove 
1 HuHorv. 

4 h I' or tliesi* rea^otiH I <lo not think that xve would 1 m» just (lied 
in wasting anv time in iieg<it iating witJi the Imperial Bank. ’Die 
Indian Kxchang^e Bank xltoiild 1h* sfaiii»d as Mam as fH»ssiide and 
for Severn I reuMms it will he iM‘tter to ntnit it jmn>e<liu(c|y after (he 
e-Ntah! j'«h no'n r <4 tlie Be^erve Bank. In the pho #», nlo-n lJ»e 

Reserve Bunk is started, (he Indian lianks will feoJ more confident 
nlKuit investing some part of their icoMoiiees in the shiires of the 
Itidjan l.\« l»ang«* Hank. jNeiimtlly, tin* Bank s ojHUatmriH wriuld 
require the use of the suggested fiieilities from the Hes4srve Bank. 
Ihirdly, the Hank s -oatus in toreigii count ro*s will Im» greater, if it 
is known that it is working^ in co-operutmn with ibi? Reserve Bank 
and if its official agent, 

43A. I have explained why 1 do not agree with the rnajorit) 
reconunendation to make the Imjierial Bank the official Indian 
Exchange liank. Apart from this as|MHt of the problem, there is 
the niore fundamental oth* «s to whether the Bank, im at present 
manage*], cun Iw* allow ei] to continue to enjoy the privilege# and 
ftaiui of iole and even Chief Agent of the (ioveniment or of iha 
Be.ferTe Bank, with or without a charter. In view of the imiiort- 
ance of the question fmm the national jjoint of view, I ap|Hmd, an 
Annex ure B, a note on this iubjecl, 

44. So far as the «cheme of the Bank i« concerned, I am unable 
to agree with the <me nrofamesl by the niajoritT or with that of a 
purely state exchange Wnk propos«wl by oibem. The latter idea 
doe# not appeal to me, a# I am anxiotm to make it possible for the 
Indian Joint Stock Banks, which d<t not at present take any part 
in the bnsineiii of financing foreign trade, to enter the field. Tnetr 
aanimtioiia to deal in foreign exchange must iwognised and ihay 
should be given a chanre to undertake the business of financing 
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liidia'A ioreig^o trade. Yet it can hardlj be denied that with their 
prej^nt reeourcet, any attempt on their part to do tbia bnaineae iix 
the near future, will not only jeopardise their inland buaineea but 
Will aiao introduce an eleuient of unhealthy competition among 
them)»elvee in a held in which they have it present no experience. 
1 ho sporadic expansion of their activitioe involving waste of capital 
aad misdirection and frittering away of national economic energy 
can, however, l>e uvoided if instead of entering the exchange field 
unaided and isolated they combine to create a new' bank, on whic h 
would be conferred some special privileges both by the (Jovernment 
and Ileserv© Bank as proposed by the majority in paras. 48(M87 
and which would further l>e able to utilise lor its business the 
services of a specialised expert stah not easily available to any 
single banking institution. 

45. Much of the progress of the British and non-British exchange 
bunks is duo to thcnr clo^e co-operation with laercantile houses of 
their ow’ii nationality and the success of tlie Indian Exchange Hank 
will he ensured by sinular ct>-operaUon with llie Iinlian inercantde 
houaes and individual merchants. Tins aspect of the matter can- 
not l>e too strongly empliusised and it is my linn <‘onvi( tiun t)»;n 
unless Indian merchants and traders make gMUiuine efforts to streng- 
then the hands of the Bank, tlie |>rogiess of Bunk cannot be as 
healthy and lupid as we would wish. The liidiun Exchange Bunk 
will thus lw5 l>oth an opportunity am! a test. It is for this reason 
that I n:H'onunend that share'- sluoild 1 k' kt*}»t open for subsiTiption 
by the Indian commeix ial loiiimunity, 

4(>. I have prepaied u .s< heme for the Indian Exchange Bank 
based on ihew* principles and it is appended to this note. 
(Aunexur© A.) 

47. The meagre participation of Indians in our foreign trade 
make me ponder over the part playcsl by Governments in the pro- 
motion of foreign trade. In othc^r countries Goveriimenta take a 
very active j>art in providing futilities to merchanta engaged in 
foreign trmle. These facilities may Iw in the form of services 
of Trade CommiMioners and Consular Glhceis or may be financial 
aid through Ixiunties and exemptions. They may also assume the 
form of cheaper credit for foreign trade than for domestic trade. 

48. The most inijmrtant of the«e are, however, the various 
Ex|>ort Credit Schemes. In England, for instance, though private 
organ i»at ions, such as the British Trade Indemnity C^»mpany have 
been working for a long time and performing useful service in 

f >ro tec ting exporters and luviikers agntiust |>ossible loss due to the 
aihire of foreign iinjmrters in meeting their liabilities, the British 
Oorernment have nevertheless considered it necessary to come for- 
ward and initiate a nuiiilH’'r of Expert Creilit Schemes themselves. 
Their main object in this respect has I^een to help exporters ie 
financing their shipments to those i^onntries bills on which are not 
miisidcr«Hl safe by the banks, and to enable the former to accept 
orders from impoilers in these countries. After trying two or threw 
aehemas, the Govornitient adopted in November 1928 the new eon* 
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tract I'orm B bj wbieh tlirough agreement b^ptwiwiu tha banka and 
the Export Credits Guarantee Department, a ^ehem# of 
ment guarauU^ was maugurateci insuring the bank against riaki of 
failures of the foreign im{>orter. The total amount of goaranbNi 
approved under this w heme in December aas £ 4,5a2,(MK). 

49. In Genaany again , though tlof^re are two private companies 
providing export credit insurance, the participation of the Govern- 
ment alM» de-*erve» sptM^ial mention. For, la>sides helping th<NtNi 
compuues with funds, they also rc-in«ure the wdiole of wluit is 
called rojdiic risk and a portion of the normal <»xport crt^lit 

risk. 

f>(h In France, the Govxnument started the French National 
Bank for F'oreign Trade for enalding exporters «o obtain advances 
against their shrpirjenig hv droxvini*^ on tie* hank to Iw dix- 

rount^M! in the open nuirket. This bank ha« a special atrtural kuK- 
nidy and a loan witlcoit interest from fh<‘ (foveinmetit mi that it 
migrht stimulate the ex|M>rt trade of the ciotntrv 

51. In Japan spec ial schemes have always Ik^cu m operation to 
stimulate exports and thi.s has been inanagc<l through the special 
credit facilities enjore<i bv the Jnjm: «>se l’!x( hange Banks w ith the 
Bank of Japan in connection %vith their pureluia^M of export Idlls. 
This has resulted in [irartical exclusion of foreign banks fnmi 
export trmle though imports into Japan are mostly handled l>y th« 
foreign banks. 

f><. A ftchenie of stimiiluting Indian parltrjpat ion tn our foreign 
trade and nuMlelled on the linen of llie British nnd French sclicmcs 
cannot but Ih* a great nuccexs. The Giivf*rnment should create un 
Export (Vedits lioard which shoubl guaranttK' the hills of Indian 
exporters after taking suitable MH'uiity These hills woubi then 
W eugcrly M)\igbt after l»y the excbnnge banks instead of Iwdng 
taken for (ollecfion as juov Tn this vav. t) e funds of the Indian 
exporter would rorne bark to Itim as s<em ns his ex|mr1 In made, 
instead of his having to wait alxoit five inonths. There shmild then 
result a considerable increase in Indian participation in foreign 
trade which is so urgentK* am! essentially necessarv. 

53. I cannot agree with the inajoiitv regarding tfm feasibility 
or advisabiliW of the joint ** banks. These joint banks are <fUi* 
teniplated in two forms. Tn tbe first form, eoual amounts would be 
frubperibed by India in rupees and a particular foreign country in 
ita owrn carrencr and the contred and cslnblishment wmild be under 
■joint unperrision and the division of profits efinal. In the second 
form there would be an interchange of shares between Indian nnd 
foreign banka and each party acquiring an equal interest in the 
other, and the two inatittitJons would work together as one concern 
for the intereata of hoih, 

54. With regard to the first suggestion it must l>e remembered 
that the foreign countries have their own banks in India and unless 
Home form of compulsion is brought in ther would not agree to the 
formation of the new companies which would not bring any addi- 
tional advantage to them and in fact would practically mean their 
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from India. Moreover such a Imnk will rei^uire a good 
pioportion of rujiee capital if it i» to CNtiULioaud any coutidence with 
the public and at leant two crorea will l>o rei|Utred irom Indiana for 
each such bank. For unij hve nuch hanks we will require at leaat 
ten crores of rupiM^n and it is €»fXtiemely improbable that such an 
amount will come foiwani for the projjK>stHl scheme. 

66. With regard to the second ?vuggestion tlieie are even greater 
dilhculiies. When it is leiueinWred that any one of the loieign 
bauku could buy up the Induin biiiiik, the scheme will l>e easily 
admitt«f4l to Im iriipnu ticuble. Tiikiiig the instance* of even the 
biggest Indian bank, the Impel ml iiank, its share capital in 

only li». 6‘(#2 crores, whib* that of the l>t*uts<he Bank Unil Dis- 
coutogefiselsi'haft is about cj jres and of the National Provincial 
Bank 12 crores. An inierchaiige oi capital in such c i re u instances 
will result in an unduly high foreign holding in the Imperial Bunk 
without any projKirlionute compensation. Or alternutively , the Im- 

I serial Bunk will have to invest a far g^rcater amount in the foreign 
>ank than it can afford, if it in to acquire an interest in it. 

It need not lie pointed out that thii piojK>sition is far more imprac- 
ticable in the emn* of other Indian hanks. It seems to be very 
tiiiwifaq in our present (drcumstaiires, to los^? our t^ontiol over the 
few purely Indian banks by adopting such a pro|H)sal. 

66. Further, if ten (uorea of capital can W raised us required by 
the first scheme, it is a sou ruler proposition to use the money to 
create an Indian Kxrliange Bank. The foreign domination I'CMilt- 
ing from the second scheme can Im» avoided only bv increa.sing the 
capital of exiating hunks, w^hich vvtmld have the harmful efftM't of 
over-capitalisation and much lower profits. More<iver, this addi- 
tional capital could, as in th«i other case, be more profitably 
employed in starting an Indian Exchange Bank. 


NALIXI IIANJAN SAIlKEB. 
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ANNKXIIHK A. 

aw Kjrchuhtjt Ihink. 

\ \ hU i,H% pftfci*’ i 

‘ • r?;.<r- ;ful^a! oi tbx-' IlMhitii l%V' lialiik W'lll 

dt'l'tTtd, TM' tf,- ll U ill fK*fui?ttV A U 5 U ll-i*' Iti-hut** 

cf ^uTt t);n u.i lit lA |»t»r <w*til, wiH Iwj 40 rrun*« ol exj^urtu tiiu! 

40 ffor^s Ml Hujvart^i to bttittlltHi. It hiVM Imw^iii iii.tiilt'd by w wrjtiif*r ui 

tins* / s^utfM f -iJAnl NovintiWi that tit»* aiiiiMttti tthtrh »U thw 

IimIuh! hi.uuht’^x ui Uw» Kxfhiinjja liwukn »r^ rtHjuiivHl to j>rt>vi<lrt out of thoir 
ott 0 n ■«> a . «« order to biiautv tht’» totwi ox|H»rt x» ubiUit tiA eroron 

and liio SiU|*|dy fumlA to the 15 ^ uue*^. tnnkmi£ tt 

iotiti >? Ml i.unt'm.. For hji,tu}hn^ 15 p*»r <viu of thi’o arul (or uuikitig 

«iiSv 1 to>*>s* ’ll |>Mrt tow Ilf* t^> o\ jvOf'tv ijh aJid tho hauK « jH h ijioim 15 

eiorn*^ ol rrJ^otuw^ Thu n**|vUHito ♦tharo iwjotnl m«iy tlnTotoro \h^ Hul tlowii 
at iht#^. i n.*roit fhi**. amount m*<*d m>t W < alhxl \i[> »U! at omt* hut may ^ 
*uti%jr0*t d HI tviM or throe y»/ar*^. 1'he <‘ut»ii;»{ of the hviuk ttmy Iw* tru’rt^a!iiO<| 
as ami r<(, hen r»'<jmr»<i!. )>artnnhirty wtmu iIh* ei*ttthii*hineitt of in<u»» foi^ogn 
bram lo's IS i.o>iitomi*ii’it«Hi The Isi th*^ s^bamn shouhl, iti tlit# 

brsl uistwme. Iw throw u o)^»eii to the jottit-aUK k hankit and th»> i^<uu>ral ptiblie 
and, )i not tnU> isulTnaoikHwl within a ti»H\ and any |wrtioii nii- 

allotte^l ikiiouhl lx* taken uji f»y the (tuv€*rninent , who may dv»j»oiwi of ificuii 
later on to the foihlu , It t» nm''mnm%ry to prorido that no rion^national 
hankw or indivnluaLi will Ut* aihiwcHi to take up Hbartsfi id tlu> hank and thu 
r%«»tr»rtion wiii naturally ajiply to any trill^^lfer^ of ishani* alao. 

It may be intHe*^ary that the Gf»v*«rnmmt ahould uuaruntsws a rnininiunt 
divulend or ftay 5 jkt rent, for tho t\iHl ten yvurn The guarantee* of a 

ininnntirn dt\ idem! i** rs^ju i revl i^» facuiitat«> fim purtn tfiatioii of tho hankji 
in tho »h»r<* < ajot«l of the K*<^di«iigo flunk. It would onnhh^ tho MtibiH r ibifig 
banktt to earn the normiil return on their n(witx»ftivo hoidinga of abartai ami 
»r,i inanUwm thoir own halarno sh*M«t )>4jaotton. I bate the authority of an 
axiM*rienced nnd roputabie eitidiiinge hanker U> th«* offeX't that undor a 
atrietly <ouM*rvtttivo mauagwunont, tho CJcxrernment would not «t«nd to Uia» 
on the wh4he by thm guatatit^-e. If, Ixiarefer, th« (hn'ormnent ba%’« U» 
utiike any payment-'* on of this gu^lrftnl4^•<t^ provision aboukl riiAsla 

to repay thoM^ amounts out of future prohta alxure the guarant^Hl ralo. 

!*roti#ii,>n may aljw> U* mail*' for tho Governinont to rsweiio a nharo m tho 
prohta alan** a teriain rale of dividend iio long a* they coiilinun their 

guarant^s'* or other hnanrtal an^twlatuw 

1 7i<"wfc/€.-“At brat ihw bank tnay have to r%dy rmaiUv on oapori biminoiia 
of riionU a* the aelling of the ea|xirt bilU n* unually the only irannariniti 
that the oxfiortor la frtwi to ixmdtnrt m bo hkais, Irnjiort htll* am proMnioii 
through tho agent bank* in India of the bank* whnh ortginally paid for 

tbetn in th« fotaign country and until Indian iinportc^r* an* able U> maral 

that the billa ahai) W a#nt and hm pmseribxl by the Indian ExcKangt 
Batik;, thi# baainfMi in aufiTtctent roiimio wriU not \m arailabla. Wban iha 
bank op<*na a IxMidon or other foraign branch, during the firat law yeara li 
may have to wuni ebieHy on the handful of Indiafia m that tdaoa, but the 
mam adiantaga of UK'ao brambea would bo to buy import luila on India 
which would coftaidombly increaaa the margin of proihi, IIosmw, even if ifm 
branchea tfmmaelve* do not pay for their ea|ien*aa, it may be found ihal 
th^ rontrihat# indifwcd^ly to the profit# of the mutituiioii and in increaamg 
tba clkittlela in India. 

Witli the mcrfeasww! fariUthwi that Indian* will reevure fn*m the batik and 
tho advantage of ita helpful adrire, Indian pariictpisiion »n foreign trade i* 
bowikd to grw and ihi* will incfeai# ita elieiiteW Iwith a* regard* oumWr 
and rcdnme ol buatnaaa. 
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- Jrui»»n K*changi- Bmjk wrill k«r« kranchc* only in thn 

4 K>rt u>wfMi in In»iitt will kntixu)i» this operaitiom of exporting aii<i import- 
ing Uram in iMjn# but it wiil not torut>ete m iniend bu«iiie»«. If it 

r«quir<^ rrprfm^ntjitioii tn the ttit4j;rior, it will utiiuMi the «ierTK*«e of local 
imittutioiiii tn tho isumc muuntr m u proposed in the ciuie of the other 
ex< hfingo banks. 

In orclisr to uvoi«i onip^tUion viUh the Indian bankji in the matter of 
iUtracting tt nbouUl Im# provided that the bank will not accept 

d4 iK>aiU Irooi ow n « hents ingag^Mj in foreign trade. 

lUiourctK it Uv-n poinud out that the total reaourcea requirtHl ior 
t>ui bank nib hr J '» noivn. ThrifO crore^i will be share capital and about 
tiro i vorm oi may Irs ».*spCv!e<l. The balance of about tea croi'ea 

a lit iuivo to ^uppioni tii u k}h^ tal way until the bank ia able to eatabiiah 
lUolf jiro|>er ly. I ho Uoi*4u vo Hank should tberctore be authoriwid to lend, 
at a ct»nci*iwouiinl rat*-, up to ten cruiwjk to Indian Exihange Bank. The 
whole ot this ♦iiijouni i%i:I loH Ih^ rtKiuirod m the beginning, but the limit 
ahould bo irntabluhiMl irom the start. As the bank's busiiH^ increases, it 
w ill Iwj in* u iU ow n rosoun cs by way of detKMUta but thiw sjH.'Cva, 

loan may be lur during a con side ruble iMsriod. 

Agtnty 6uvir'<^>i m L<*fidun. The UoAcrve Hank will naturaily have to 

arrange lor thv suiovno ot ibo publu Ih^bt and for payments on acx:ount o* 
the Hecreiary of r>tHUj. Instead id opening a loudon Hranch for this pur- 
It can help the Indian Kxehango Hank Ui inaintain its I^mdoii Otfke 
without loifts by making it its agent and paying it a scrvitv thargo. Thi.s 
privilege i» onpHod by aenu natiotuii banks eiviy whore. As iiiitanfes may 
bo tpiot«Mi the l omtuon Wealth Hank of Australia, tbo Vokuhaiua Sj>»K;u? Hank 
and tlio Hank ot Monlieai. it the London branch is unabio to meet its 
ex|R'U!s*m, tlH» (iovernuu nt Hbuiitd pay a iMniiity during the* first live \t*ar» U:> 
iniiko up the titdoiemy. Smh Wunto^s have Uh n givtm in Fr;i«ce ftr the 
National Hank h r lorcign trade and in England to llio Agin ultura* 
Mortgage CoriHiration . 

The (♦overmneut may in this reid>t’ct sjRMUy certain coiidiUons to be 
tatutiiHi by the bunk. 

London -The Hunk will have u> kct p a gsnxi poMicii oi jtn own 

iiunda» WtwiH’ii two and live crortss, m London eithor in sU^riing untio 
or with the banka. If the Hewerve Hank will lend some of its tioating 
laiudua baUiux^s instead ot invmtiug ut ^^terhng bilU, tiiia will enable the 
bank to do wUhout rewkut to the l.auidon market, 

i^nmiftunc^ husin^.*g aj the iiniernmrnt , — Iho Government's remittanc'e 
husUieM wdl Ih? tamed on through the ilo>»»rve Hank which wilt judge oi 
the tune and monitor of sir b reiiiittant»>». It it decide'^ to adopt the «ysieiu 
oI tenders, the IntUan Ex; hangs* Hunk .nhould receive preference in allotment, 
provided it can bo itone without )os» to the taxpayer. If that bank and 
otlwsr bauk.% have WndurcHl at the same rate, the Indian Exchange Bank 
should, subject to the dim'rction of the limmrro Hank, rooeive lull aUcMluietit 
and tlie other banks should receive pro rain disiribuUcms. Tbui the banks 
will be furiuabed with a dei>endable demand for ita sterling balaneee. if 
the retuittwivee is arranged for by negotiation, the tt««M»rve Bank having 
decided on the rate at whnh it will buy iiberUng should buy from the Indian 
Evcitangi) Bunk the amount it is pre{Mired to sell at that rate and buy the 
baiance only tit>m the other banka. 

It IS not uuhkely that the foreign banks may eombiae to defeat the 
acbeine of the bank and for this purjfHiee may quote uneconotnic rates ao as 
to prevent the Indian bank receiving any aHotment. For this reason the 
Ut'aerre Bank should be authonued tn such special eaani to buy from the 
Indian Bank at such rates as it (considers are jii^rti&ed by market condtiiona, 
but it may penaline tlie banks which tendered the uneconotnie rates by 
alloliing balance to them. 

In viev of theae privileges, the Indian Exchange Bank ahouki undertaiui 

place at tlie dis|Kml of the Keserve Bank any turplits foreign reaoumwi 
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wUich ;i hA\r At an} tvm«* ainU vibkh tii« Rank lua^’ r«H|«iri3» fo? 

tht# |>urjH>M^ of *u»*ngjht:'nui|; iti* mt^rnAttoiiAi ^Miwttiou. In #«rh » cakai tli# 
Intimn hungt* lUnk wili lx? t*ntitUxi U? j^aymoiu tor tho wim« ikt 

a rato whuh tjiko tlio caa*? ot jitorling may In* Wtioj hy tho ^jquitraWitt 
of 1 '31M. tlu?n th<* avvrag^* rolo ai winch iho UojMi>rvo Hank a tif 

foreign V uncfi-. were mado u» llw? pm'txJilig H'Ook, 

(*fhfr *un .-ju inifii htt. Tho o|xn»ing of othor loroigri hrAncfeiw by th» 

bank w jd j d ♦>« the buAiUiMMt j 4 ha* at thtnno cotttn**. At hriii it wtll^ 
Of i .mr'ir. tHtabii^h t onnixtomA ihruiugh a|js:«»t)U and rofriW|K»n*Wj|itA, but lat<Jr 
on tl «i.sty Isiid li ux^Jul U» havo brAm:h«?ji m Now York, ilorlitl, ole. At 

already hrancho* may not U> paynig in tho abaotut^ aoiia», 

but thrtr viilu*' wouid In? in iTirr*»ating buf*mo^«w, WtUn* j»roh<a in Iniiia, ami 
©nhaut.W i n tl" nua ivunai Atwtu.*. 

(h^ /.owdon *l#arl.«’f -*‘Th« Rank will haxo it* own l>omlon 
r«Aje*.oir» «*% a# ’xiiiioti alM»vo, But skh rcgardii ttCi'ir‘:W!i to tho Lond*m Market, tl 
XiU }'■>" PI 1 vi -fc 4> ofT iluin <*thp't non HntiKh bankn hatidiuig our fortngn ttudo. 
A'* r> jLoonU ‘ Vjnot InUt on lyt,>ini»m, if the a<< wjiior a Hntt»h *uhjtf*ct, thw 
Ifoi'i tl bank can <iisr*t>uut them at the Aam%* rale «.v othcT bankt a* iho 

l>VH ootii Hoom van put th«nr own jugnaturxMi ai» tko *)mc If aaccjiUhI 

b * non lint jvJ.iiu *, iho Imimu bank xuU linvw l»5 |>p»y « htghci tli^fxiuui rato 
< r b oM tn jiortloho like other bankw. A« rt»gar»U n<ju.%f* Paju^r, Hnliih 

Ho t'- *♦ vx 1 i*«»i approa< i) it and untii Indtuii humnea^ iionctw haxo e 

ol?u ‘ V '.bi> jtrtdjbun w ill rn>t ariao. 

A/ofonj* men f , 'rh© Hoarti of |)»iT*<’lor» of the Bank w ill Ix’ ftt»iKVinl«iJ ui 
(be 5*a{nc nianiuM in th»'> <»f ordinary joint ulmk banki*, But in vi«*w 

of their pariii ipniuui m the ftharo cupital of the Bank nh well aa for thf* 
pro|oxf.<'^| gunrantio^ on wharoM, Uio (iovorrirnont »houhl have the right ti> 
lioniinate at least two dtrtx ions to ke<*i> watch over nml Mifeguard thmr 
Kt>r tin* ?oune purj>i>s4^ the appoiiilment of tfw* ( Inef Kxin utuo 
Othoers of the IliHik as woU it% hts Itepiity slnoild lx» snhpM t to tb** ruftiinna- 
tion oi tlic (itjvp i nnuutt . Owing to I ho ! «< ihticA propiHM^^f to la* gix eo to 
Itso Kx« bangc Bank hy the Bank of India, tlic latter ahotih) also 

bai^> the 1 ! 'bt to k**op itwdl a|>fonM‘d of tho slitlo t»f alliulw cl the Bank «n<i 
lor Hindi uifortnatn*fi as it may tonnider iWK^»iparv, 

/>< * f / 1 ' * f-oi "f |oo/jifp tlwing t<(> liM* hninx tat aH>>i»^fiin*c la job r»al b\ 

tho (iox enuriont t‘> tin? Bank, whuh w iU ewiventially a couunerrmt bank 
owiotl by ♦dodiicrs tbo protilA ♦OIIIO'^I by tl»c bank Oi t4 ^ le*l 

cs*nt. Will Iwe apportioiuai t/<Hw>xui the ttoverfinntnt and the shamholdera o» 
iJwa biooH <4 Hin h propoi tioiiH i\n may a|»|»rovnd by the htrmer. 


NAl.lM HANMAN SABKEB 
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ANNEXURE B 

Imf^erinl H*ink »/ /inafm- 
para 4^i*A on paj$e -567 ) 

Hit* Im|M rial Hank of fn?lia hii.« to upr a vi*rv iinp<irti^nt piacf> 

tn th4‘ banking -trto <»i tfu* » otintry. thnnijg:h it« Joh^j: n ith 

iht‘ Gm'ornni#?nt for about a r«*iitarv. It ha^i^ now total ^eposita of m*ariy 
.Oichtv f roro** a Inrh 1 % pi’^t ovor ono-thircl of tho trrta! (iopos-it4$ of all banks 
in India It vnpiys a prt*stim* niiJ status whirh it has ootiji-olMlat^Hi during 
all tho-w* yiar»«, and wlmh has <'on*idur«bly holpt^d it m ita o«nu>^tition antli 
[ndiun joint stork banki 

2 It now ofijfyv» of thf* pririlogfw nnd 1 # eiitrusi4»<i with somo of 

thr rr«pon>.if>ilitu*s <»f a (V*ntraJ Hwnk, an.l index'd jt iWH^nuyt powsible at tmo 
fuiio that it nujrjit bxsitmo a full flodg4-»l (Vmtral Bank. But now that m 

«iC»piirtiU» Uosorvr Itank going 10 Iw- «‘stab!i'4>od in tbo nrar futun?^ it would 
bo usoful to diHrusii tho poi^iitton of tho Imperial Hank, ponding tho rroatton 
of tbo Hrsorvo Hnnk and*a!tor For. as th«* lattor will havo only ft )»rnit*>«[l 
nundH^r of brarnho^. it will have to tranisiait its (iovvrnrnent bn)iine*8 at 
idVin tofilrrs ihftoigb agonts. 

'V Tbr toftj'U it v (lavo •*«igg»’Ht<>d ui para that ibough tla* o 

Hank w ill full dis-f rvt itot in rbi'M>sjng its ag^oits, it i»^ Jikoly of its ow n 

aroord to «‘b‘M)s<« tin* Itniwruil Hank as its ^diud 1 } tK>t the agent on iirotHsnt 

of Its having nvuueroun bnirii in'* all over the country 1 w'ouhl point out 
thiit the iiuioher of hrnui hes w ill not Iw* tin* t»nly »*r even j>rinf ipal d€*cid}nK 
factor, but the H4‘M‘'rve Hank shotihl Iw* guided in its ehons* by the advan* 
!o ihr publir '•/ It- n’Tsiypoi u-j‘f ^ itir r t ■ - ne m-n ^'.a r;r , a I 

hanking poltrx und hv the suitability of the terms and lojiditions under 

nheh the agenev mn Iw* arranged ('ons^ispirntly I <lo n«>t why the 

fnajonty shoubf fetter the « huiee o! the Ke4M*rve Hank by thu-n for»**talling 

It 

4 As regards tht* iidv inability %>( surh a ibou e I am unable to agree to 
tb« granting of any siun ial privilege and status to the Imporinl liank of 
India so long as it tnaintattui its exuiting eharaet-enstirs tw^th in res|iA.sct of 
itH share partuipatioii a« well an lU working poliey. The majority pro- 
piwuds envisage a position for the Imfw’Tia) Bank whnh only tu'stowa'Hl on 
truly national hankn in other <s>imtneii I ein at a loii:s to undenvtand how 
the Iriiiwuial Bank i^>uld legitimat€*!y held to rxirrcMapond to a naitotiAl 

hank while it hii ka the e]**nH»iit of niuional r^rntral in regard f>oth to it% 
•hnrehoiding and to ita inanagimient . 

o It iH no doubt true that the ]in|i»eniil Hank ocs u|drs a atrong position 
in the count ry\ It ha* nearly KVl branches, but it is more to the point to 
realiM* tliat at prvwnt the majority of it* dianss are held by non-lndianji 
<284 lakb'^ btdng held by non- Indian* a* against 278 lakh* held by Indian*). 
It would, to my mmd. W an anomaly to regard *ncVi an imititutioii at 
natianaU *0 Kmg a* thi* non-national predoniinancx^ it allowed to prevail and 
I cannot see how %>6iMHtve national control can he obtained uiileta ttcfjw 
arc taken to 4 s»tabU*b and itminlain a stibstantial ma/ority of shares in the 
Hand* of national*. Otherwise, the {xiaitmn of the Imperial Bank wonld 
not He different in this rtsipecl from that of foreign banka in India, who 
have ar<|nired t'on’jiderabW wtatmi in the i^wintry. IMien, therefore, the 
majority propose to allow the Imperial Bank to derek>p further in it* 
•ntrenched position it Hecotnea imperative to lay down mtm ipecihc coadb 
ticm« *0 a* to eatahliah it on the footing of a true national inaliltittofi. 

6, Apart from the ijue^tion of abarehold ing, there are other contidera- 
tiottn. which require to be taken into account . It i» no doubt true that with 
the majority of ahanwi in Indian hand*, the policy of the hank would tend 
to he natioiiali*tic, but it U necemMiry aUo that the staff dbimid be 
increaiMiiitly Indian for otHerwwe it wonW he difRruH for any nat tonal 
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policy hr fW ^harchaldcin to W iiupWiwf^titi*^! with uny wno^nijT iwr 

«iithu^ia'*iu I ni.unt«tn ihai th# of |»#fif>^«wrl it iu 

ltinr¥> *m!v to iht^ of ^^hnnt'hohliin^, lor. \n ^jny cn**'. a prc^lamioAol 

♦dontf'iu of nor\-ln<ftao’<* m th«f* hiiiHt'r fwtmnniFl t^'iids to work to tho wdvttn' 
tAgo of iioadii'imait iiml iltKAtiv«nt«icw of IndiAm Non-IrhUan* nm likely 
to fw Uiv«n in nianv indirtHri and aohtk* way#, <»vor fnditttit. 

Tho <>? ^tatf lhcrrf»»nv, of Kisrh iinportatu^' that it tniinoi W 

loft a** a Hiattor t*i internal v<mv%*rn to tho hank, »n«| at tho onlire ilijan^tion 
*"4 r'a" ' r»-<- ^ 'rvnfV' 'I'vv?!#- li 1?^'" Hi«|yk ?»» ♦‘•tJj-'O. rtn\ l^ru' 8h-=^*"« . No 

douHr a not* ority of Indian «^harcholdera wonld K<xvterat€« tne proot*## of 
Indi jnjs.„'f (oil. hot u»ad iUsd unW'» fho inidoritv i# o?»tahlialHHl, tho 
ha# a w oh'T niits?»nii! donmndifii; (lovormmmt intervetitJon to 

cri#«5r*‘ ihat ^ jv.»ln v of off<‘ttivr Tndiani^ation is larnotl on «•* nuiully A;# li 
< oo.pjit itdo njlli o^T^: u*ni % riH‘ tnaionty arv appan^ntlv «a(i#<li‘d «|lh tlio 
In ioinivA! ?on y *<f fho Hank a# oxidanoMl I»y Mr MarDoiudd atnl do nt*t 
ronioj^ r J ltaf th*"- pnvoh'i’ON *»( fnn^ f »o\ ♦oiunont V»;x}£inoo»< and ‘I'f oa^uio e <o k 
jutnfv fho cnf^ 'moment ^4 " further Indiani^ahon '' I'nrtirnlttrly m in 
t •>>ton«<r i ton wjth the forttu*r work the Hank n» jnrnutrii* ^ j|>^^o^dHnro, 

There inrv fhrtX'- fwonta whirh I wonld hntig out in thi# ronru^^imn 

The fjr#f lA that when* the Bank oiniduyn •«]|h'h ial fdafl for the Tiow»ury 
work, the Go^nrnntent rotihl wtdl in#Ht that ihrv nhall 1*0 I'^unjnnMMl almoat 
vrnd^y <d ln<itan#. Sotondly I win not {on\tn<'ed that the Hank (^|Mmd»6 a# 
nito h (>n thii'k work it out <4 it With a avora^^o hnUineo of t#'n 

cT4Uo<s, I think the work iruiolved, fo»ri#id*‘riiii.! it« total ojc |u*n,'wi>^. wciuJd Iw 
njoro than iho profit^ domed hy lending the fundH Thtrdlv I am not 

rati#hod witli the Indianiaation polny of tlw Hank Aioordingly to the 
hgurox fur!H*.hed to u>, fen year# of wairkinij of tho heme h»Vf» not jucHiiKXHl 
the ihojfabh* result 'rhefo are now only 1’^ Inrlmn ft-taff offhvt# iigtiin».t 
EvirojeniM^ and 1 uioh r^tnnd that fli** nurnher of Irnti.u)# »*» md more now 
than it w a# in Moreover thr‘re are an juany a# 11*7 Indmti jooha- 

tmner#. who have rornpWted their traitunit awaitinu promotion t4» the liigher 
grarle. Durtupt the year lU'i-'i the Hank apjauiita'-il Kifrn|*ei%n# to thn 

huthef grade and niilv 14 IntUan.H Siioa* then 2.1 Kuro]»eafoi have 
appointed «< again#? 17 Indian# I am lef| to hMdnom therefore that the 
polo y ♦>! lnd»ani#attoii will hn* effi-^dive **idy if further non Indian rtw^ntf . 
iiienf t# stopped from now onward# part iriihi rfy a# even then, it will fake 
ntanv yean* l>*fore an IndiAn wmikl <iriut»y * rmiwm^thle ttdmintatrative |wnf 
HI the hank, To thm condition the inajority are n\m* agn-y^alifo hut onlv in 
<a#e tlx* ImtwH'iai Hank it made the ofheittl IndiAti Exihansfe Bank, t do 
not -vee why the Indianuvation j^rdiry xbotild fw dejN-mJeiit on ihr* fartor 
The pritdeg*^ at l>rei#ent enpiye^J hy th*' hank are )iijit na valimhle oa thoiie 
U will have wn the Indiwil lC*rhiiniate Hank and if the redtnrfmn u }uxtifhi«dl 
in the latter cmm*, it e^n a* well Iw im}>o«iwol m the former 

T Turning then from the internal ititjxwt to the outer Aaprw-t of the 
Hank% fvoHcy, th« cjharge of partjality towarfU non-Indiiin^ m ioihi«ianli«ted 
tn many wayni, and tmdwjht<idly i% due u% mtn h to the predfiminanre of tl«> 
non- Indian element; tn the »taff a# to the romtKwotion of it# diixwdarrate, 
Cornplamt^ have Wn made hy many wifne'siwxt that the Kurr^nii dimi^Ui 
of the hank A mofA faTotirahle trefttment »t >U harnU than the Indian 
and the Mhrwing item# tak«»fi fiv>m the ftnteinent hy 

Mr. Mai lVnuld rwfr»Td'msr the de|/'«jtii and the »dvAnee« and the hmn t^di f 
of the hank, auptwirt the rontKHitwm : — 

J}€po9ii§^ ddmnret. 

Lakhit. J^kh« 

Non India tt^— 

CNirrent Acri(:Hti}ti 5.64 Ncm lmfiana .11,70 

Fi3fee<I fiepoAtia II ,64 

8Jt! 


IkHTAdU 
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Curr^^nt 17,32 Indians . . , . 30, 3S 

, 21,49 


TIhJ» it mH*ti ib.u wliiU* non^ltidinns havt? lie^^n j{fttin|£ more atlvain^ 

iban their dejjosiu, u«hnrir*'j* to litthans are far whort of their own <iepo«iU^ 
The privilt^os of frt*e Government balanoea cannot juntifiahly be j^ranted to 
a Hiu»k v%bim«* attilud*^ touardn the clients, Indiun and KurojK*an, in shown 
to he wi strorij^ly rout ra«t4^!. In my opinion, the isUuaiiori denmnda the 
makin ^4 of f^^rtain provisions ivhiT«*hy it ahouid tM> possible to witlalraw the 
j)rivileg*sH whenever the ReMrve Hank has layn sattHfitHi that the Im|H^rial 
Hank pMr»ue» a poloy of discrimination against Inchan client*. 

H. In regard to tlie Imperial H.ink'n treatment of Jiidian insuraiic'e 
rompaaiiea, it wa« state*] by ties Mana^dng Governor that they had adopi^nl « 
plan ot trmdy »<<e|jltng from their i lienia the |K>Sicie» of tertain approv^sd 
Indian (omjianioM Hat regarding iti* own inviiranct\ which wonld be far 
more than Hh clients* buiorM*M, he said that it insured onlv with formgn 
uinipiiiiieM with whom it Itad n icuig <-onn«H'tion , Asked whether he would 
not like Ui ronnider the dc^sirabdity of distributing Mime rd this business to 
Indian compiiUies, be put forward the piepi>st4*ronji plea tluit it woudd be 
inudv I'^ahle to disiurli the »*\i‘it«ng arTarigeiiients. This is illustrative of the 
attitude of the nffinals of the Itauk and their attitude to Indian Industrie# 
mul instit utmn**. I think it i« nec«-svary that a Hank enjoying spcv lal privi- 
leges from the (tovernrneul should as a matt**r of policy prefer Indian insti- 
tutions to foreign ones, 

9. Lik<» soiiu* other institution under (ioverninent contrv>l the Imperial 
Hank h a imi'mtw*r of the European (‘hamlu rs of Cdunmen o and hn* not 
cartel. «o far n» I nm aware to M^ek memlH^rship of any Indian ('hande^r. I 
ooiniider it very uudtssirahle that a bank so intimately joss<k iated w ith the 
Government uliould identify it'self eh»M>iy with foreign intere«t«. Tim 
Undewirwhle rewnlt of nuch i )om* assoc iation was c learly |H'rceived from the 
fact that the evidem^^ <d the Hank's representative? f>elore the (Vmmitte*? 
fojlow'iwl lather Ux> cloudy that of the Euro|»ean Chamlx^r* of Conmieroe and 
the Exchange Hanks. lnd«H»sl one might verv* well ext>e<t an attitude o( 
rloJw^ CO otmration wtth Indian iulere'^ts in a Hank sleeking ajH>riAl statna. 

10. In view of the farts fncnlioneil atvore. 1 think it i» not dewirable to 

grant the Imperial Hank a charter under existing wnditiems. I would, 
however, W j»repan»d to support it if s<»me c'onditions were uuf>osed on the 
Hank hi ndurn for the tw^stowal of privileges. In that the charter 

thoutd allow nil oppcvrtunUy of Indianising the institution, and I give below 
M>me of ilie more imtK>rtAnt conditionn that idmuld btc imposed on a quaiii- 
niitumai hank of the kind conteinpUtsd in the l]n|>erial Bank of the 
future : — 

<I> U ahaii have a {H^r cent, majority of Indians on the Ontral 
Board and 7A {>er cc*nt. on the l^x'al Boards, notni nations to bo 
made hr the ihm*rnment to make op any dehciency in the 
idian'Kolders* ebx tioii. 

(2> The Im(M»rial Bank shall not hereafter rvermt any non-Indian 
exc'ept with the sp^n ial sanction of the Finance Member. 

(31 It shall not tramvaet bminesa with foreign iojiumnoo companiiMt, 
nor act as agiuit* for them, when suitable Indian insnrance 
ctvmpaniea are available for the purpose. 

(4) There wifi he no transfer of share# to non-Indians until thesr hold- 
ings become le^ Uian 33 pet rent, and then only to sucit estent 
lliwi suhdiecjuent transusr will not increa«ie the tton-Indian bolding 
above ibis proportion. 
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(5) That It Sihmll not cotutwto with Indian joint irtoclt bimlui bjr inlm* 

ihicmg an uue<x>iio(uic r»t4s of inloroit or by o|^nittg n^w 
brftnciHW m <^^iitrtii nlf^dy tn^nrod by thom. 

(6) It «hftU not identify it^If with any t^arliiular ftoctlnn of forwign 

or ludtan buamotatiMiQ. 

11. Evvo if no charU^r i« granted 1 nm»t omphatow* that thoao titipulaiiaiia 

am nacx^iL^ry if th© Imikonal Hank u giron tbo mdo or ovou cKiof aijtmcy of 
tha licat?rvo Hatik for lU Govormoont work. If, hmravor, Uv« liomirvo Hank 
should not chvKjEM* tho Imp^rtaJ Hank &m its »olw or chiaf agoiii, Uio 

lattar nnijst U? ton Unit to iccupy a jHJwitum hko that of otiiar joint atock banks 
in India ond wdl havo to abido by iho provuions of Um!» banking law as 
rogardii h iiiattorii as lihartrs and mattAgonmut, I ho iGmorva Bank may 
also, ui purituit of a national banking t>ohty, vhoom oUior Indian banka aa 
its Agi^tiU «‘veu in piact^ wh«ro tho UutH%nal Hank hna braiicbiM. H will 
ih«n find a anumiU of dtift^ronoa bidwcHm its pr«%<»tii status and its 

tulurti on*‘. 

12. Tht>rit IS ono otht^r important a/»p»H't of iho wtiiking of ihw Iinporial 

Hank whxh from thi« fioint of vum of tlio Indian jouit sttK'k banka is of 
groat sign ii)t unto. namt'Jy tho lm|»onal Hank's rompotii loii with thoin. It 
M ctmt4;?ndi'd that thw Hank attracts dopo«ni« at a < h<'iij»or rato on aitounl of 
lb«» pro-stigo uf GoverniiKoii aatoK lation and ItouU tho monoy choajdy. This 
is « JiunoMl u> in* iu» iifivuiitugo l-*! lh«* public. No doubt It w’ould l>o so if tho 
bank woro uctuuiod by this motivo alono. It might bo argiuKl on tba ulhor 
hand that this luu jiHtpardiiMHl tho intoroftis of Indian banks, onUiiting loss 
of businms to thoiu, ami also totilinmg ihoni to crnnparatiroly mom risky 
businojis. I ho conU'nlion ot i hoaiKir isU«s is bohotl by tho fm't that in 
phuo» uioio thiTo aro no braiirhoa of othor hanks, or whoni othor banks 
havt? Ii4-»'n ousUhI. tho Inijn^rial Hunk has gonarally imjHMMwl high rttt4%s. 
Whon hi.’^ attention wim rullcrl to such facts tlio Matuiging Governor dofondiMl 
biui«*df by hu V mg tiiat tbo rat** in cortam Im aiitics might W highor Uiun 
in oUiors as tho publa iniortKSt was not tho Hank's .^olo rnotivo in Hsing thn 
raU*» lor ioiiding or doixwitiiig and that it hint ii>? profits t4i i<wjk afG^r. 
1 am ut opinion that this uiifMjual »on is nnhoalthy and 

undosirablo, part jcuiurly when it is rwnn*mlw*ri,»<i that out of tho ItXJ bramhiw 
oiMsnod uridor iho Act, no Urns than 60 w<?r«)i oponoti at plwc^m wh^ro othor 
bunks wcro uSr^iady ostabiish*^!. 

13. I uiii, tborof<;-rfl, of opinion that thn Hoiw^rvo Hsnk should give? duo 

C'ornodonit ion to ilu* whon it «»xi3rrisi4*s its discretion in pormilling tVi<» 

opening of now briinthcss by the lm{n>na! Bunk. I would also to ib. 

iatt«r that it should sttnously I'omidwr an aiitfudo of oonooinpctititm with 
Indian banks. It may go one sU-p further and dseida to chsai thosn of its 
branches who h are not working at a profit, provided the pubho in Uicso 
centrf)« have other Indian bunks U> whom they louid resort. 

14. In the tnieritn |>eriod, it will be wall for the Hank to ron«lder 

seriously Uio unwisdom of pursuing iXm lines of policy which I have referriHl 
to, and to which Indian opinion could justly jHiint as reawms for discon- 
tinuing the ostjting Uotemment patronaga, H it will adopt from now on 
a new imtlook aa auggesteil by the conditions pr«|Kwwwi by me for the 
charter, it would be acting in its own true interests. To the eitieni to which 
it chung^w lU |Mdiey on fundtinsental mattem it may reawmahly f*xpf^ I 

the sopiH^rt of Innia pubhe opinion whieh would otherwiii>e relofriaruly 
forced to disfavour the oontinuamw of the pnviWgeii, which have fo*terf*d 
the growth oi the premier Indian Bank. 

Condmwn, 

Th« compreliftnaive dbaracter of the devefopmefit of Indian banking 
enTtsaged by ua, eotapriaisig schentsa of rural, induviriai, rcnameretal and 
famsgn trade finjum, eaaily tamdi to show that however durable or itieoH- 
ticalfy sound these propoaitions may be, the tranaiation of the aebmes into 
practical action will depend absoliitftly on the availability of rusouroee for 
these project*. This would be the crucial test to demon%trate that cmr pro- 
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pmaln b4J«n proi)ri|»tod by oon^iaerjitioas of actuAlitM. I hare curefully 
cori«idi*rt‘<i tlii* 49ifc»©ahai mptKl of our eii«|uiry and have come to the con- 
ci^jAo>» that otir recommeudattom UK'huiiiig those contained in my eeparate 
lUJnuUf* do not involve any proj^^^ition that might be regarded as either 
uiopKiti or Uk) ambitious lor iiii»iH-duito action. I bare constantly borne 
in uund tbe«<» practical rat ions witeo act-ording iny snpfiort to the 

pfi>j>o>,iiS of the majonly w«'il as in framing my separata rotKiri, 

2. Ihe adoption of our athenn*® will call for a f'onsiderable aiiginentation 
of our n^sources b»r th«^ porp4>?j**» of l>otb short and long term fmAiice. The 
former wdl b** re<funi'<i in lonmxttofi with the reorganisation of the credit 
fai iiitim for agn< ulture, trmUj, induntry and (H;>mmerce. This deinnml will 
Itif tiivi ir» a couiiideralile extent by the iiu Rmsed duidity of funds ^s<HUire<l by 
th* geiienil banking deveiopment of the country end the close co-operation of 

dtrf* ageiicicH in our iiUemal inonev market. (Vnnidenibie facilities lor 
the im reivs*^d res|UireiiieiiU of »hort term acromnn^dation would also be 
aiadabie from the Ui*swrvf Hank, nhith, if startsMl witli a margin of gold 
of 10 [>er lent, as wuggesUKl by the lliiton Young Commiwuon, will 
eiudde to irie4‘t im refts#*d tnule doiuands by new issues of < urreiicv up to &) 
cror*s umler normal conditions. Even on the existing strength of the cur- 
nue y roM^rves, as shown by l>r. Trip, it will 1 m> jHmible to issue additional 
( iirmif) to the extent of Hh. 2o t rore® i I'n/r i)r, Trip’s Note on Yfoney 
Market in India > 

d l#ong term hnance will Ih’ nHpuriHl for the share capital an<l debtmtnres 
of ih»* Industrial ( ’or|M>ratmns. l.rand Mortgage Hanks ami the share’* of the 
lleserve Hank arid iho Indian Exchange Bank It will bo noted that thij 
deituind tor th«t**o ftind>i would not lie made at once to the extent of the full 
amount that may l*e ni*e<lfHl to condu* t their <»jterations The Industrial 
CorporatiouH and Land Mortgage Hanks wiU depi»n<l for the bulk of their 
funds iu» delHcntunv* wfinh will Im* y*iisu**<l in ^wparat** hhs'kN from tui»o to tunc, 
Th*' floatations <d the deb^uiturcs will iherefoif b** sprea*) over a few ye«m 
and »n normal yeari. it should not Iw tlifbcuU to dii'*^*^ the annual savings 
of the nation ami th** di#organ!s*«d tridivitlual invest^irs into thin form of 
invest nnuit. Even now the rtxjuirements td industrial hnnnr^’ and land 
mortgage crtHlit nM* b*dng provide*!, though often on prohibitive terms, by 
some agencies which will have the funds reliinuHl to them as a result of the 
activities of the propiwwnl institutions. Th<*»«' tiiiuls must ss*ek rs*-investnwuu 
and the detumturea of the Land Mortgage Hanks and Indiiatnal Corporations, 
sfionld laMoine safe and attractive inv**»*ljiieiU« particularly when it is known 
that th*' Government itssdf suUs4'rib** to them. The fiwt that the debentuiw 
will Iw' made Trusl4»e Hs*curitieii will make them (mpuUr wtih the In^uranm 
Companies and othiu TrusU***#. 

4. I di> not think, there w ill b*? any msurtiioun table difficulty in mobilising 
suthcivni resour<H*s iies-vwsary ft»r investment m shares and debentures of the 
inshtntnnis no hate profM»iw*d, provide*! attractive uchetiM^ are adopted and 
the national h^aderw ap|ieal to the nation for umbiliaing their amatl oavingi 
f*>r tb*sae pui|>oae«. hk the lemiera in the belbsforent countries did during tb# 
last War. With a national er'ononnc policy' actively pumued by the Gorem- 
uvt sii, |sd»!i ' c witUleiu'e and entliu^uoKm will be created for xncc^^wafady 
tapping the sicattervHi re«ourcew of the j^eopie. A change of policy regardiiig 
the (wpiGd exjjendilure prograiufne of the goveminent in ccifiacitiiiiice with the 
nesKls f>f the schotivex of devwlopmeiit profMMod by m wilt have to he a4}opted 
and punuievl with drtennmatian. If. howvnw, all the rwioufves iie<e»*aarT 
for tW develiH^ttw^if'f hig natiowal tnduatriea be not forthcoiwmg by 

^ the nw'tluxin »tated above, the neotwaary capital may be aecuied by foreigii 
loana. Hut aufficienl precaution will hare to be taken to enanre that 
loan* do not in any way remit tn a transfer of control near indnatrina into 
foreign handa, with which objeci the atalin or induairtaJ eorpomtkmi ihoa)d 
hortnw the money in foreign warketa and make the anine nrmitable to 
indJhtidnnl iiidindvian. 


KALINI EAKIAK SABJUSR. 



Minute of Dinent by Six Members of the Committee. 

Our colleague*?" conclusion is that speaking fnim the point of 
view of trade alone, it may he said that the facilities nrailahle at 
present for iinanctng India’s foreign trade* Iwith imjwtj^ and ex- 
port>?, are sufficient We disagree with this premise. Acmrtliiig 
to them the interests of trade alone do not rerpiire the inimeiliate 
estahlishnient of an Indian Exchange Bank, stituig enough to I'oni- 
pete suet^sefully with foreign banks. We disagree with this solu- 
tion t<s>. 

2 , They, however* tueution that after a careful review of cectaiii 
represeritat sous niaile to the ( ’ouiinittee* they have come to ismshler 
that it is not «h»v^irtthle that India should itdy for all time on the 
facilities aSorde?! hy non-Indiau institutions for the financing of 
foreign trade. 

d. Ueas4uii{ig thus our isdlengues projKise that after the starting 
of the Reserve Hank for India the lm|u*rial Bunk should he ** in- 
duced *' to take iin to tire share in the financing of India's foreign 
trade. With the terms to l»e offered to the Irnperml Bank ami the 
restrictions to he placed on it in connect if»n witn such work, tve are 
not immediately I'oncerneil here. Our main differeme with our 
colleagues U on the diagnosis of India's complaint regarding finance 
of her foreign trade till now. We view* the grievance of India in 
this connection more seriously* and* our projiosals for remedying 
the same are therefore more definite, ant! of a more urgent nature. 

4 . We fail to see how from the iMiint of view of tratle alone 

it t‘an l>e saitl that the fat ilities availahle at prcMuit f<*r financing 
India's foreign trade are suffitient. If our colleagues mean that 
India’s foreign trade has not come to u stiuidstil] at any time yet for 
want of finam ial facilities, one may at least pause to consider before 
challenging the statement. But every Indian commercial Inuly 
that has appeared before the (%iiiiiiiittee has com|>luiued that, in the 
matter nt providing finiirn ial facilities for imjMui and export tnide, 
the Exchange Banks have, generally speaking, been differentiating 
between national and nou-natioiiiil exporter* and importers. This 
complaint, so unanimously IcMlgiHl before the Cominittee by Imlian 
commercial iMwlicts, can W confirmed by aome of m from persotml 
knowletlge. Indi^d* the history of foreign trade passing into Kuro* 
nean bands since the establishiiient of these Banks ui India, proven^ 
for all practical purpcMiea* the (ruth of the rase of the Indian com* 
mercial romm unity as urged on this ('0111111 it tee. 

5 . Sinha observes in his Early European Banking in India ’* : 

^ — ** During the latter half of the eijghteenth <‘eniiirv. when the 
Eaet India CV»mpany was in imwer without reii(>oniiibilitv* most of 
the tormgn trad* pcuiaad out 01 the haiidi of the people. Ilie inland 
trade wa* also monopolised by the servants of the Com pan v for a 
considerable time. As a result of this* the indigenous banker* 
naturally lost their old pre-eminence .... But European 
Banks could not fill the void created W the decay of the old mdi- 
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gexiom Imriks Almcuit the entire foreign trade had 

paaemd into the handU of Europeans when European ranks came to 
be established/* 

fi. The foreign trade with Euro{>e in those days passed from the 
hands of the East India Company to those of non* Indian prirate 
inerehaiits and Agency Houses, wliich latter were chiefly formed of 
“ gentlemen, who had Wen in the Civil and Military Services, who 
finding their habits better adapted for commercial pursuits obtained 
permission to resign their situations and engage in agency and 
riien^antile buHincHH Thene European BanicH started with the 
privilege of issuing notes and, being under European management 
and proprietorship, commanded a prestige which completely put the 
indigenous banking system and personnel at a most serious dis* 
advantage. In fact, it is said that the political and economic up- 
heaval at the time was at once destructive and constructive. With 
u history of this nature, the process that started with the commence- 
iiient of the nineteenth century, has continued unabated, with the 
result that the volume of foreign trade of India in the hands of 
Indians to*day, as direct exjiorters and importers, is iK»i estimated 
at a higher figure than 15 per cent, of the total trade. This figure, 
given by the Indian Chamber of Coinuierce, CalcutUi, has been 
challenged by the European Excluingc Banks who luive merely 
given pert^entage figui'cs lor different centres where they have offices 
in Irufia. leaving the Committee Ui wH>rk out the total percentage 
for all India. They have not explained how% from percentages of 
different banks, one (ould justifiablv arrive at a percentage of the 
total. They have admitteifly include<l in the Indian share, all the 
business in respec t of which bills were <lra\vn on Indian consumers 
or distributors, though the real importing j»arties were non-Indiana, 
who controlled, contractcnl for, and earned coninus.simis or jirofit in 
the transaction. Tliey have also admittedly not taken into consi- 
deration the large v<duine of business done by firms like Balli 
Brothers, who do not operate through the European Exchange 
Banks, in the usual course, for finance of their foreign trade. 

7. On the other hand, the basis^ of the calculation adopted by 
the Indian ChamWr of Commerce. Ealcuitn, i.s the actual value of 
trade as disclosed by official and private publications. We, there- 
fore, prefer, in the absence of any other data w hich w ill enable us 
to arrive at a more accurate estimate, to ficcej>t the estimate of the 
Indian Chamber, which is in harmony with, and receives corro- 
l>oration from, the general estimates prevalent among the Indian 
«’onimercial community. 

8. We feel that the Committee cannot dismiss lightly this phase 
of the working of the non-national Exchange Banks in this country. 
Indeed, we are convincetl that as far as the Indian cYunmercial 
communitT is concerned, this Committee will have failed in its duty 
if it does not examine the reaiions whv the foreign trade of the 
eountry is m pTeponderatingly in the hands of non-nationals and 

♦ Be# appendix ITT, Vehim# of Written Eridettce. 
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iuggest suitable aud speedy remedies ftir it. We cauncil aeeept the 
plea that the Indian has not enterprise enough to com}>ete with the 
mononational in respect of commence, either internal or external, on 
anything approaching fair competitive terms. Before the advent of 
the British^ and, before Eurtjpeau Batiks drove foreign business 
from t!ie hands of Indians into those of Kuropmui trnd«*rs, Indian 
commerrial firms are known to have Hucressfully carried on foreign 
business on a large scale in ordinary country crafte and Indian-made 
wooden ships to various parts of the world.* What is it then that 
has led to the virtual concentration of the entire foreign trade of 
India during the last KK) years in the hands of non-IndiansF Con- 
trol of shipping and <»f hanking facilities are the tw’o main causes 
which can chiefly be mentioned in this connection. We are con- 
vinced that, of these two, the concentration of foreign trade finance 
in the hands of Vianks contndled and run by non-nationals has 
playe<l the more important part, 

?). The knowledge of l»anking in India wa*H long anterior to the 
settlement of the English in India, though the system under which 
it was carried on, mav lie regarded as *lift‘eri*nt from that which the 
Europeans introduced. Writing in 18t)3, CiKike, in his ** llise, 

Brrigress and Present condition of Banking in India**, says:- 

*' From time immemorial, the hunker luis always lieen an iiTi|>orl- 
ant ineinWr of Indian society. Formerly, in all divisions tind siih- 
di visions of that society, he had his type and representative, dis- 
charging fum tions of indispensahle lUHessity to the W’ell-heing of 
the (ommunilv. The Empire had its Banker, the Suhah hail 
its Banker, the Zillah had its Bunker, and Village hud its 
Banker. Each in his sphere exerciseil an engremsing influence; 
each, in addition to his finunciul, was charged with a large pmpor- 
tion of sraual and politii^al res[M>nsihilities. Tlie tnifliiions of the 
Hindu, and re<ords of the Mohemmadan periods of our history, 
endow the higher classes of Bankers with the character and powers 
©f the Ministers of the State. No lloval or Imperial Council was 
complete in iU members without the Hanker. 

** The character and extent of Indian Hanking have been 
frequently cited in refutation of the unjust (ulumnies with which 
the opponents of Indian jmlitical reforms have aspersed this nation. 
There can la* no surer prixif of the soundness of a people’s moral 
condition, and their hahitual regard to truth in the transactions of 
life, than the prevalenc^e of so much credit as is necessary to the 
existence of such a system of Banking. The native Bankers them- 
selves are patterns of commen iai morality. The dishonouring of a 
hundi is an event of tare occurrence with them. They transact busi- 
ness with each other, and w iih their constituents, w ith a total dis#^ 
regard of those forms which English commercial men deem essen- 
tially requisite, and. without the aid of which, indeed an English 
house of Dustnes.s would scarcely be secured. One pe< uliar feature of 
native Banks has always struck us as pe<ijliarly gratifying. The 
busmess is usually carried on by gunm»thaf , or clerks hoidiiig a 

• R. M, Marita*# fadtati Empire, Vol. HI, page f^i9, fe/<?rre<i to ttn page 

Ran*# Freaent dajr Raakmg in India. 




582 


mmitiori in the firm. They are often pior men, and yet 
are never called upon to fumi«h secwVity, Their remuneration m 
not hi^ii, and they have often the entire disimiiAl of the capital of a 
Cootee: yet it rarely happens that a firm lose* anything by their 
dishonesty. 

The fact that Europeans are not tJie originators of Banking in 
this country need not strike us with surprise, for, !>oth from internal 
evidence, which the success of the British anus in the Punjab 
further exlenrleil and oj»ened out, we know that civilization and the 
arts distinguish <he Kant for a very considerable period la^fore the 
HV^f hud begun to eiiieige fn»ni ignoraru e and luirbarisiu 

It is in li country with .su( h history and a people with suclt latent 
(piulities that the total finuina* of its bueign trade is with non- 
nationals. So w’onder that its people «rnart under a sense of mate- 
rial loss and moral huiniliatimi involve<l in this ousting of her sons 
from this field of activity wliich sluuibl l>e theirs, 

Bh (hi file various ( r>iii[daints cl diM riininat ion lodgetl liefore 
the ( ’<»ni mittee, it was io»i possilde to sift the in^tunces supplied 
more c losely than we did for tlie >innjlc reason that the Bonnnittee 
<'ould not sumuKUi the Bank complained against, to refute tlie 
i liarge. Efforts wet>* made in Muoe cases by rejo esentati ve^ of Ex- 
cliange Banks to t*x plain away s<»me of tlH>>e ( liarges. but nothing 
Hubstuntiul has been adduceil before us h would justify our 

coming ti* the <‘on( lusi<»n that the i barges levtdled against the 
Exchange Bunks were withiml substance. 

II. Indian commercial bodies giving evidence before us said 
that several of their members based their opiniims on instances 
within their {k'IsoiuiI knowletlge. But, for obvious reasons manv 
of them were not pre[)ared U* give tletails of their grievances for 
formal #»ubmis«ion to this (*oinmittee. Even those who did volun- 
teer ftvicvh instances were prompted to do so by u sense of public <iuty 
and we luive no reason to }>elievc that they either exaggerated their 
c'ompluints. or camcealed the truth. 

If, therefon*, the share of Indians in handling the foreign 
trade of India is extremely limiteil. if not nominal, as explained 
almve. and if, a* we conclude, one of the main reasons for this is 
the finance of foreign trade being the monojudy of non-national 
banks, w*e cannot agree with onr colleag^ues’ solution that tlie in- 
terests of trade alone do not rcMjuire the immediate establishment of 
an rndian Exchange^ Bank strong enough to compete successfully 
with foreign bankn. 

13. If by trade our iH>lleagiies mean trade as conducted by any 
Irmly, they may Ire right. By the interests of trade alone we 
however understand *^the interests of the trade of India brin^ping 
the best share in it by way of profit, employment, scofre for ability 
to the nationals, and prestige to India The Indian Chamber of 
Commerce, Calcutta, have the following remarks to make in this 
connection : — 

“ As a reewH of this monopoly Indian firms find it very 
difficult to compete with European firms who get all the amst* 



auce that they r€H|uire fmim iMinkn. What thia tiK^ana 
the country will he frt>ui the following figure#: — 

The value of the ex|H»rteil aiul iinportiHl hy thi# roun- 

try annually in alwut “>70 trore?* of rupee?*. Tfie #hare of 
lioiian** in tins inuuen?^i* tnulo is Iosh than 1»‘> jK*r cent. 
A>>uuriiig that the nuut hunls eiigagetl in tins husitnw iinike 
on an average ‘2 per cent, e<unntiH«^nus , the piufits iT Kurojoaui 
firnv'* atiHunit to 10 troies of iin»ees innntally. HesiOes the 
Kiut*pean men hant^ ate al>Ie to (*\teml patronage to the 
e\t<*nt of ^eve^al tiaues of ru|»«H*s every year by wav of 
luoketag^<‘ oti gtaals Inuight atol sobl. brokerage on exchange, 
brokerage on itisurniice, brokerage ort Jrcig'lit MHUireO uinl 
c»th er inc nlfOitul opeiatuun. Itoliatis lunl to lie e^intent with 
iiioving the cn»ps Irom the fielO t«^ the ptuts ami seiuling^ the 
ini|H>rte<l gieelji fnuu the portn (*» the mofusHil, Imlian iner- 
< hatit'^ are beings ilriveij out even Ittuu tliin btmness. The 
1‘huop.nut export ami import houses, \\)th tiooi vant ie'a>une#, 
are conijieting v«‘rv N4*r)oti»4lv with Imliati firm*^ fm this kiml 
ct btnincAs. Imhan firms, in spite of then ecomunical 
mamigement, timi it nM|»ossjble tt> witiistaml them for any 
length of time as their resourceji are liuiiteil \ 

We h ave tlieiefore no hesitation in saving that fmlian trade 
interests reijiure an mmiediate stop being put to the monopoly 
enjoyed l*y non-national lv\chang<‘ Hanks by tin* iinmerliafe estab* 
lishnient of an Indian Kxi hang^e Ihink for this purpinse. 

14, (hie <if the t <un plain ts made before us }»y Imlian coitnuen ial 

bodies related to Ivvoliange Hanks giving indifleretit itderejo es about 
Imlian commereial houses to eiMpinets al>road, as compured with 
leferema*^ given ai>ou( ICurojiean of admitterlly lower standing. 

Without going into the ijuestion of the stuiolards adopted to judge 
the sitamling of Imiiait firms, we may say that even a mere fikeli* 
h^wal of buissed references being sent f>ut does give an unjust ifie<l 
advantag'e al>roa<i to i om|»eling Kun^pean firms over Indian * ♦un- 
met <iul houi^es. Tile sigmficania* of the prejudiee creutiHl l>y sin h 
reports must i»e obvious ami the handicap (heiefrom <annot be 
exaggerated. 

15, (hie of the reimuis g-iven by Kxehang'e Hanks for their 

unwillingness to grive credit to imliatm to the extent that (he latter 
exp«H‘t, is miid to be the reliutame of Indian mejf hunts to diselose 
their andtted balttfKe*#heet-s t#» Hank Managers. The actual words 
msetl bv the foreign experts in their re[w>rt are: Tr> exhibit their 

|>rof»«rly audited Imlance-slieets and pr<ifit and Ic^ss account 
The expert# perhaps did not realix#! that wTiai their infonmoits 
meant alxmt thi« defect on the part of Indian clients of Exchange 
Banks was Imljunce-'sheets and pmfii and \m^ account audited by 
Auditors ** approved l>y the Hanks. We consider such a demaml 
to be an eximordinary one. We Wlieve that every respectable 
ladian eustomer of the Bank would prapare<l to furnish (ha Bank 
witli lull ajid reliable iufonuaiioxi about his financial {KMilioti if 
hit couaeeitou and dealinga with the Bank justified such infomiaiioiv 
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lining supplied. The practice of One firm, one Bank baa still 
to develof) in India, and it may be regarded as a tall order from a 
Itarik, aih^ancing a casual loan, asking its customer to diisclose his 
fullest position to it. We disagree with the statement made by the 
experts that secrecy alx)ut business affuirs seems much more 
cherished in India than in other countries The fact of the 
matter is that Managers of non-national Banks, not being either 
willing or able to keep in touch with their Indian customers, as is 
the case in our Experts friends’ countries, rely for re|K>rts about 
the stiiiuling and financial position of their Indian customers on 
either their suhordinates or third partitas like brokers and other 
intermetliaries, and hence the ultra-conservative estimates of the 
credits deserve<l bv Indian customers. We cannot help deploring 
the reflection implied in the impression conveyed to the foreign 
experts l»y their infoniiantji — and we feel that sucli an extraordinary 
<lemand as that of having balance-sheets audited bv “* approved 
ttuditorH is, bv itself, sufficient to make out a ca^ for a change in 
the monojKdy o? the finance of India’s foreign trade. 

Iti. In paragraph 208 of the Report our colleagues refer to the 
practice in other corintries of banks engaged in the financing of 
export trade rendering invaluable assistance by supplying Incii 
customers with information regarding foreign markets and ihe 
prevailing prices. They further say that the existing iustitulionti 
which finance the foreign trade of Imlia, and which are almost 
entirely non-Indian, have not taken any ste}>s in this direction. 
We wonder why our colleagues overlfKik the effect on our foreign 
trade of this serious handicap of the agency of the finant e of foreign 
trade, as it exists at present. We will only say that if this defect 
of the non-Indian Exchange Bank.s has not been reined ie<l during 
a periixl of about 70 years of their existence, it is unreasonable to 
find fault with the ^ndian commercial community for their per- 
sistent demand for a change in the inevitable angle of vision of the 
existing Exchange Banks. 

17. (hir diagnosis, therefore, is (1) that all is not well with the 
foreign trade of India, particularly with reference to the l>enefit 
f nun it to the nationals, and (2) that the absence of adeijuate bank- 
ing facilities for this purpose as supplied by the Exchange Bank^ 
has militated against Indian acquiring their due share in this 
trade, and the loss to the country as a whole by this handicap to the 
iximinercial community is enormous. On purely practical and finan- 
cial grounds alone, without sentiment Iweing flowed to weigh the 
sitales, W'e are of the opinion that our colleague* have erred in their 
conclusions in this behalf. 

Sinha puts the case in a very succinct way in hi§ book Early 
JEuropean Banking in India : — 

More than 150 Tears have elapsed since the first Euronean 
Bank was established in India. Yet the foreign exchange ouai- 
ness, whicE is as safe as it is lucraiiTe, has remained a closely 
gnai^ed monopoly. It is as true to-day as when Keynte first 
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wroi^^ in hi» ** Inciinn Cnrmnty an<l FiimncsE^ *’ iti 1918, that 
it wouK! W <jxreedinplT dilBcult to i^t-art a tww Kit'hani^ Bank 
except ntuli^r tln^ of m>in« important nnaticial 
jilr«a<lv establithtnl in a strong position in Iiulia Even 
small rountnos whoiw^ foN'ign initla is inurh than oum, 

have a net-work of bninrhos throughout the world for financing 
their foreign trade. But we hare no braiuh of our own tvan 
in Ia>ndon» where the bulk of our trade has to be financed. Thai 
entire fonogn busintMts of the aountni' remains out of the hands 
of the ihildren of the mn] is an evil, arhich must be rherked 
not dimply out of empty patriotism but ft>r solid finanriwl 
reasi»ns. It is not for nothing that the FhaHered Bank of 
Iiulnv, Australia and (diina was denitMl u f^nd-hold in Australia, 
in sjnte of the (^harter granted to it bv the mother eountr}". 
In Imiia the evil is aggravated, e«p«H‘iafly in importanl luoiuv 
tary ventres like ( ab utta where Exvhangv Banks do not as a 
I ulf < o-^>peiiite with the Indian Joint Stock Bauk»^.’* 

18. There is one dang«u‘ of iin importuni ( haravter in leaving the 
n 'U-natiorud Kxvlmnge Banks free to pursue their couriu' as they 
have done hithertiv Their vomparativelv nuu h larger resouri es en- 
aide them to compete wuh the Joint SUn'k Bunks in India in a man- 
ner that plar es a imndif ap on the joint stock banks. An experienced 
banker complained that , with the finaiu ing of foreign trade exclu- 
^^ivelv in the bunds of these Exchange Banks the l>e«t nie<iium for 
bank in v#*sf.ments, rt 2 ., trade bills, Wcomes the monopoly of this 
section of the Banks in India. What is left to the Joint Ktm^k 
Banks is advances on landed j»r<ij»eriy,. or, merely short perirwl ad- 
vances against raw materials m the mofussil area during the period 
of the marketing of crops. As u rule, this n\w nmteriril, us sorrii us 
it reaches the {>ort, generally goe# to the Exchnng'c Banks for 
finance where it has not l>een taken charge of by the foreign ex- 
porter in the up-country station itaelf. 

19. “^A very significant instance of this is the case of the 

bill, which is generallv a usance Bill of 2 to b months. The cur- 
rency, in whicii such Bills ure draw^n, is either sterling in the case 
of imports from Europe and America, or yens in the cawe of Japan. 
In ordinary coume, in any countrj', with its bunking fairly ♦irg'nn- 
is<sd, these Bills after l>eing acceptofl bv the drawi^? would be 
available for discount in the Discount Market of the itriporiing 
comitrx*. In India it cannot be said that discounting of Bills i« 
either new to the people or is beyond their capacity. In fact, it hat 
I>oen adnsiitesl that, wdth Indiana imjmrts running into alnnit Its, 2rJl 
erores a year, if the iinj>ort bills were arailabie for discount atid 
parpose#rtuch a Bill luaikei would be a great lielp to India's monev 
martcei. 

♦Keynes further says :— Indimn Exchange Bsnkmg f» htmintm for 
s|>eculatfva m miterpriaiag ootetJersi, sad Israe profits wbkh it earns am 
pfotarted by eetablialiad and not easily assailable advaniaa^ " fpaga 20S), 
t See Mr. O, Saratya'a written atatement, Vol, II, pages STS, 
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Owing to the non- Indian currency in which the Bilk are drawn, 
thcv are rendered useleiwi for a Bill market in India, and have to 
t>e locked-up in the port-folio» of Bank# holding the Bilk. This 
dead- weight on the money market in India i» a paying proposition 
to the Exchange Banks ne<rause the rate at which the Indian im- 
fKirtei pays interest on the usance Bill, from the date it is drawn 
until the date of payment of the Bill plu$ the |>ericKl of remittance 
of the amount from India to Isindon, is the Bank of England rate 
with u lutnimuiii of G per cent, all the year round. How often the 
Bank of England rate reaches 6 per cent, is well-known — generally 
•fM»aking it is only during an iinfon«i!»een ami exceptional f>eriod of 
stringency — and yet the minirnuin rate of interest on a usance Bill 
drawn on India is fixed at G per cent. 

20. On n rt>ugh calculation, out of a total import abotit 250 
crmes, Us. 15(t crores may he taken to be the amount on which the 
Exchange Banks earn interest at G per cent, for an average periml 
of 2 to 0 numths. Ah the bilk ar^ 1) I* and Imve the signature of 
the drawer and the at i*eptunce (»f the drawee ctu them, this titnl ( lass 
security for investment to the Exchange iianks may be said to l>e 
all jam for them in which the indigenous \>ank has no h>ok-in. We 
therefore wonder if our coHeag^ues can Im* correct when they '^ay 
that ** the interest of trade alone dof'S not rinjuii'e a change from 
the present state of affairs. 

21. These sterling hilk are in foiiii, sulxstaiHe and nature nothing 
but hutif/ts, the cinailatioii of which, the inu^t perftn t |Hirtion of 
the Indian c<aiunercia] system — was ut cording to (Vsike “ very 
great and although millions were invested in them, the loss by liad 
debts ari.*^iug out of the dishonour uf the mstniiiients at maturity, 
vras a most insignifif ant j>er cent. The terms for w hich the hunJm 
were, and still continue to be drawn, vary conaiderably TUm 
natural form of investment for Indian Banks has lieeu taken away 
froiii them owing to the Kxf hange Banks continuing to encoumge 
sterling bilk for imports. The Exchange Banks in India, reiving 
on their monojmly, have not till now thought of this loss to In^iak 
money market. (In the contrary, they have put forward the plea 
that it is lor the importei to peisiiade the expoHer abroad to sell 
to India in the ru|^>ee turremy. The plea k a iitUe naive. We 
would venturt* to ask if this would not have chaugesi year?i, almost 
detades agOt if Indian Banks were haiidiiug finance for import 
baaitiessF 

22. There is a j>eculiar advatiiiige enjoyed by British import 
houses who have their offices in IjCMadon in the matter of the finance 
of import businefw. These firms do not finance themselves by draw- 
ing on their cffices in India, with documents aitachetl — but they 
enjoy the privilege of drawing on the Exchange Banks which have 
their heaa offices in Ijondon, the Kxchaiige Banks accepting the 
bilk, and the drawer discounting them in the Ijondon market at the 
cheap current rate of discount prevalent there — ^which generally is 
betwaim 2| and per cent. The ahipoing docninents for such 
ixnporta are sent and handed over to tne Indiaii bimnoh of the 
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tiOtiiioii boune, unJ sut h Brititili firmii in Inditn g«i nn nilTmntn^ ot 
Hi Inast I tnir emti. in i»v«r their ludinti cotn|)eiilar« ^h«ii 

anked wheUier this eori of facility wan tniiiie avniUble to any Iniliaii 
iinpirtiitg hou«o the reply gi%*en by the Kjichan^ Batiks' repreijen- 
tativeft wa» that no Intiian liou**e bad a lAimlon bnmcb. The ques- 
tion remains open whether if there wan one. euvh a facility would 
have been made available. The positiati to-day. however, n* that 
even though bilb cxmld be discounted in the Indian uiouey market 
at under o per cent. Uie Indian im porter must finance his unporU 
at a rate of interest the nunimum of which u b [Xir cent* 

23. We need only mention the all too pathetic maimer in w hir h 
the opening for Indian intelltH't. seeking mojuif for wtirk in the field 
of banking, is practically bbsked owing to the vahiiible and uu- 
jHirtant field of financing oi foreign trade having Iwui till now in 
ibe hands <tf non-uational bunks. The CoiiunitUH** is unimimoufily 
of the opinion that the Indiun, per sc. i« not ui tel lint nail v unfitted 
for the banking line — and yet. it is admitted that during tire lust 75 
years, none of the Ext hauge Hanks which have thriven so much in 
India have thought it their duty to the sons of the soil to emjdoy 
them in llie higher posts of their officen in India. Suih enf»>rced 
Hturvatnui of the inUdleit of the lountry caiiiroi regardeil as a 
uiatter of 8U< h small los.s to the c<»untry as can be easily measured. 

24. The (.'ouiuiittee were apprised of the manner in which Ex- 
change Bunks have been roHUitiiig the Insuratice of giMMls, both for 
internal and foreign inule udvaiHes. w'lth the Indian InHuninct* 

( ’ouipanies. Although no instunie could l>e mentioned by the Ex~ 

♦ hange Banks' repreMUitatives of any loss incurred by any of these, 
owing U) insurunre being placed with Indian InnurniMi? (3ompaiiittfi. 
the latter hiol to carry on a tiiosi perststent agitation for the lust 
several years to assert their right to reiognition liy the foreign 
Exchangt? Bunks. Iioleed. the stfuggle is not oven yet but int? 
Oiinmittee understand that since comptuints were iiiade to the i'oiii- 
fuittee. special orders have been isHtied by the Exchange Banks 
Aiwhm iatiofi in Isindon, to their offices here, for more disc reet treat- 
nieni of Indian Insurance t ‘ornpanies. 

2ii. One of the most ak'iious defec;is in the money market of 
India, owing to the fcMiiitig wbic h the Exchange Banks have lan iired. 
IS the splitting up of the market into two. it is udmittiHl by alt 
wriiem. including Keynes, that the money market is divided into, 
what the latter c4aUs. Eunqwan ’* monev market and “ native 
mou€V market. He quoteii from a letter by Mr. Sleigh. Hecfeiary 
and Treasurer of the Ilank of BiSiiibay, written in 1898. which says 
that “ the sbroflii who finance tiearly the whole of the internal trade 
ol India, mrely, if ever. disc«f>Mnt European paper and never pur- 
chase foreign or sieritng bills **. This holds good even to-day and 
the reason for it is that this section of the Indian Banking Systewm 
never get the oppcirtunity to handle the paper. It has Ui be borne 
in mind that the inland trade of India is not lees than fiftaen times 
hmr foreign trade, and os the foreign irmle is estimated at GtMl c roms 
a year, the inland trade may be taken at 9,000 crores. And yet for 

majority rkport 2 o 
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the laM 741 yearti ami more the piiH Hetweeift tbeAe two goeiinaje of 
the niouey niArket in India has anown no sign of narrowing; if any 
thinjg^, they mntiiiue to keep quite apart and separate and tbe m- 
suiting chaos in the money market of India can he easily imaging. 
It has indeed lieen a fertile source for criticism to all writer® on the 
Indian Banking System. Some writerH hare opined that these two 
important sections of the inonev market have remained in mutual 
ignorance of the doings and mctliods of each other. This ignorance 
has been unfortunate for Ixith. It is a question of great uractical 
interest and imimrtance at the present time, whether it is desirable 
in the industrial and iHonomic life of India that this division should 
coaiinue. The mrorking of these two markets side by side is a great 
hamlnup U» the progievs ut India h tuonoiun regen**rnl ion. ll is 
therefon* ne^ essary that Indian talent and capital ^lould have access 
t4» the field of financing of the fiireign tnnJe of India without any 
further delay and thereby u l>eginniiig be made in the direction of 
unifying the Indian money inantet and putting a stop to the |>er|H*- 
tuaiion of the two divihinns of il. who )i fratuie tlirtiiiiciiH to conti- 
nue for some dmadew to C4»ini! if things are left us they are. It 
may be said that for thin purpose there is no bar to Indian enterprise 
taking to the field of exc hairge business a itlunit State asnistaiice. We 
have uiready quoUal in parugruph 17 jilwive the opinion of I^mfessor 
Keyiies that r»W’iiig t<i the f<»rtified poiHitum id the ♦*\isting Kxi'hunge 
Bunks in Imlia it would be dtfficitU ti» start any Kxehange Bank 
with mere private enter prito* I'liat opinion of l^iotessor Keynes 
expressed in <aii l»e sai<l t<* Im» doiililv true to-day and for the 

next few dfu ades. 

2t>. Such, in briel, is the list of outstanding acts of omissnui and 
(HUUtniSHion hy the foreign K\< hange Hanks against uhirh llu com- 
tnercial community of the i^mntry proti^st and agitate Impressed 
as we are, w^ith the reality i»f the.Hi* pnUests, anil (he geiiuineneHs of 
the clistonteni engendei^*! hy (hem. we feel that a sidulion of this 
highly involved oosUiou must 1 h» sought without delay. lu oiii 
dimHiHsions with Uie hireign ex|>erts, we were udvis^ul ti* restrict our 
solutions to such remedies as <jlhei <oniitries in the West may Vh* 
ktiowii to have res«»ried to. (hii difficulty i.s that none of these 
friends of ours have lie^m able to name to us any < ciuntry in the wide 
world, which either is, or, was piaceil in the pcf uliar (Kmiiau in 
which India finds heraelf to^dav. It is freely admitted that thaim is 
no parallel to India*® present day piwiition in Banking that we have 
to solve. We are not in the happy [wwition of having to w rite on a 
clean slate as the other fxmntries musi have been to a larga extant 
when they evolveil their present Ranking Institutions and organisa^ 
tione, proteciiKl W either legislation or unwritten law of their land. 
We have to arlvtse the (lovernment how Irest to timke up for the lee- 
way caueed by the policy pursued hv (ireat Britain in India during 
the last 7f> years at least. We have Ireen warned that any disctri^ 
minaiion in the treatment that we may riH^mmend mav \m tmuglii 
with serioite tymsequenc^ to the welfare of India in other sphemt, 
<TNir {position i® that whilst we resperi the ex|>eriem e of other coun- 
triae and pro(>oiie to benefit by the same we do not think it ite<e^wiary 



ii>r u» to of miy ctwtitiidiffmtiaii otlupr than th# on# 

ju-isiug frotu the t#rmtf of to iij», naiin^ly, what do ih# hmi 

iutare^t^^ of ladia deniand fmiii u» at tliJ# jiiiii Um^ in aolviug thi« 
jirobietu , 

We cannot li#lp oba«!?rvmg that #terv country* eith#r in th# 
Wi^t , ha*4 built up itn hankitig a^a'ortliiig to it# condition# and 
r«Nnuremen(^ and as far as we are aware no coxintrj' ha# taken i*x* 
ccption to surh policy of any other country. The following extract 
trtitn t!ic ■* Forcuard ’* bv tb I* Hopkiu#. Acting ifircitor, 
Bureau (d Fofxdgn and IKunest c (‘omnierce. Fnited ij»tatef’ of 
Atnem a, to a publii ation by the V. S. Oe|)artinent of rominerce 
dealsng with ** Hight# of Foreign SlHirelioldcr# of Kuropoan 
t%»rpoiaf ouis ‘ IS niguiticant in thi'^ r<uinecfion ; 

Tiooc have been in ici eut t unes sev* lal e\ainjdt* i abroad of 
alteniptN t<* ic'slint the rights of bueign shareiiolders uiol 
j»iev*'i»t the tran»*fer of <4»ntTol of ib»no*#fu eiiterprfses ti» 
liOtMgnet’*. I here has IhoUi a great df^al ot spevubitioit HH to 
wdouher the < o!p<oato>n laws of the t ountnes l oni erned pertuii 
Mu*h rnea'^ures t«» tie taken. In examining the laws ot several 
KurojxMU ♦fOiiitiiC'k it has t>een found that rouirly all of tloon 
provide e<|ual right# to foreign sluirehobler^. Spain, Hutnania, 
Sweileti. and Norway have definite restriction# on foreign 
capital in the <le\elopment of the r national resotirce#, but them* 
re'»tro tiouH Itave been u<b*ptei| a# jiroterdive measure# and are 
not a di»^» ri oHfuit ion jigainst anv jnieto ular group of foreign- 
ers M«>^t tniintries pei nut ror|MU'a< ions to nuike their owui 
pfov snuis reganiing sluirelodder#’ right#, and the iibfw*TO'e of 
detiiule biw> ha# resulted in many private riH^asure# restrif ting 
foreign s h a r e h ♦ » 1 d e r s / * 

The pel uliar i (Volitions in India regarding foreign trade finance 
demand the protective measure# rccorimiended in this Minute a# the 
nunimurii fir#t step whuh the Stale should fake. 

2H. We know of various countries which still impose sulistant ial 
fa and Map# of ?}f>n-naf ional bank# working in their midst. Special 
tuxes in thi# connct tion are known to be in vogue in counirie# #«ch 
u# France. Italy, Spain, Portugal, Nethe? larol#, «-<c. In countries 
like Jetmn and America #pe< iai restriction# are know n to be preva- 
lent. ETeti for the foremost inonev market of the w'orld, the 
(diiieliffe rommittee of I918-If> had made the following tinanimotiN 
i 4H*oniuiendaticifi : — 

** Several of our witnesses have ci*!le«l attention to th«* condi* 
tion# under which it i# fipen to foreign Bank# to ettahlinh 
themselvei in this couriirv, TTe stiggeet that this i# a riialler 
which ihould receive the early attention of Hi# MajeelyV# 
OoTemment/^ 

2ft- With aurli flep« dmrised hy more advanced cemntriei, cun 
it he said that the remediet euggeeted for the iolution of the diffi- 
MAJoarnr iBroarr 2 n 
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cuities iu India are inspired merely bv moiivee of diacnnuttation P 
We are anxious* to make it perfectly clear that in making the iug- 
ge**tiunH which are detailed in the paragraphs that follow, we are 
jn^'pired by the sole motive of setting right the machinery of Bank- 
ing in India and not by the sligbte:*! intent to injure any intareet. 
If, however, one of the indirect results of our suggestions happens 
to be some discomfort to any interest we need hardly say that it 
must be regarded as iinavoidahle and inevitable in the process of 
making u[) for some of the evil effects of the policy pursued in the 
oast , ('an it be tontended tluit the Kxi hange Bankf^ have estab- 
lishiMi »hems«*lves in India merely because of their su[)erior effi- 
( leio \ ? Does history not tell us that in many cases their origin 
and |>ji»gi<*ss ucre founded on the most imidioun treatment in 
favour t)f loiicern*' run l^y the men o! ruling race!" 

dH. We suggest tlutt as a first step in the dirertiou of getting 
Indians tludi legitimate sliare in the finance of foreign traiie, the 
State shoulii start forthwith an Kx« hange Hank w th a ( apital of 
tliree i rorei (d iu|>eeH, all in he tak# n up by the State. This Hank 
should l*e allt»we<l to do tinaiu uig of c\})ort and import tradt* in the 
same manner as any Kx< hange Han!.. It wouhl lecejvi* def>os]ts, 
aiul, lend money on [rroduce awaitii g t*\purt. or. inip<*rt> awaiting 
distrihution . For direction (d su* h a Hank the State sljould 
constitute u Hoard of 7 jiersons at the Head ( dh«'e of the Hank with 
lioards of about o jmrsons at imporlan? centre*^ where the HaTjk 
should Imve branches, and nominafjon to tlie thuitral and 

Lora 1 H< Mirds should he made hv the t fo\ ennieuit . Iti ordi r to 
ensure the Hank having a reasonable stait. all icinittiUo'e hustness 
of the State should he done through thi^ State F\< liange Hank. 
The Keserve Hank when it comes intf» ladiig will hxik iifter this 
business of remittance on behalf of tlo* State and the Kxi hange 
Hank will act merely as an agent fd the Heserve Bank when 
operating in the open market on behalf of the State The staff 
employed h\ .such a Hank should he Indian, except where the 
Finance Minister of (lovernment may he advised that t is nc< es^firv 
to have the .services of a non-natioiaal from ahroatl for a few^ years 
in the beginning. 

31. There are two special advantages which we wish to empha* 
siite in conm^tion with this suggestion of ours. A Hank, Muh ns 
this, under State cmitrol can be effer tivelv cher'ked in its inroads 
in the field of activitie# of Indian Joint Strw k Hank«. It in very 
necessary to do this in n scrupwloua manner and not to leave scope 
for any further harassment in the aHivHies of Indian Joint SWk 
Banks, In nctunl practice very* few ban! and fast r«le« can be laid 
dowui demarcating the dividing Ho#* between the field reserves! for 
internal trade and that for finance of foreign trade. There are 
essential differences between exchange Wnking and loan and 
de|Hysit banking, which involve a coaiparativelv harder im\ for the 
latter. The former is concentrated at the principal porta. The 



latter to l>e camtMl ou iltrougk a auml^^r ol dmall ofiiciM in ika 
entatluig a heavy «uiLpeii«e m the aggregate. The former 
has a 4 iark turnover; the latter is fieciuentiy tnuibltHl with locked 
ujj and dwtuilling die{H>«ilti. A jesjKiuatble to the 

Legisiiuurr and woll.advij*eii by the conutum iai talent of the highest 
onler. alune, tan Ik* trusteil to handle juujieilv the difRiuIt and 
delit att* ta^k at the 

In ffot, the erurti^ar bine lit bv the Kxi haiige IhiukH till now on 
the helil nf hiuiiui* tor internal coimiier<e has already io»sun>etl »wtdt 
pn jxntjojj- that we aie definitelv ol «>|)iiHoti that* in future^ no non- 
Ind.an hank ninaild Ik* a}h>vv«»d to have auv hratu h tip rtHintrv. 

at iitiv pho e oilter than the nuim port^ (d India* niunely* 
Hoinhay, iladraw, ( ah utta. Kurm 1 m and Uangi*on, We strongly 
di>^» nt fiorti the nsaonmeruhit inn^ of onr < f»lhnigiOM m paragraph 
"'I' under <'h;t|Orr XI \ v\ looi* ihtn n*« oitunniul that 1 n «»nseA ^honld 
l*a * to I fie alreadv estahl l^h»‘^t hraio li*v» iif exr'hunge 

hank' up‘<Muntry. \\*e re* aoniuend that liren^r^ wieodd he granted 
on!v to fnthan d<»int Stork Hanks and net In non-Indian Hanks. 
^V e f» ♦*! that till' 1 - llie nuninniin that eun l>t‘ d«»ne without any 
(hdav h\ the 1 1 o\ et at laent to reheve tlti* ttnjustified ettrrtno hineiit h\" 
nor^-Itnhan hanks on tlie field i>f finance [nr internai trade. 

dJ Another advi4rit4tge of a State Ivxt Itange Hank at present S 
the pre»vi^i(Ui of a Htiitahle institution to handle tlie ehorinons 
! iahil it it s nf tfie < fr>verrHnenf of India for i^ rnittanre ahrond to 
in«*et the foreit^n <d)ligat ir»ns of the rountrv. ld»e average of (he 
halulities of the t loveriiment in this favnnei t am has Keen ranging 
rovu d about Us. 10 (fores n year. Besides tins, a siniilur uinount 
:h ('‘stitnated to be re<juired for reinittanee on private nrrotinf from 
this rountrv. This exeeptionnily liip^h figure id annual pavment 
by India abroasl n*>< essitntes the start ng of an iiistitutifui (for sm h 
remittanre) whirh ran carry iuit the work with orilv one laotive, 
rij., rd doing it not for profit so rnut li as for providing elieapesf ami 
most efFn dent method whi* h may help to tufiintaiii tlie rr»^lit un* 
impaired of this roiintrv abroad, ft is not easv to understand whv 
sUf h an inst (iitidjn was md starteil bv the (fovernment of India 
Shears Ia*fore now. This strikes one all the more when it is renjeiu- 
I>ered that the Exchange Banks in India have not alwavs helped 
the Oovenmient in their work of remiitonf e. Tnstanres are known 
where these Banks through their Tvondon Head OfRees brought great 
pressure to hear on the Oovernment of India thromrh AVhitehiill for 
eertain privileges and itionopolfes which thev sought.^ 

T*!, The East India Oornpafiv had invariahlv reserved the 
foreign evehange hitsine^s to iteelf and the annual profits bv it 
have l>een estimated bv an English author at almnt flftO, Since 

the Crown took over the Oovenimenl of India from the East India 


s fiif Btaatev Reed's eridenoe before tW R*»rwl C>u»n?iss4oa on 
Cwm^wrv, B>!M, ITcil’ V. page S4d. 
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C<>»i|>auy this |>olic y appears to have bofm abandoiied, Bui tkaire is 
fio reaM^n why it should not be reviTed for a few yeam, now, 
♦*4p^*rral!y when the other considerations in favour of startinp an 
Exchange Bank as detailed above justify such a step on its own 
inerita. 

The above are the main outlines of the scheme that we reoom- 
rnended. The (foverrifaent would no doubt review the position and 
examine the dewirahility of transferring the shares to Indian Joint 
Stock Bank*< and the public as mntn as it is clear that the requisite 
«onditifins are found to exist. 

"i4. It is nmessiiry at this stage to examine the objections to our 
w heme rai^ied hy our ( cdleagues in the report and by Mr. Maim 
SuWdar in his Minority re{w>ri. Both of them agree that it is 
ne(‘e4s;irv to take u dehnite step to remedy the mono{>oly of fin rime 
of foreign trade created and enjoye<l bv non-national V»anks. Their 
aim is not different from onrn as detailed here iiiV>e fore, but the 
measures riHoinmended by etodi of them varies in important points 
from tuir recommendations. Our colleagues deal with these objec- 
ti(ms in paragraphs of the re|M»rt ; Mr. Subedar refejAi fo 

our Hohrine in paragraphs and lMo-24'* of his Mim»rifv report. 
VVe propose to review their objeciirms brietlv. 

TTi. (tur (idleagnes, tcM) suggest the starting of a Bunk f<*r <!<uug 
Kxrhange business. But they desire that nothing hIiouM be (hme 
until a Iteserve Bank is started. Thereafter tliey wish to (‘ffer some 
in<!ucement to the Imperial Bank to start exchange business. 
Slomld that experiment of thein fail, <mr colleagues recommend the 
State starting such u Bank, Bui they wish to offer, in the first 
instance, the capital of such a Bank to the joint-stock hanks and 
(he public, and in the lust resort if such capital is not taken up by 
them they rfH'ommend that the (iovernmeut should provide the re- 
mainder of such capital. We fear that before any effei tive action 
is taken in the manner recomniended by our t^dleagues, years may 
pass, and the gravity of the situation ab we peneive it, does not 
admit of such delay. 

36v Our colleaguee suggeai that the Imperial Bank should be 

as an Indian Exchange Bank in the first instance presumably 
(»erause of its readily available organiaation. lliey have also 
stipulated certain iHJiidliions which the Imperial Bank must ron- 
foriii to in thi» matter. We do not think that the pn»posal made by 
our colleagues would be satisfactory even if the Imperial Bank 
agrees to conform to these «x>nditiofis. More than half the shares 
,.of the Imperial Bank are in the hands of non-Indians and so long 
as this ctmiinuea, the Imperial Bank cannot be considered to be a 
predoniinaiitly Indian ixmcern. The stipulation made by our 
colleagues that recrniinient of non-Indians on the slalf of the 
Imperial flank should cease will not have any tfnmedmte effect. 
The prepKinderance of non-Indians on the present staff of the Ini- 
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pencil liattk would uiuka the praviaiou nau^tJliKdive for ioiuii 
c^u.%idemble uumlNsr of y«‘ttrR and the Indmii publu* cunnoi ihereUvre 
erpeii from the irtaff of the Isn^iennl Btmk that isympathetjo 
altiluile towurdii Indian Inione^si which tji 00 very ejimMitial to anh 01*0 
for liulivinH a larger iihare in the foreign trade of liuim. Moreover 
in view of the fact that Ciimplatiite have l>eeu made againAtt the 
Iiupeiiai Bank that iloty di^^riuiinate agfaimit Indiums in the fm 1* 
liiie$ offered in the internal trail# of the ci>uiitrv» we doubt whether 
it would hi* wholly from the Indian point of view to 

entru?*i the foreign exthange biifiiiiefi^ to that iroititutiotK AVe 
therefore feel that there in no remM:m to ?mj>poiN?» that the attitude of 
the Imperial Bank towardfi Indian^ would lie more ?«vmi>athetic 
than that of the foreign exchange batiks, and that it woubl not be 
therefiire a jiatisfai’tory M>lution of the pix)blem even if the Imperial 
Bank tH ** indiued [o take the foreign exchange buHiiieA?i with 
the conditions sti])ulated l)y our colleagues, iSir Burshotaiutla!i 
Thakurdas. owning to hj^ connection with the lmp«»rial Bank, dm^ti 
not w ish to vote in thin connection.) 

ST. The main uppreheuftionH expi^e^oied in the Majority and the 
Minority reports are that the foreign exchange hunkn may pul up 
u verv severe conif^etition agitiiist the Slate Exchange Hunk recom- 
mended by us and prevent it from ( arrving on its tioinuil oj>enitioiis. 
If our (olleagues apprehend such a contingency, all that we can 
say is that it operates with perhaps greater force against the success, 
ful working of either the Imperial Bank or the shareholders’ hank 
rec’funmended hy them. If the exchange banks, whose capital and 
reserve fiuols are know'n to 1 m» eni>rmous, can Ik* su»j»ec‘ted of making 
desjcerate efforts to retain their grip on tlie finaroe of foreign tnole 
of this country, imiv we ask our cidleagues how anv private insti- 
tution that can he started, either now or in the distant future, cun 
l>e expected to withstand such cut-thrcmi i ompetition . It is iK-cause 
of the danger of this complication that we have thought it im esmiry 
to commend our scheme in preference to the recommendations of our 
coueagues. 

The other objection mentioned hy our colleagues is (he one 
that they haxe taken from the foreign banking experts. tHitnely the 
difficulty of the Reiwrve Bank distinguishing i^tween its remittance 
operations on l>ehalf of (be Oorernment find its ojierations for 
currency purjKwies. We ronsider this objection to Im more techni- 
cal than real, and fee! that in the ordinarv course it should 
not be necessary for the Heserxe Bank to o/ie» operate in the 
open market for currefirv piirfmses. We fear that our colleagues 
have been unduly swayed hr the recent conditions of the excfmuge 
market, and Oovernment operations to mppori exchange, when they 
put forward this point against our scheme. Thev themselve# admit 
that the power of the Reaerve Bank to operate in the ofieij market 
h more of the nature of a iafegtiard in reserre than one for normal 
uae. If we were making recommendationi mainlr for the next few 
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liisH con»uleraiion advanced by our colleagues would have 
It h 1 gmit weight. But under those circumstance, our colleague 
will, wt* hope, adnnt that their own leommendationa are absolute- 
Iv impnicti cable, 

W, In connection with thin (juestion of the relation Wtween the 
.State Exchange Bank urcd the lle»erve Bank, our colleagues refer 
lr» the Bank of Japari and tlie Yokohama Specie Bank, which they 
admit, furninh an interesting parallel. It is regrettable that they 
have not thougld it nec cs^iury to secure accurate iiiforniation regard- 
ing this parullcl before critic iziiig our recommendation. Such 
iiiforiniilion as is available convinces us that theie is little differ- 
euf e between the proldem in India and the |)robleiii that faced 
■lajian durifig the lu-^t fifty years. Tlie arrangement in Japan is not 
kr.c»wn 1c) have broken dcavii or even suffered in actual prac^toe. 
eitlou during t}»e War [period or during the period following the 
eaith(juake devastation in Jaj>;ui. wlucli pul the Japanese 
«'UiTenc‘V svHt»‘!ii tn a -t*vere test. We do not overlook, liowever. that 
there is in Japan a national (»<»VfTnnien( to make poss ble, things 
which mav be ruled out in India owung to unnecessary af»prehen* 
sic im that mav entertain ( ioverniiient of Ind a c»r some of tlie critics 
af our scheme. 

1(1. Our iidleague^ dwell on the diffuailty ol .seeming funds for 
the new State Kxf hunge Bank until tlie Reserve Bank is formed 
and iH'giiis to {»perate. They rpiote frr)m Thakur's book, specially 
his Opinion that a lupitul of at least Rh. 5 erores fully paid up is 
ioi a slmrerndders* bank to d(» exrbang'c business. The 
author explains that this large capital has been {uescribed be- 
cause a bank of (l>is nature should command not only great 

ccuifidem e in Ind a, but also in the <»uiside wr>rbl The 

Indian Exchange Bank will take some time before it ran hope to 

funds and finam ial assistaiue in the »>ut side W(»rld and in the 
meantime, ossj stance oii the part of the Bank <d Isstie is necessary 
in the national interests lie however does not deal with the 
contlngem V of fbda\ tn starling the Reserve Bank — and it strikes 
tis that a imt can l»e expec ted from tlie Reserve Bank in “ national 
interests ran etjually expected from the rurrency Department 
of the (tv>vernu»ent of India in that contingency. The Rtate Ex- 
change Bank wull take dept»sits from the public and we me no reaion 
to fear that it will not attract more depo^it#^ from the public than 
any private ex< bank with ever m large a capital with which 
it may be started. The advance!^ for the purpose# of finance of 
exports and imfmrts are gimemlly speaking, if not invariably, 
against gt^xls. The amount recjuireil for this purpose is indicated 
in paragra}>h 4fV\ which has a statement supplied bv the exchange 
Imnks showing their deposits, advances and investments in India 
m on ?Bsi DecemWr The advances in India consist of three 

s^jtaia 01 *s|[ ui fig 

‘stiitoi m pf. sji pun iivami m jo vjjta 

credits, overdrafts and local hills discounted (excluding bilU of 
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exiiiauge). Mr, Buckley hm tlitf^e tiguren with the 

information that these advaiues are maiiih in contuHtioii witli 
export and import trade. It most l>e fouteded by all that until 
a proper Hes^^rve Bank ih started^ the nunuigeiuent of Imlitt'!! 
iUiremy ian l>e wiid to fa*! very short of tlie iileal. Shotild the 
Worst apprehensions of our eolleagues and our?udves turn o\it to be 
correi t and the start of the Keserve Bank delayed for eiUisiiler* 
atiolis rei^^ardjng e\« haJige banks laong prevented l>y lept<lution 
Indter set'iuity lan even ihe (^iiieiu v lleiuirtutent i»f (he (tovetn- 
ment <d Iiolia have for advaiot'^ to (he Kxehiinge Bank than the 
semritv of nntler lien to (hat Bank with the tisttal miiigin 

insisted on l^y all bank’» exen now?' W e see no risk iii siic It finanee 
either by a Beserve Bank or by (he (‘nrren<> Department of the 
Governineiil . Ihe only flaw that tain prevail nltiinatelv must W 
the Want of will on the part of the an(lM*uties t<» atford nivv aHsist* 
a nee at all. 

41, After ifitieiriji^ toir projH»si4ls* our eolleiitifites *ons<ile them* 
selves that they i>uve " |>ur|»ed ' their seheme ** of inherent draw- 

l>ark'^ ot r»ut riaoinnoutdat ions and iH‘stowe«l on f lo» new Blink 

* a tin nun* and pnvjlegeil jmsilion Wv regret vv e ( armot a)*pre* 
< late their selt-Mit isfaet ion ami feel that tlnvir m heme, if it is 

aerepied at ail. will prove a doubtful umi sluggish remedy toi the 

disease whieh they seek to rure. 

4kh, Mr. Manu Sulieilur alno up|>rebentlrt the liriti^ih iiankii 
giving a fight to the State K.\t hange Bank. We have n I ready 
dealt with this in a previous paiugrnplu He, however, advis*?^ u» 
that '* so long as the authority of Whitehall in sujueme, in the 
(ounsels of the (lovernineui of this rountry it would be pnnlenl to 
o\ptH t the vetrung of thin m«*asiiie bv the S<m ret^irv ot Slat'’ , W e 
do not disagree* with him. We only wonder if he does not ovt^rhaik 
this smiinJ eaiion of prudeme when he tnake* bin own reeoinmend- 
ations legaidiiig ex( hange banks being preventini by legislatimi 
from taking deposits in Imliu or regarding- the Ife^^erve Bank having 
a department to do <lay-to-dnv bu»ine§fi in exrhang^e. Indeed, we 
do not think that Mr. Subedar could have eonuiiitted the blunder 
of visualixing our risconunendatiomi l>eing dealt wdth by » Govern- 
ment subject to the control of Whitehall and his own by a 
Government not conlrtdled. Mr, Sule*dar tuusl vtsuuliy.e the 
chance?! of both the iicheme?!. hi)» ow n and our», under a r omrimn 
form of Government only, 

4 ^. Mr. Sulredar refer* to one aJipecd of our ucheine which hnn 
not been touched upon by our colleagties. lie apprehendi! ibnt if 
our r^mmendation ii accepted, Indian joini-»toclc banks! will not 
be direetly and immediately encouraged to take to the field of 
foreiip exchange bnnineaa. We have never been under a delusion 
in thif reepect. Mr. Subedar himaelf ha* dealt at such length with 
the ftrength of the foreign exchange banka and their capacity and 
readinea* to ** give fight to any new-comer into the exr Wnge 



iliat he imh^e tkat tUa ttjjada-wojrk m tkia coanectian wa 

only li 4 * tloue iu tke skorteni pariad poiiaible by aa organi^tiou 
whtrh iB suitably aquippea t« liCiupy a uai<iue aud imnleged 
pr»-* tion ' b<^th lu India aud abroad. 

44. To deal with the c in uui*»Uimes ami atmosphere created by 
the ruorH»|H»ly of the foreign exrkaiige hanks, ae »ee uo constructive 
and live remedy exo'jit the full resources and prestige of the 
Atate being bnmght in, not only at thri' start hut for such period as 
uiav l>e neces.%ary to get the foreign hanks to realize tlieir correct 
and legitimate jM>sition in this country*. 

45. Some witnesses who appeared l>efore us have pressed for 
nieasures preventing non-uat onul hanks fixim l>orn>wing in this 
country unu^ss they have their head offices in India ami are l onverted 
into Indian registered coin[Hinies. We do not tonsider remurse to 
Hindi measures necesfuirv at the present stage. e ajipreciate the 
bond fidr 0 of this suggestnm and the |mtriotic motives that lie 
behind it. We ourselves rndther exclude nor deny the net es-^ity for 
such legislative action at a later stage should other rennMlies fail. 
But we believe that wliat we have recommended herein will give, 
with least delay, Indian trade uini hanking st i>pe for the activity 
w'hit h they I'un f'Ojie w ith. In fart, we expei t that the non>Indian 
ex( hange hanks, |»erceiving tlie nei essity of giving up their mono- 
poly will adjust their own pol e v and wou k in a mauner that wdll 
still enable them to carry on flieir hiisiness in India without jireju- 
dice to Indian enterprise. 

4(». t hir colleagues are of opinion that no effort at starting a 
State Exchange Hank like the one which we recommend, should he 
made until the Rest'rve Bank is set up and hegins to operate. We- 
diHiigtee with this view. While we realize the neressilv of the 
Reserve Bank for the control of the Imlian currency and credit 
system.s, and admit (hat its creation and functioning on correct 
lines nuiy help to remove to some extent the handicaps brought on 
by the preponderance of foreign fuinfcs in the field of exchange 
btisinesjc. we are dec idedly of opinion that there is no imperative 
necessity for a Reserve Bank tc» precede the State Exchange Bank, 
the immediate establishment of which we have already recom- 
mended. 

47. After setting out sc»me considenitions in favour of the 
Res«*rvt» Bank preccMling «n Indian Exchange Bank, our colleagues 
state in f^aragniph 48?4 ths^t it is their intention that the new Indian 
Exchange Bank should m»t started until nfler the Reserve Bank 
has come into existence anJ until after the scheme of part ici pat ion 
of the Imju'rud Bank of India in the financing of foreign trade has 
Wn tried and ftmnd wanting. Then they pn^eed to deal with the 
sug^tton that the Reserve Bank mav take long to come into beinir 
nnd that the establishment of an Indian Exchange Bank ahouM 
not he indefinitely postponed on that account for an avotdaWe delav 
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in creating the new Bank will itreu^htn the chain that hnMi Indiw 
dejNindent on the foreign bankn. In attempting to iliujK^ of thi# 
«ngge#^tiou of our« ther «tate that they could not ** ofictow#/y »uh^ 
e< ri^ to any suggeetion which as^umet the contingency that the 
eetablmhiiient tif the Kej^ervc Hank may l>e delaytHl Thiii ex- 
m^ive optimif^tii in our ixiUeagtieii cannot, in our opinion » l>e jutti- 
fied in the face of the <Hn»dition« now' prevailing. We had it from 
rci^jionsihle <{ mirier?* toirunln the end of the la<it year that a proper 
Re**erTe Hank for India <'i>uld not lie brought into lieiiig in the 
conditions that prevailed in I)ecenil>eT HkW, liecauiie India had not 
then enough grdd n*?*ource’^. Since then during the last five months 
the gold resouri'es of India have undergone further serious deple- 
tion and according to tho^ very authorities the prospet^ts of a 
Res*'‘rve Bank lieing set up would h«* more remote to-day tluin they 
were five months ago. The Government of India have been 
managing the currency ilunng then#* m«>nths in a manner which 
has l>een rritici«e<l severely in India, and it is difficult for the best 
informed iierMUi*^ in India either tf» understiintl or to infer wliithcr 
the (forernment of India are drifting by their policy during this 
{>eriod — a policv which responsible commercial nsso<*iations and 
f>ersf»nH have not hesitated to chanicterixe as reckless and almost 
desperate. TTnder such conditions and in these circumstances, it is 
difficult for any one not in the ken of official secrets to know the 
mind of the Government of India. We consider it imperative that 
the future Government of India, such as we loive envtsage^l in the 
|»enultirnate paragraph of Thapter I, should be free from depend- 
ence <in the existing exchange banks, which have not in the past 
manifested any desire to function in the liest interests and prestige 
of India in foreign countries. We feel that in the circumstances 
in which we find ourselves at the date of signing the report, the 
necessity of ri State Exchange Bank is all the greater, both to thit 
fommercial community and to the future Goi’ernnient of India 
responsible to the Indian I/egisbiture and free from dictation from 
Whitehall a dictation which has lieen an unfortunate factor for the 
last lOTl yeiir*» and more. We therefore entirely disagree with our 
foUeagiics when they make the starling of an Exchange Hank 
dependent on the estaldishment of the Reserve Bank, however long 
it may la* *lelayed in coming. We <lo not profwisi" lo dw#dl on the 
indicar ions that uuiv lie gathered from the pitweitdings of the first 
Rt>und Table Confereme regarding the- provision for a Reserve 
Bcuk being made, somehow ** in the future constitution of India. 
We and our colleagues are in agreement that the Ileserre Bank 
should Ih* established as early as jiossible bv an Act of the Indian 
I*egistatiire. But the ronsiderations averted to by us in regard to 
the |ms«ibility, if not the probabiUtT of delay in actually consfiiut- 
iug the Reserve Bank, rema n nnaffected and it is for this reason 
that we are anxious that our acheme of ati Indian Exchange Bank 
ihould not be held up till the Reserve Hank ti established under 
the new conatilutioii^ 
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48. It maj l>« tisked why we have thought it fit to single out 
the huaaee of loreiga trade for special retommendaiiotis involviag 
the adoption of iiamediate steps, irrespective of the alarting 
of the Ite^rve Bank^ while we do not make similar recom- 
mendations in regard to rural, industrial and commercial 
finance. In these latter field of Banking there are no powerful 
ve'^ttMl interests as in that of the finance of foreign trade, which 
render delay ui taking remedial meuf^ure fHjUallv detrimental to 
naiionul interests. oreovei , we feel jusli fieri in lakutg for 
granted that in fields other than that of finance of foreign trade, 
the (iovetninent of India, whatever their ^institution may be, wdll 
make all feasible etl^^rts t«» help the economic progress of the 
country, even in the absence of a Iteseive Bank. 

4!f. The final stage of oui iin|mry has syiu hroiiised wjth the 
eve of the constitutional reform for India, and to that extent we 
can l>e said to be at a real disadvantage in making our ret omniend- 
ations for the future. W e have got over the emliarrussment of this 
situation to a t ertain extent by agreeing^ iimongst ourselves at the 
very start to envisage a common angle of vision, namely, that the 
fundamental basis lor making our recommendations should Ik* that 
the atlrrn nisi ral hui t>t fhe jiro\in(eH ami tlie tViilral tfovciniuent 
should tie in the hands of Afiuisters fully responsible n> the respect- 
ive leg slatureH. In fati, this umb rstamling forms the preface 
to oil! report, o/f paragniplj !♦», t’liapt*‘r 1 I. lo tin* extent 
of any changes that may take plaee in this assumptioit of ours, our 
rof'ornmendat i<*ns in the main report, as well as in this minute, 
wdll mMcssarilv retjiiire mtalifiiatioiis. But in connecti<in with the 
Reserve Bank, our position has been further lomplUated by the 
fact that, in view of the tentative [proposals which emerged at the 
first Itoiind Tahle t’onference referred to in paragiajdi titai of 
t'hupter XXII, the ('huirman th<night it niMesjuiry to give a ruling 
which prevented us from disiussing the details of the ronstitiilion 
of the Reserve Bank. Although we are unable to ap|>reiiate the 
titM'essity. or. the justification, for rui ng out the considemtion of 
the question by the rommittee, we respei ted the rulings. But we 
cannot help rei ording that in our opinion this Committee were not 
tinly entitled to, but owed it their duty to dismiss the constitution 
of the (^eiitral Bank which, in the Finance Member’s words, is 
** essentially the crown of the whole hanking in its widest sense 
We fear that the omission bv this Committee, to indicate the consti- 
tution and structure of the Reserve Bank after it has examined and 
reviewed the needs of India fn regard to banking in the rural and 
urban areas, in the field of commerce and industrv* and in tha 
sphere of internal and foreign trade cannot but be regarded by the 
public as a conspicuous gap in our picture of the banking syitein 
which India n«K»ds in the future. If it was apprehended that anv 
political cv>n aid era Hons were involved in the process of cvinsidering 
the details of the Reserve Bank all that we can nay is. that such 
ronsidenitionfl might be no more inseparable from this problem 
than they were from many other problems dealt with in the real of 



report. The reeponeibiittT for thie avoidable void ia the repoH 
i« however not cure, and such juslihcation aa there may be for it 
has to come from the Chairman. 

PCRSnOTAMDAS TOAKVIlDAS. 
1). 1*. KnAITAN. 

Ml KHTAR SINOH. 

V. HAMADAS PANTULC. 

II K. KHANMUKHAM CHKTTY. 
M. JAMAL MAHCMEl). 



General obaervatioiu hy L. Harklalieii Lai. 

Ii<K|ue»t being made 1 sign the rejtoit, but the following obserru- 
tioxi^ are e^aeatial to be maxle:^ — 

1. Weak health, aad other demands ou my lime, disabled me 
from placing my services more frequently and more effectively at 
the disposal of the Chairman of the Committee, 

2. The Cbainnan of the Committee conducted the examinatioa 
of witnesses, that ap}>eared l>efore him fur r iva-voce examination, 
a« a Judge does in a criminal trial when he is assisted by a Jury, or 
Assessors, by means of a set of prepared questions by himself — thus 
preveutinj^ the witnesses from developing ideas and schemes in 
colialKiration with himself. This^ if allowed, mipht have helped 
better in the Mdution .){ problems placed liefore tiie Committee*. 

3. A certain * Reserve \ which is the Stne Qtja Aou feature of 
all official handling of economic pnddems of India, obviously lan 
all through tiie emjuirv ; and the process ol summing up of fa« ts, 
and fixing up of conclusions for rtH'oinmendations was also not free 
from this “ Reserve Policy 

4. The wealth-producing resources of the country are very limited 
in many directions; ami the savings of the people are very small 
in all cfire«*tions ; and almost the entire held of handling, conduct- 
ing, and carrying on of the intermit ionu! trade of Iiolia is already 
oecu[>ied hy foreign shipping, and hy foieign lianks and hy foreign 
coiiimen ial firtiis at Ixith ends of the stick. Tlo^se are the matters 
wdiich should have formed a very consiflerable [>art of the enquiry 
of the Central Conimitt**e. but this was not attempted on any ade- 
quate scale. This side of cH^onomic life of India requires further 
and imnieiliate investigation and adjustment, as ihi.s asjiect forms, 
at the present juncture, a very big l^me of contention. The hand- 
ling of the foreign trade in its various ramifications by the nationaU 
of a country is a source of income, euiplovinent and saving; and 
all the national l>auking systems of countries, interested in inter- 
national trade, are enabled to play in it an adinjuate and just part. 
In the case of India in this direction, as in others, a seriouA 
struggle is ahead, until matters are arranged by mutual arrange- 
ment and the principle of give and take. To this aspect of the 
solution of the problem, verv^ likely in view of the proposed safe- 
guards ill the new^ constitution, a very cursory attention has been 
paid; and efforts are obvious to have Ixvm made, in the body of the 
rejMJrt. to avoid direct attack on the problem in the manner above 
mentioned. To my mind the present foreign banking influence in 
the internal and external trade of India should form a very serious 
matter to be solved by the Round Table Conference and my regret 
IS that having had opportunities to effect a 9<Jution. the ** Foreign 
Experts have burketl it and the Committee have shirked it. tit 
the gods now siolve it. 

5. The banking of a country, in the life of the modem world, 
is only a link in the chain of complete financing, which starts frunr 



th** produt'iioii-^ud, the otJier eud being of s^peudiug of itton^jTi 
lait^ by imxm^ 4Hid Ooxmumtui borrowiiigi, both loenlly i^d 
iibroad. This cham b«ui been built up in eevernl moderu cjountfite, 
and in tbe aid coiintrifta of Europe; and we had exadlent oppuriu^ 
nitiee of making a serious eflbrt in forging a guo^J and nerviceable 
chain, but the dictum of Sir tlearge tichuBter that no entry oould 
be permittee] in the pminct# of * stability ' and the fcxchawge 
Kalio and another dii lum. in this (a^e of the Cluuimau id the 
Uommittee, that certain parts of the pitymsed Keserve Bank Bill 
w^ere reserved for god* only to look into; and the jiositiou taken up 
by the experts as guarding and watciiing senlineb at the gates of 
tie Imperial Bank of India, and the ‘ Ejichange Banks ruined all 
rhames for the (‘ofuiuittee to be of st«rvice in this direction. L<d 
got)% uake up 

<i. The mo!u‘vlcuder iU>es not sei m to have loid a l>etti*r hick 
tlu^ time eitlier; he has had t oiitiinioUHly bad luck tor some time 
pi^t . He IS. in fait, the Ihirruih of Inilian finances, and he must 
^crve the coinrilundy thanklessly and also Iw* shut out fr<uo the 
streetB whereon the high cante and the orthotlox walk, tlppoitu- 
inties have been lo^^t tn aHsigiiing him, in the new chain rin|uired 
to be forged, a projur place and positnui; as also in shaping this 
Jink, in such a wav, as to l>e indistinguishable from other links, 
excepting in the {position it may ludd in the chain. 

T. 1 lie indigenous Banker was aKo along a favotinte of, ami lie 
teceiveii special attention at the hands of, the V ice-( hairnuin of the 
roininittee. Havings secuie<l his patronage he was bK»k«ul upon, by 
the other tiHUuliers of the ( ’otiinnf tee. as deserving 'of no BCtious 
ntdice at their hands. riiis is the g^reatest disservice that the ('on»- 
mittee hfiH done to the indigenous banker ; and if I could offer him 
an advice to preserve his great position as also bis great wealth 
and utility, lie should change into n modern being and h modern 
institution, sib the whole worbl and its institutionH are changing. 

8. The co-operative movement has nn-eived at fiur hands, as at 
the hands of the Proviiif ml t Vuum it its due and well deserved 
cruisiderat ion ; and no one has been niggardly in helping the move- 
ment on: but tlie movement rerpiire# steadving its pace, holding itn 
bc*dy erei t, and walking without stays. The co-operators are luc kv 
in Bec'urfng ble«iiiigs and help from all directions: but the thought 
of the patriot and tb^* oOicial should not l>e fixed exclusively in his 
direction, as there js also a maBB of jjopuhttion neat alKUit 9*1 j»er 
cent, of the whole, to whom the crumbv of financial favoui are not 
vet thrown: and I am afniid he w'ould be the fir-t to liwten to 
' (VifnuitiinBin * and to * Xo Tiiven ' and to * \o Hents and I wishes! 
all along that hit cate could !»ave received at <»ur hands toiriewhsit 
greater and wider attention. The luck of the mum cjf tee iety does 
not often change with the appointment of a Committ#^; nor the 
view of the ciflBcial fpenhed though he may be on the heighlB of 
Simla) does extend to the field« of India, as fur reuioved m IfW) 
miles milen and l.TftO mile* send l.ffOff nules I would now 

humbly suij^est the esfa hi ish merit of u permanent Aeitecdub to 
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eoable iU meaibers to look down oti them ttnfortunate p<^ple from 
tiio airy heighui and to photograph life m it actually id- Much 
material will be thus diecovei^d, 1 am sure, to enlist human 
sympathy, Uur Committee had some sympathy lor these uiilortu- 
uate 93 per cent. ; but had no aeroplanes to play with, and did not 
combine heroism with their obvious wisdom. 

y. The life in India, in the domain of ©economic sphere, has 
much changed within towns and villages, but the greatest change 
IS in the life of the cultivator; and in the life of the worker, who 
fw*rved the agric uU ure and the agriculturist from untold generations. 
I'ho cause** are the uiHux ot ready made gcwKls from all corners of 
the world excluding India, and a system of cash payments, lie is 
al»<j to be helped tinsincially to find a new or a modified occupa- 
tion; hut he might wait f<ir llie iormution of the aero-club or any 
otlun Committee. Meuuwhile he may go under, oi trouble, 

l^t the wise consider. 

10. Tito UM of the word ‘ industry ’ is inoie unwt»home thuu 
the use of the word ‘ Itanking ’ m tins country aiicUig aii.iiit 
intlueutiul and powerful j»eopIe; the result b»‘inir deptMidence ct 
Indit on one jndij»>try only named ugncuhuie, and the hub.sidiaiy 
bu’^inesj' i)i ' shop ?!u*ivu !» \ The inlerentuil ptobiem arising out of 
the uIk^vc obnervatiuti has al.vj n blj;: financial aspect, aiitl I am 
afraid the ^ojuti(ln <hfcie<l by the (*ommitte<» ju suggesting the 
founding <»f the rKcimial State H;tiik> might raU juove to afford 
sufficient iielp. 

11, Fm some reasoiiS whicdi may not i e a[*pitrent to some and 
may be i[uite clear to othcis, the Jtditt Slock Hanking in this 
eounirv, which is of comparatively hu »*nt <u ig'in, Teccives always 
the step-rrmthcrly treatment at the hands ot tlie jvoaeiH tiiai l>» 
Whether the (^ominittee has been enabled b\ its iiivestigations and 
study to suggest ineaHures and rmurns to efyect am j>lificalh.ms and 
improvementH would Ih‘ the care of the reader of tne report. 

lib I had fniiii the verv start of my co-operation with the Com- 
mittrH’ tirmK resolved not to W4:irk ff>r a in j loit to 

help in the solution of verv si^riouH prol>lenn» »o far as my resources 
of expf*rience and knowdedire went. 

13. I regret that onpoi tvmities afforded and availed of have been 
quite inadcijimte ; ana I would have much preferred to drop off 
unnoticed, hut in the event of in«i«tcfiee on my •«igning the report 
T have been reluctantly compelled to add a few — very general 
ohaerTationa. 


HARKISFTEN LAL. 


fMhtnr. fhf Sth June J93I, 
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Note by ChMdrmmn. 

llarkiiiht'u “ observation* have Imni shown to mo 

by Secrtstarv just as I urn lenvijujiif for Kngiand, I have themfora 
no tiiua U} with the observatum* at lenii^h, ami I shall laava 

li To the to deride, when the rt*{H>rt of the t'onunittee ii 

jMildisfied. how fur the observation* are rtdevant or jnstitied, I 

need M)iv Tni‘ntiofj liere tlr^t 1 f}o io»t understand his reference to 

he nrtxaHhire adopted by me (or the exainination of witnesses 
uholi. fju as 1 tan see, has tweii in aci’or<lanre with the proce- 
dvuo lollMAS’d by other (humuittevs and was in fart settled in 

ton^iiitiitioii with my roUea^ut'^ nii tlo' (/ommitt*^' vvh»» were pteseni 
when the e\juniruiti‘)n id wilurfisin was startetl at The 

pr<H I'l'iliiijjT'i t in’* rxamniatiun td tht' w itnesses w tll indeed show 
'hat ?ull oj>|>ott unity vvav** to witnesses to develop tluMi ideas 

aiid aMN e<»lo fi'te >ehelto*s v\!iie|i tlo’V V^afited to plaeti before the 
t (ounuttee, 

'2 l.a!a 1 1 ark i ‘*heii Ltil and six ot lifts id mv I'olleajrttes who ha^e 
^il^Mod .1 nntf <d have voiced a ^rievanre ii|/ain t inv 

whitdi, ai i ordin^*' to them, took out ot tlie pur view of the ( 'oininilt»*e 
I f rtain inatiius ronnerted with tlie Ib’Serve Hunk (or India. Feel- 
t iT I dul bo n in piua^'iaph t»<^b of the repnrt that 

titee»* mutters were not witlun tlte joirview of the ('onuniltee. it 
uas 5oU p«.^sihh‘ for rue b* ^''tve any rulinj^ other than that 1 

H N Mint A. 

7/h Ah/, yone 
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APri NDlX L 

EEPORT OF THE FOREiaM BANKING EXPERTS 

(Vide poxft. 14 af 

<A^rv ‘ J \ ii rnj; ruo\; <i < . (^\^sKLs, ICsqi’ihk, I'hmumxn, 

( (*\lXUTri:t: OK lUNKlNi. KXKfcwllTH, TO Tlld CUAtUMAN, INDIAN 
< KNii.AI H\NKIN<i lAgriHY (’OMMITIKK* 1>\TKD THE l‘2Tll 

M MU H Itliil , 


[ t hf'it'Wiih K4‘]H>rt of tlio Hunkni^ IvxjK'rls an pii>viil4jd 

fi»f h\ our of with the I'UrloMiO's tiauo 

tiunci? tla iuui. I iin(ior‘^lan«i that thiH ir|W)M wall ho stihmittad 
with \(Mn own rr|H*rt to tlio (MAniimHUit of I mini , 
AUhou^'h tin* tsino was stiurt . wo aro ploasml to ho ahh' to nnN*t 
\(HH aiut this rrjmrt ui \<>nr hurais iH’fon* h‘av'.nji{ 

liulia W h' titiHt ih.il otir jtnnt roin^nliat ions will roHiilt in nome 

iastuii: hem-lit to Indju. 

All matters \verf‘ with I >r Jeniels hf foit* hl^< 

ilrpartiiro and he nulhon<<’fl ns (o ineludt* his luone as one of llui 
^ipnal()nes t/> thi'- report : the n-fore this repirt of the Iwxperts i» 

nnamnuMis. 

I Jukt' th.' *.{ {M»rl unit \ e»f arkriow w ith sineere (}jank« 

llie eftn lent ^Tve es (tf Mr \ K Aravammiluv \y{in;.nir, ( l.K,, 
Mr i: h M asaiu and Mr, K (\ Seth winch Were always i*h*N''t'‘* 
fuHv lendeod. 



EEPOUT. 


ProcMdingi. 

tu tlh^ lU'^^^intton of t!u' JJiid July llhJO, we were 
ttj)|w#ifjte<l h\ lh«? (loreriunent of India to have joint dnM-us.HioiiH 
ujUi tfa* (‘entrai liniikinj^ I‘.nfjuiry rornrmtu^ and to art m iie 
AriviHf‘r,H vvitli ihr n^ht to Huhirut a >J4‘{mrnle refiort our <wn. 
if n# t rHHnrv . to thr ( rntral < 'ornmitt<*t* In thin raH<* tite Central 
ConoiHitri* should Huluiiit eeir re{H)rt loj^ethrr with iiH own report 
to i1h‘ tiovorianent of India. 

f‘"!ofn the date of our ap|Kuntnien( ue stiniied t!ie rornprehen* 
Wive jind in^rnK tiM* ri‘|>orts ^d t}tr* Crovire lal Ihinkm^* ICiujuiiy 
CoinrniUefH and t!»e Mtuteriiefit^; f»f evideiua* ^ivrn before Ike 
Central Cfunnutteo We lande<l at Ikunhav on the l‘2th of Pt^cem- 
her hVom that date tdi the JtUh of .Ianuar\ 19dl wlien we 

had *Mir fuMl tiu*«’tin{.! \Ait!i the Central t%int!mlt*'e. ^^e travelled 
o\ef a part of India Hi ofdei to ainplif\ eair knowlfuir*' and lo tent 
otn pro\jHi()nal in{pfo>i'‘}<u»‘. h\ e\'omnni^» lie* arturil ronditiomi* 
\\v had uCo tnativ ititiuviews witli leadt‘r‘» in iKinkin;' and indiiHlrv. 

'I’hat (ould nof start out ilisi ussions unli thr (’riitral Corn- 
nnflee hf'f«>re tlie 'Jtdli of Januars ua** hia aUM' of tie* nnexfM'rted 
d«‘Iav of thf' return «/f the ( ftai^rnan of that t'onumltet^ from 
lamdote where (ui^ atfetnlanee wu^ reunited at tla* Connd Table 
( *orifer\uie«\ 

(Uxirt^ to theH«‘ t ir< muHtala ,,fid to tlH‘ fat t tliat t.ne t>f 0«r 
IiumoIhts ua>5 eonipelled to Irnha (»n llu- Tih of ]*ehrn:iry. 

tiie pnHt'dure, an on^unalK inteieled. ua< altered IriKteafj of our 
punt (h*^rUsMoim htune ha«<*d tui the j>t oM^uuud ronr!u<Hum of 
the Ccudral C*an!nittet\ we plieed before that Coinnuttre. fo V{%f 
of jirde- no noere . fne nieruoranda , ^ontainiiii; our \ lewg on tke 
folKnvin^ vrd>j<vf^ 

Cotnmereial Hanking : 

Industrial Bankin;:: ; 

Forei^^n Trade l"ifUinee— Fxe!uin‘:»e Bank's ; 

The Mom v Market in India fmeindin^^ tlse IinjMUial Buny 
of India and the f>ro‘^{H'<‘tive ReMTve Bank^ : 

Bankin^^ Bejridntion. 

They are a!fa< bed ^ Fnelo'-ureH I — \’^ fo thi« rejwt Tliey 
the ha<is of 4>ur joint di^ui*«.sioiH. whieh t<^>k p!ai*e from the 
of lamiary till tlie \M\ of Fehnnirv - TliereaCer the Cenfral 
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held iiHvtittgii for dnnving op their pttSvi«doniU 

mi the siihjeel^ cii#eug?HHl with tiH- 

All lualters |>ertiunin|j t€> the ix>H>|H»ralive movi^iueiu «re deal! 
with rui) ul our inemlH’^rH wiio are more e^J^H:i^vllv 

acumiiiued with ihe-^^ maiten<» Wilt, jl uiHeHjsivry, Hubnut u rejHirl 
oi tiicif own rheu w<irk ju India will not l>e t'oiicluded till after 
ill© departure of tfie oilier lhrt*e iiieiidN:*rt<, 

Our joint di^-eus^sioOH were resume*! on the 4lh of \fHreh Uv 
consider the provi^^jomil i^UKlumoiifi mentimied itlHive As n result 
of tiuw fiHilier tieldn rations etuiam altemtions, «*f vvhiefi we were 
informed on the Ittth t>f Murt h. were madie Tlie fuiul inclu- 
sions. ill w iiu h ihes*" alt*’iationN ait^ melmled. are alias tied to itlis 
re(H>r t a h 1\ i \c t os u ^ 1 XI 


Scope of sefMurtie report. 

We have t** stat<‘ that iht' s um Insioiis w lueh art' iifliK lunl t<» 
this tepat. foini the onl\ pail of tiu' ( cntial ( 'ommil li*t'‘s woik 
on th.' t# v,jas fivt’ suh|ei t*^. With whu li We art* <n>tu t riM'sl W’e ar<\ 
therefor#*, not reHjjoiodde for anv eotitents of iht' ( ’oinimftt'e’H 
rejKirt ii(»arl from < oru lu^^atris m %♦» fai as we a^ota* with 

them. We are [ilt.oa'tl t** statt' that must tif thfon at#* m ttui- 
foririilN Wltli tia* \ a s r\piess#si hv ?{*- an«l the t r'ei aorneiidet lotiS 
fTHule in nnr rnemof itaia \fMitt fr»>m Ssime •-Jjchl alteiations of 
iletdil. to w he h we a< ta*ded thinnj.^ tin* esalr^!4' of fh#* dmt iissirins, 

w'e mamtatn ih* m*' \3#*wh ami i# # omm»*ntlatim»s m tiur iJM'inoninii?! 
US ibev stami 

Certain fundameiOa! <!i{T#*!#*nees t>f opjfumi (<»u}il n<»t he 
jpeieoneiled. \\%* lfa\i*, iherefor»\ h#'#*n s omjK I!#al t<) avail onrM*lvee 
©ft the M^ht. c'^rants'il in our irriuu f>f refsTfOue. tsi huhiml a w*’p;»rat#* 
report We erHieavonr#ai to take into aresHint the Hjss )fi< eni uno 
elnnces firevaihfi^ in Ifuha and to adjust #)nr views af<aadinciv, 
hnt w<^ t annot *nM*pt reromm# ndations^ w Im h ar#\ m um ##pmjon. 
ums^iund and eontrarv to hankini^ pnnn|»l#'»< wlmh ou;.dd t<i l>o 
iwlliifre*! to umler all «*ireutnfstanees ami m all fsaintries f)nr rsm- 
diltiion** are bail'd on thes^* pnnriples and we fannot emu erti our- 
With arnhitions or de«ires of a fsifitical or fndiona!i*«tir 

^ * 

already states!, the differemw fiidween the Central 
and ourwives are few in ntiinlw»r In view of thidi and of 
til© fuel that our niemonimb iure attached, this rej»#rt nil! he 
{jilMiM- Apart from a few (feiienil ohserrations. it is eon fined to 
Hi© poiifta on which tve differ from the Central Committee*K mn^ 
diftidont^ 



CkiidfEl oteenrmUoni. 


It otithhir purvii^w of o»ir liisk to enter into a de?4< n{*tion 

<jf the hankiii/^ HVrtteia ain] itji dev(»lopoaent in India. In 

w> fur UM Hurh a was ner<*sHitry for ex{)rc«sin{^ our views 

m foniiulatijie our it is given in tlie memoraiula attached 

tu this njMat. It iH »H resHarv to stress our eoiivii tuai, that in 
the fh ltl oovcnfe'd hy thm rc|s>rt uiul taking into consideratbn the 
strut tore atid the ht;;ge of developURUit of tlie <H)unlr\\ the num- 
>H r of I ranking ageiieUH and the lunount a\adable for the grant* 
irjg nf crs dll are not iioufTN'eait In a inuritry of a j»rej>«»nderat* 
hi:, ly ugre ultora! eharacter, vr here a large nuijority of the popula- 
tiofi ;o« ilht«*rale. ihetiaiiking r^V'^teni {aionot ht^ exjHM led to have 
if-arhe/l the same level a« ui liixrhlv developral eonntrier^ of an 
mtiu'Hinal (‘!iara<ier Nevt rt htdess tla* number of credit agencies, 
tiH’lurling iiuina nonN bankers, riKvrneai^. 'hhe nniMtint ^ nsht , 
grann*d bv tliesji' agentues as h \^boh^ thouL'it unknown, rntmt 
Im* very gn at 

(teiierally s|>t iking. \l eannot i>e gasn^-aid that uhalevor deti* 
cient ies there ma\ he m tlM‘ hanking |M>s3tj.*n ni India, they are 
innrh naar the n snh td tla‘ fun bunental nreunislaneeN, wldeVi 
sh>ininate tlie fmaneial and eroj^omu life nf India, than of link 
s'lf banking faeihucs We are of n|iinion. thal a strong and kiN-n 
conijM’tHion exists in banking. In '•'» far ns no banking (M)RSihi- 
bties are avail.able, no nHsliU'n Isinking facilities < an be exp^cttNl. 
No bank, working on s^iuntl {uifuaplt^s, mn bt^ t'X|H'eteii tr) extend 
Us activities nnh'Hs tIuTe is a fair nros|ie4"t of rcas<mabh* nrofits 
b*ung made in the near fuiuie, 

"Vlus (tiH^s not alt4‘r the fact tliat at a later jH ruMi a corn^idcr* 
ttblr inercas^* of Veinking fatalities will l»e !)et’dt*tl in acrordance 
witli tbe <ievedopment of eronomic and fumncial life and, therefore, 
witli tbe growth of banking |K)ssibibtie<. Hut n <*anriot main- 
tained. m our opinirm. that more could be c\|vcied at the present 
stag<' and nruier pres<*ni {xmditions from the rommercia! 
for (he spread of hanking facilities over tlie country. 

It i#i our opinion Uiat the iimtjediate proldem in ctinnaction with 
hanking is not a question * f c\|siosion but of organisation, coti- 
Ffdidation and (x>-ordi nation. Exii^ting hanking agencies in India 
are marked off into ihfferent clnR?k“s each doing a distinct Itind 
of himineas without sufficiently clos^^ relations This re»iilt» in^ 
Im k of knowlcilge and confidence within the hanking profei%ion, 
in an insufficiently develoj>ed ntoney-market and in undue differ- 
and flnettmtiomt in the rates of intert^t prevniling in tl»e 
x^arious pstrtj^ of the conntry and charged by the variou«i types of 
banking ageitriea. Theae detrimental cxiniseqiiences are ag|frwvated 
by ibe absence of close artd intimate irlaiiona b^dween borrt!m'er« 
•nd lenders, between the customers and their banking agincie#. 
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The of this tioiia tle|VMdH hs liu^ ittni {daof*^ 

wjvto i!m of li stnoi^, \veil-t'4jUJ|>jHMi and in* 

flof-ntiul iM ^ rvo 'File {ijiratnnittu itn* it* for tho 

r;>ynl:\ inv-dv^d m tho withm tlh* iww 

|>ONsd>lf\ of hu« !i .30 indcpoinlont Hifititiiiion, froo fnnu [Hilitical 
intliSf'iuo, .//lO iou'dlv 1*0 

Tl?'* otho! r< < orjon^-od.itionH wlnrh \v«'* Inivo nunlo to tlm* 

}>ro!>koM aro r\|f!,tHHd iH <*or nirtnoi iifola riiui havo Ixon, 
wnli oiH }tro»[M»*vaU rocirdino Uio |tr»^ition and ta?-k <d llio Hom'ivo 
liink, adopfioi Ity tiu* ( t ut nil < 'ofnnnt too 


DiSeitrnc^s with the Central CommiUiN!. 

\flor fou fOMirra! (olt'^t'rvations \vr now t'Xanuno tli<* 

ddho» 5 s'^ >. rii o[)nu»oi }»otut'<'H ihr ('ontral < oooHuItfo :113d onr 

4 it*lvoH, \\‘r Will dr:ii unh lho* 4 .f‘ |*i>intH undof thru ro*.|irotivo 


( U< I V! li \\K INu. 

In our ^'rorr.il oh^i-rvutions w** ijavo alroadv *it rrwwod cair 

Ui dial, tiikilU,' into arr<«uin ihr * 4 ru<iur«* and thr of 

titW’r.oiofoun of tl r riiiinfr*. . it < anno! hi' naid th/U thr nutnhrr 
of h-ani-: : ru* .uni th-r aruount .'n adahlr for ?h«" ur'^t»t:nf„'^ ol' 

rrodit«. arr us ai iTuarni . \o hank, unlrs r aojMdlrd lo hjw ti» do 
in ri’tnrn for roivanta;.!*** ohtainril, taan h** rxjwa i^ d tu n|M n 
hranrh‘'S 30 |»Ia<'r-. W |,a r»- ra» |»rr,htH ^-ouid hr !n;nlr or r‘V»'*n ]o^a^ra 
WlMlhi iu’Ur to hr Ur nrj«'d \l\o rf)UUiuttrr Kirnijon SO < onrhl- 
mini 1 ' ns that th<* nuinhrr i,{ |aannjjrj,l towjn wlra h ai, Ivank 

or a InaUr-'h oi ariuoA n.f han’:, wan oulv X\'J ?n If W'o 

tyiO'^uit^r tiiat in Idl'd thr {ounhrr war m’v Ihd^ .uy i}i;u during? 
tfiiw ooiof wirat iVoK ^imr? |mui<*^ 1 of trn vrars, thrrr* !ji» Iroi-n an 
inrreaw o( lot or W j><*r <aud tho f^uun to U* not 

fartory and cnn^idfrahlo oxton^ion of hanking' fiw il ttr^ ha*^ l‘Of’n 
aidufvrd. In m far tho rn»nrlu^ion« of thr rndral ('ofrHniltro 
rotild load to liip view that th^* rMtninorrial f»ankw failrd to prfnido 
tli^ r#>ordrv witli hankiji^f fa/ uhinh r/>»dd r* a>v/U3ahlv \m 
f*X{>4'Xdia:L wr i*.anr»ot %\J?h thosr*' nn.nrhjslonH^. Wr ,Me /jf 

^ 0|dniop^ tlnit mt ctitirii^fn in thia reKp^ct r;in he mad** and il i« 
onft^ m a</a>rdarjre with t}»e development of the finaie iai and 
eeonotnir lymitUm of the ra»yntry that a frratltndlv i^^rowirij;^ rmmlK^r 
of htanehe?; or i«.nh-a|?enrif‘'« nan Iw’- f?4ahli*^ljed. Th*' untn'i|jatfon 
expre«ii»i!4 in the ite^nd mnr!n<tion, timt it will a kmc time 
l^fore Ifhdia provided with n nettvork of !>ramd)f“^ /d oanhKtmdi: 

Keem«^ therefore, mneh more irs mnfonnity with the real 
fstate of affairs. 
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Our mnark refr r« to the of touch and the tack 

of kfM>\\ bnif^e rrHulting therefroin iHUwrxu) Ixirrower^ jiiul ieiideri? 
iu the j>nfK‘i}val inorrey market centrej^, meiitioneti by the ( entral 
( ommttlee ,ik one of tlie reas«>iiis of the unimjH>rlririi pkue which 
< ieaii advafieeH th#^ jH*rs/»i>ai credit of the lM>m>\ver only, 

(^■ciip) m fihlia AlthoU|4h (oradu'^sons thtiu^dves do not 

clearly iJubi ate the defea t from whu h the urideni!i()Ie ahMUrce of 
touch and luck of knovvledp^ ou^^mate, v\e ^oithr r from <uir di^?- 
cUM^ion.H and from the r<< ommendatioH'- made l»\ the f'^imiui^ee, 
that it i- tli<* hankie in tlie pnnrapai iuone\ market centres which, 
in the CommiUee’K opinion, are m:nnh !eN|M>nHd»h' for, and <o!ihU 
b\ <'han^Mn:„f tlu ir inetiaMl-, repair defec tH, We cannot 

share tins opiniom Admittm^jf that, as wt* evplairud alicvulv in 
our ineinoranduin on ( 'f>mnieri“,al Ikinkin/ n aielo'-nre ] . 
methods are ots*n to im|‘n>\ement . \^e tonsider that if is in the 
first p)a<*e the dnt\ of tlit^ hariks’ enstiumn^ to vn[.plT tijtur hanktTs 
with full mformalir.n ii^^nai ihe.^^ then reoance-H nrid the fsoitu.n of 
their affairs ami to exlnhit tlfeir prop-rih anditej! balruaa* shtans 
and profit nml aceonfil** d h at a Cta o differi i^ce exists 

l»et\\a'en tla^ attitude of tlu* Indian hank « intoTie is and thos<* in 
western eonntru's (MU Inirdlv be drontai ^ocn^rx abeait busjne®!^ 
affairs seems to ns nna h more i !i* nshed in India th in >n our 
i oimfnes d’he keen eornjs'tition w hn h. es|>^sa »1U tn tile prmeipfvl 
liUinev market centres^ exists l>etween the hanks, makes 0 already 
nnprohahh' tfiat horiowtus of a sound hnani i d siandinc would be 
ternsed rrans/uiahk^ Medit facilities, if ^ wa*re prepan d to furnisli 
thf‘ bank> nith full and redirdde mformatiem alHiiit tlunr fx^sitkni, 

KHou'inFMfCNTs on I\iu’STnn:s. 

On twtj mam |>oint^ we are- not m agreement with the eon- 
<hi’^iom. r!se’hr<l ha tlic rentral r<'(innHttev 

In the first phna' we do not «uhs4'ribc to the siaterncnt in the 
hist '^Mitence of the 3rd eoncbrsion that indujstrind concems in 
India rniiv rca^mubh Ih» exfwted to have their working’ capintl 
Hupphed bv ciunmercial banks, if jnlccpiate mHiirifv to th<» mtm- 
faction of the bankn w offered. 

As we wrote in our memoTundurn on Indimtriid Banking 
fl^iHdoHure IT>. It Ims to l>f> made clear that ir is® not in 

itself that an iiulmtlria! firm should put np it#? blwk 
capital and that, having done m, the firm can npficJi! to banks tar 
loan«t find assii^tance Not only l>l<ick hut normal ^ working 

capital has to W' fumi^lu'd out of the own cMiilal, and 

Iw^forc the firm h fit for Industrial Banking or Industrial Finance, 
It inu?4t have Iwn in oj^nition for a sufficient period lb prot« 
that it is? fitroitg enough. It ciinnot Ke snfficienlly emplMuacd tlwil 
them* two eonditionii arc essential, and to attempt a different way 
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of is nhf only tjnwan^nUHl for tlvo Inink but alto 

uii^Mind joul tJungorous for ilk* miln*iinal entorpn#^'. 

It fn>in our disrussii>tis that the compression VacKk}u*ite 

^cnniritv’ usrfii by thr (iMtlral roinnntir<\ is ineani m Hufikneni 
st i uiuy uu luding ilie riNpusitc^ inot j^in, Wo' inu I , how- 
t'ver. iiKuntam our wew llint t!u» normal workinj^ rajulal as well 
as bl >i k < a|ntai s|i*»uki be put up b\ pMVaU' or [aililh Hubserip* 

le»n. AN‘» eruiNuier this as the hmuhiI arranf^omenl so tliat tlie ex- 
etei! artauj^enuuit * ' Mkl souumum worktn^ eapital 
usi^nI hi the* i in lie* mh*oihI re^iolntion, serm weik to n«, 

uiuIihhI :in<l bs normal ccorUinp iiipitaj' the < apital \\ bu*h 
tla* Hobi-^treil roik rrn t'aii einpk»\ ibo u bole on the 

ba'- ;-^ oj Its pro^ont rapaeitN . whilst only Ua* amount m * xeesn of 
j! at ijof uiaj oapHal taaalral m the busy Hi'anon^ oi m (ij 

m.oaoH extsHoawu of ra[vat'i!v, in antuipalion of an mr}r;OM-i.f its 
4‘\vn 'apit il, mav roasonabl) In t*\|Kalo<! from bank naabt 

If tb<' u boif- of Ibe wiakiri^.' ( apHaf of an tihluHtnal eoiaa in 
is bonov\ial fuonov. pait of tbo lojin \\otjl(| laa ome bw kis] up aiul 
ti e rouroMi ssoiibl i.eVtH bo frre from Hub liteClne^vi to tlie batik. 
No ( ornfiH rejal bank, wbirb jolla ro^ to tla* sound anil I'ommon 
jiriiieipb's that t rorijts ou*.fbt to bavi^ a llurtuatm^* and not fi 
p#'Mn:HS'iH < baraotor, and that <'U*^lomeia^ ou;:b* not to 

tlioir ( r*abt dunne tk*' wbol** of ibo year, would bo bkei\ to eon- 
suln Sla b an ad^anea* an bein^* suitable for its a^ fuities '! be 
f'tistomer w|;o has no rtao-onaljie pros|K*,d 4»f bemp able to rf*[iav 
bis debit to the bank woidij I’Xjio^e !um‘A4df to a wTumtA <lan^jrr if 
the biatik "fioidd, for jhu rea>s>n. dec ide tfir e.aj} m iis bam 

Our MTiaml objeftuai is direeted apMinst rouebiHinU No 11 eoro 
eernmtr tl-e *vr,p|?h lo lVo\tneijd < toviu fiineid a of fmam !;d faedi^ 
tie^ t<j induslna! fonearn»4. Altboueb ibe eonf lttsion, for obviou.^ 
reasrfuus, b aveH the dension and r**sp>nsd>!bt v %vttb I lie Ibovmnal 
(•overnnieiifs . tire fommittee as a matter (nf fitrf rolviHate a 
sistt ns of extennive (JocaTninent inlerferenee with, and «#«ai*itanee 
to, indnritrial buf^ineH^ lib* No resfriHionw are rmub* wMli rej^eanl 
to tf»e <\m*s in which ssnrb a»*#i«fariee ^botdd Ire tfi'en. It in pro* 

p>«tfsi iliat rVcAJfk ial Indimtrial Corfiorationw Iroubi be ro^aldtsbaul 

and that the eaj>ital of (liese c'orjwTiraliom «bouid imtiallv or |H*r* 
U^ar>entlv he fiiipplied by the novernrnenf. In any fas#* the fbav- 
idiotild take rmef) fioiikm of the kirare eafntal fd the 
orp^ratjon m cainiud In* niiaed by pnbljr wub>s r ijv. 
tiofi^ If it i# found neeemarv l»y Government to offer a toiarantt^ 
of mtere«i on the del>entiire«. Government may jLuve fimiled 
ipnariniee. * limited to the fintt iti«ue of flel>entur#o*, or limited 
to # twtjiin period of currency of the debenture Moreover* 

<hwiiftimeiif muy, if neemmry, pttrehn^e a portion of the def»en- 
tiire« until a rejpilar market ha* been ereaU*<l for theae dr^bent !ire<». 



W** <H)n«?uler an thoroughly uiiffioiind and we 

tin rto» <lnul>t that Hhouitl Ihovinrial (lovernments follow the 
iitu's of thr^* f^uggfHtJons^ taxj>ay<*rH would he involved in 
w rfoti*. loKr^‘*i. The ex|>erience detained under the State Aid to 
]raluvini‘H Aft^, iM>%v m o|>eration m ^>rne of the lYoviucep, may 
a ijfUerrent exaiiifde. exfWTience \n tlie common 

/)fH m ra.H4>ta wlicrc a HV^tem of extctiniv** Slate aid in economic 
Ith* ha.H been introduced. 

\\ i' outlHi«‘({ in nui incmorarHhun on "Industrial Ibuiking*’ 
Injure fl) oi' wliHl and under ivluit r<‘strirtions Iiuitistriaf 

( jnus v. jth ^ ioverniiient aH^^iMtancc (OuKl, m our opinion, 
U‘ ' t.o Jcd. dio'ir work ^ibould be r» vtin !»*d to juf^nct^r enterprii»e 
of a non~( om|s«<‘hlivc { liaiacter, tb<* o|«'ning up of mincrul rcH*atir<‘ee 
and large |>ubl)r Utfhtia'-, pMnr»pal]\ ekatneal |‘OU«t srlnunea. 
Smai! industry should }>e avoided, Finane;a| ;iKsis(:ua*e l>\ riovern- 
lumt tiUgiit l«ot. \n tiu* tuku)-: Uf) f>f lla* shaia* ea|>it‘d. 

Uetv^rnng to om and (onHiderat ions in our tneino* 

randum. \vr rtuet mo>i ^ana^tly * Aprf 's a w.oning acainst tlse 
^4■iI♦‘Ua' ev.»!ung ffMju -tl!.-'-*.' O'^'-olut • *'! ^ rnW.iS ('■ »u; [uiUec. 

FlNWMVe. OF loU;rioN I'KAnF. 

It 5. ♦•‘'fWNiail V rf'gard \n tla- V. ui. dUrnaue** ',f ^'jOHOn 

that Las arison tfa^ -ajha-et n tb*- <’<a)tr;d ( sanniittee 

iUtd oiu'<adv«>v., that ^vr’ r*>b'r t^> tb»'- ‘0 .Oiap.r ju j. | •,!’ tVus 
report, that we bas»> our opuu‘a^ and mui ad\ea' on 'saiud l>anlnug 
jarineiples \\k* t-annot r'aeau'n otirsolvns %Mtb and';tieTVH «»r doB;r<MS 
of a |M)btiral ca* nat louahstu' charaeter. It n- ran opinion tiaii il 
Is sta ll ambitions or tlesircs wluels underlie tlie recommendation nf 
the tk'istrai (’onuietna^ lira! a, St:nr- !'*. \td;aT>i:f' I’ank -diould be estai*. 
IisImm! Aeer?rdn,^: t * point I ol the t omiiattee’s ('cuidusioiis it 
is i?>nsulered not <k*-jralde that the eouiUrv slavidd l«e de|^ ruient 
on t!.e fMcddies afTordrd to,, no,ml!'dj:’T> m-titutiorir for tt;c finane- 
inj of foreign tnide \o arguments for th.is opinion are given, 
ddic only nud ter-of*fael argumeni whirti we f':in iinvagine, lies in 
the fear that the non-Indian institutions eonld at any time with- 
draw from the eoutitrv. thus leaving India deprived of agencies for 
tiie financing of its foreign trade We consider this fear to he 
without anv foundation. It is in onr opinion ineoiueivahle that 
eighteen. generaUv sfvaking^. strong institutions of high standinif 
with activities and eonneclions all over the world, would, of their 
own free will, witltdmw fnnn a working field, which must he of 
imfxirtana* to tliem Tt is m inenumvahle as that all the TnfUan 
joint slix'k hanks would stop their o|>enitions and go into liqnida* 
lion. 

Afvut from this argmnent. we find in point f> the irwftreet 
allegation that the foreign exchange hanks (xmld amst the Indian 
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io a than tht^v arUinlly Ao \W 

witi th}**- allr/Ta! jt>ti ill (vur iiu^morandum on Tnuk'^ 

r Hi ai’d < an r?n?\ in tln^ rrsjvot , that onr 

ni.s‘-ir'Os \v{fh tho rvistral Coimn'uU^v !ni\'o shown no mwHsity for 

n*' to what W *■* wiavio on flio KUlijovt. 

l'ro!o \\,f *,-ii' vhwv of Juankin^ pninapU'^ wo ilo not hosiinte 

to (ii’tiia tl rts oninn^iuiaUon as nnf jnr ami tlioron^iil) uuMHimh 
It auijs it tht' os^tahf i>hn*fiit ot a Jaxi hnti^n*' ihink \\ hioh 

would < x< riitiustod With tflo \voi li csjiinoi'totl vvjth 

fon stra n ant taiH of iha (onarninml. 

\V“h 1* wo vvT ilo u! oar an uniu uulatn on ItHlasitail Uaiikin^ 
ff rii loon^* II , nuntlv, that if ^^ou!^l In aiif.ur and unjust tf 

nIO|^’^ of tiio < lo\‘r-ri?noon o. onkl uso.t dn'o-.--t-:\ of nahrrvtU tt^ 

aojop* fo uuh |Ui\an ituiiofrv ' a|*j 1 o*^ », , to h.uskin^' Still 

luorr w tfu- tia- s o<* nH'o tha tin.invinj^ h\ thr rviHfin^' IninlcH of 
hoi;,* - fot«'Sj:n tr of< ;0' far av w * ;uo a\^ar»\ all trrjana 

II H. at- 

( oi!!p< fnau} w - U'd not i>o I onfiard !<» \\\v woo iliod h.\rhanpo 
lrod,o \H*0 (rar th. s! thr dotrnorin il ronM'ijUonroH t<i tijr Indlnn 
]onn 'n'> k !s*nk^ wouhl h<‘ wor r Wo tako it jik a nnOtfr t»f 

rour^'O th it th<‘ St;U»^ fhtnk Wiajld Im’ ai!<>w»‘d to lak<' d4‘|>osiij. ami 

cio nd iml * rrdit hM' iis*v,H d’h.w wraild om roarh upon tlio hold 
<d aU i\t*' pnvato hank^i working ni Imha, inrludin'^ tho Iinponal 
Ivudi If) t!a* not Oil s?a/u\ w!>on tho Indian ovjHsrtrm and 
iiajtwun r ' ha\o tm) <■■ \ | .^-'rnoa-o of tlo* oflo a-tn and sound WotlviO;,; 
uf fk':*' n»ov noUitufjon^ vo- ft?.:*? dojv»y-oO^ \i!ooh woahf 

j »r ;n t it -f 1 ! V hr* ^oiiara rito<*d fo*' fla* ( ro\'orrnnont would, to a oonsi- 
doi'.d’k' fAtroit, ho f ratj'Nfrrrf'd froro tl»o liuiiaa joOii haw k hank"? 
Tl ir harndul rff/h^th of i-aadj n rrar fuju on tfio liiodun;/ |xosit}on 
of ladi.* isood no lilu 4 ration 

".rhn-' [ir^j^aw tliat tfo* ) not ordv uf»fair and nnjt**'d 

hut -ao^r ujn-r,jnd, ft sh not a hnsiiif-vv^ projM»vah d'la* ffank.u«,p 

F<itUHt:'*n of (hr- r-.'jnr,tro orria'-nd; new- not, tho <jr:,o.ion of 

a ns'W I'''.\rhaf!dn hank, "Hm* la’hSf. fOid^uaw ('if tin- m jariHhirra] hv 
IIm’ far?, tliiit ihn [>roifaotorh of tlin ^oftoTon ar* «)f)v;oUhhv f oisvinr^ d 
that sU' h an iiod it ut loitj r an old\ f>o workod on an affjfu aal l>;o-{w 
TlopV d»> not t tdi.at pnviil*' rapita! w ill ho ivajlahlo and thnV 

to trrjinf thn mwv Ikmk flip rnonojxdy of thn fnf’rdtni fiovmt* 
mnnt rfuniltama^fi. 

Thi^'' hast proposal would w'»nr»nslv hampT iho Irisk of th<^ 
prospodivn H#"M^rvo Ihuik \r’nordinj^^ U* n/^rtunt 21 <»f tisn lloN fvo 
Bank Bill of V,>2-R thsat lhank %vi)l Imvf^ thn fo tn»n*<.^nd ftovorn^ 
rwnt inrhidin^ ffovoriiim^rit r<‘ridftar>n#*s fp India and 

ei*^'*wdtowo Thifi i,s th#* onlv nj;hf prinripln and #'»f pra<dfral!y 
univofoa! application.. Tire Ik*si^rvc Bank, whifdi huo" as d**? psrno- 
cipal fnnetom to maintain the ^old value arul tlm 
of ihe fn/uH'dary nrri* of the ror?f.i!rv. oujid'd a rnattf'r r'd coitr^ 
to have tiie monfi{K>iy of foreign Oovernmenl remittaneo«. We 
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fliiifk it an iiuiiH|jw nH;ibic c^jtidaioii for the fulfilment of llie 
liemTve liaiik task fjiat (iovirninent rernittaiueti diould be 
^entriited m its hands whif h slionld not he tied down In coinjmk 
hi try fanvisiMiiM has<a| un seiitJineiit . We greatly appreciated llie 
fail that the Central ( ramniltci' :n*ceple<J our rcconnnen<latt»»ns to 
sli< rii:(hen the (sisitton (tf tla* Hank aiut to {irovide d 

uith the |wAvt rH uerem^ivy for the ftilfihnent of it« task. We f»re, 
therefore, ail the more disafijMiinted that a pro|>oSfii has Ix^ii put 
h>ruard whu h would in our ojetuon sersou>i\ u< akf*n that |>osition 
iiiid thoM‘ }sj\\iTs \< ( orthng to our » oiu'f^plion-- aiul tlns^ we find, 
U m roiifornuls u itli the rorommomlat kuih of the flilum \ oung 
CorfiimsMou the Iho tvc Hank otigld li> he free to purchase 

fofrigu I'Xrhan^o l Uhcf i>\ trmifr <?r lU tla- fiiarkot, slH»t 4»r for- 
war«l, atijUHting its operations to t!a* einami^tauro.s r«f the uioiuetit. 
Idiene eireunistiUH es iua\ . and will indeed, frequiUitIv efiange. It 
would certainly tiitcrfere with t!ic froe ailiou of the l>ank and 
iic <!etriment;ii tv> the orneritl intere-? of tl o r*>un!r\ if toAi rn- 
rnent riOuHt uifeH were rontidid to another institution whose a<'t ion 
woulti not and <'oul«l not ht' ikKiiunttod h% tltr dmv to uiauitain 
tliC international value of tije (tirnuen tli*' eranitrv It M»em» 
to im dfiulatful whether tlie ‘svsUun of pureliaMru^ fcreiun <*\( hatige 
t»y tender wdl l»e eontuuied hv tlie UeM*rve Hank We think H 
hv no roenn^ unhkidv (hat tlc‘ Hank w h '-o^>n re:n tla* romdiK 
siorc that pM\ate puii hasiv^ ‘-ftfi td ov* r a k>nt^n*r t!Fn»\ eith-'r 
from the tiankrt or dircetly in tie* niark*, t, ouj^'ht lo Iw* ta‘d»*rred. 
7'fie Ftank will ha\(' to huild up owt? stork <»f f'»r»uct^ t^vehaufre 
and out of tliis stin k the teindtani#*^ for tin* (oAernmruo will 
then he made If this svNtem wor^? to lie aiiopted , a midd never 
tu' ‘wUthui in aiiN aia'C whet Iter a purchase* of foreign exchange would 
he mat}#' on hehalf of tli#' tiov**rmn#uu remittances r*r for strength* 
cning the Hank's eovt'r aga-nsf its hah?!}tu*s or in order tt» i nahle 
th#a Hank to sell foriugn ext'hane,^ it! a later stag** to hanks or in 
the marktd to loa p the rus#' of exchange wnhin ttic gtdd points 

The frtaalom of the I\es#'rve Rnitk to regulate these rcjuittancei^ 
tn eoncerf with the CioviTument . and to slacken or p^.sipane them 
wlien exchatvge is weak, to acecU^rate or increas#^ them whim the 
tippisit#^ is the eas^e. is one of the stnmgest weaixan^ in the luirutf 
t>f tfie Hank to fwp the eurrenev of the rountrv at par with 
gold. Tins weapan \v^>uUi l»#' taken awa\ from tf^e Bank or its 
efficieiacv would nt anv rate seriously weakened if ttie work 
wnnecteil with fiovernment remittanr<*s were transferred to the 
Indian Exchange Bank. 

(hi all the?k* grotinds we f<el to advii^ye 

fttnmglv against the adoption of this rewm mendat ion of th© 
Central Cominittee. We are fully amvinee*} that its adoption 
would shake internationa^l confidemx!! in the financial policy and 
wimlarn df the Indian Government, 



If Iruh^in joint cHmmdor fuul that it in 

ttioii jnTf»r*'st to *vsi:ihhHh by nnuua) m'OjH'nUittn a |>rtvat<« IiullAli 
b;uik ;tnd to fiiriunh flir nifMttl of that bank, we ar® 
oi !bt‘ op!iit«>n tfiat jt wcnibi not nven then ho juJvimiWe to rreat# 
tfh DOW {n^titnuon Moro tlie Ke^^'rve Hank !uv*t o<iinitiluted 
atid >ont exjH^notua’ :uh 1 influence to 

adviM^ tfiT Iniluin josnf (mitkii on tlic In^cf' to W followed by 

r!i»‘ luilnn Hunk after it ba« tstartcil it>* o|vratM>nt» 

In \». T mI ileir iouniuMonK the ('ential Homiinllcc tbntl witli 
tlic MiU^niut t i«.n of ru|KV IuIIk for unf^ut btwincH*< l^bii* mib)tvt 
;v fouoln tl u|in»n u\ the ( \>innut roiuduHH^n Nt' 1*2 under 

fh^‘ la.nbn^^ Mmucv Market*' 

In ouj Tin OM »t jHhIuu! on tlu' Moii^ \ < boudi^f^utc l\ ‘ wc 

v'mte in tlo^ the folkovuii^ 

In ?!i« .UhOi' iM iiH'iiliun ha* horn nuulr o( the lUtitHluc- 
t!on ot InlH in eounretiion vvilh Uie Jin|wirl 

tfa<le ol Intlia \t the pi O Hl i^e wo eon^ideJ the 
hjo a* o ♦nnoji »>f Itir loiaud hiil and nioUev niokei aa 
!! » t urulninenta! and pnnnos pr«>hleui 'l*h»N problem 
nont he solved heh»fe pn^rucfi^ to an apja laaahlc 
extent ran he <"\|^'eted m the um* of Huju'i' hilln for 
MOtlipo f^ait i^rn iranHiK iious Tlu* fjucHtion an to 
what tutieiies (Ih^ bill will he dfM\^n m, fonuK putt 
ot He torsdOion. v\hj(ii hiVf’ to he a^^oeed nfHtll hv 
foMe?^ and ^tidleffi It nef d‘< no eofmn<ui( that they 
w?h ?n to find the ihet|*r'^t ^^dutiofi fmler normal 
ena must thi* en?rtme\ of that rountr\ wiU he 
preferred where the low<*frt rate of mli'fent prevriilti 
«fal the money and hill markrU well de\elo|wal 

tied no doul>t ran exi^t niMint di'^^ oiuit f »< liitiew hetn|,j 
Rxadahie at anv time dunnt! flic rurrem \ of fb# 
MI! Thew fr»n<bhof>K ar<^ laekm^' m India A*^ lonj„^ 
a« fld*t tlie raHc, fmrle and indowtr^ will he hnlri|w>frd 
und the ro«t of imported ^.nwwIh rroNai h% oftforoinj* 
»t*!!er« of foreij^n pwwlfs to draw KnfH*e hd!'^ 

We arc idill ronvineed, that the pa'^fiape, quoted aho\e, ron- 
the piinejplew, on the banni of wlm h thn* problem onpfit to 

eont^idcred The intercut of the faaintr^ 3^ iMonp ♦*er%’cd hv 
finaneinji^ it« foreign trade in the ehcaf>ewt v»a> , that can I*c 
followed. To (!tm entent we cannot iigrce watfi the opinion, men- 
tioned in #x>riclu‘«ion So 12. referred to at>ovc If, bv di»wunt- 
ini,' btlH in the T^mdon Market, a ebea|>er rnetboci of finaiieinn 
can fn* oirtained than by dnwwintine them in India, the fir*«t 
method in. in otir view, to W preferred) rjc^tv«dth«tindinfr iin am* 
iw^ciueriee that the pmctiec to draw the bi!!#< in ^^fefhnjj wdll have 
to Ih? wnlinned It cannot l>c dk^nted. however, that, alihoyjith the 
hilH are drawn in «ter!in{.% the majority of them Imvc no aceeiMf tu 



616 


tiff J^riflon Monin* ^farket but are boui^ht l>y the exeliange bankigr 
tiu the ♦oMthtJon^ exf>laine<l l>y tlte j« its TOnclttdcoi 

Nil. jj, ruentioned above We suggest that t(je exchange banJfes 
should cousider the fKissduhty of changing tiH‘ j>rei?ent rusiom to 
tfic I vteui tli'it tfjcy would he pre|Kfired to accept tlie hills instead 
of purr basing ttiena in the ictme way as pafST of a [xuuhin 

exjioiting house m now acr i l»v the Kxrhange hafiks nTut dis- 
f‘ountc(l in tin- Loiidrui market. If this suggestion coulti l*e 

followed and w(’ M*e no ohjei tions of real nnj»»irtarK*e tia^ 

I/mdon Morif^v ^^arket w'oidd be ojwuied to tlew bills and a l>e(ter 
mu'vii-4' would be renrlererl to the country tfian l>v enfi>rring the 
introduction of Hu|s‘e bills. It is not inr'oneejvalde that tins in- 
trndu( teui of rup^'c bdU wbir b iku niilv dejiruids on Hie co-opera- 
tioii of tie* ifMf>i>rt*'rs in India liiit als^i on that of the ex|)^>rters in 
otleu* countries, um:!it r*‘suh in liigher r’usts on the trai^saetions 
tlian b:i\r* to hr p;ud under tin* | r»‘o'nt s\ stetn W'e arc of opucon 
tfiat in this rrvp^.i*: aKo no arliflciai rneasurcs sboidti be taken roul 
the most eerinomu' arrangu incnt sluadd be a<iopted. 

Mover MAi.KtT tv !\m\. 

Tender fire f ieadi r;'" ’ ‘ I‘'nuar\-'‘f nc of b»rr‘icn tradr’** we ♦xplruT'-ed 

our %unvs on rite int rodnetifuj of Kni-a* lulls m cMnncstion w Stla 
the imfxu’t trade r>f Indt.i. This siigj,-, ? dealt with b's tfa* ( ri)~ 
fral C 'ornunttr'e in thc'-r e.>nc;usion Ni>, 7 midcr tla' headinig 
“ naneinj! of forenui trade " aiu] in \n Id of tfaar cMneheHau^s 
on tfie ■■Mene\ Mark^U in India** \\\' mav refer uhg no 
wrote with la’-gard to ilutt roiiehi^aon Xo. 7. 

In the provision. d ce>nehisMn> Xns 17 and IH tier (’onuniMee 
pro|M>s#‘d !lcat tlie He^S’r^e F>:uvk rlaeold bt' |>* iruiUe<l 

to act as agent feu an\ Intlem State .uid anv member !»ank 
in ^aine w ;-u' as g is ton over»a'l t/t oi t a* agent 

for th<' r'ent ral and rroviiauai t bAernrnents ; 
to act us agent m ata ifiro ,• outside Indsa any member 
b.u nk and to sedt feireign enrrem v p;*v otit in foreign 
eurnuu'V on their l»ehalf, tr> colhet bdis m foreign 
countrires. and to accept against ade<puste MHurilieift 
in lir^lia. lulls drawn liv or on behalf of tjie menil>cr 
bank?. 

AUhorrgli thesi* provisional ivunlnmons have Imm’ii remitted from 
the <amehv«ions a? finnllv coriuntiniratcd to us, we consitler Ih#* 
matter to be of meh importance that we feel ii net^\s?ary to deal 
with it in our report. 

must oI>]ccf to tins extension of tljc task of t!ie Re^rve 
Bank in far as member bank? are conrerned. We ftitiv agree 
with the opinmn expressed by the Joint rommittee of thf* 
ktive Awmbhs to which llie Reserve Bank Bill wa? referred 
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fu ilieir IJfjKin i<f i!m* iMb Aiigti»t IDi", llu'v wrot<* on 8 

\\ r t!uMk !h;it tin' jK)\%cr v^l liic l\» ^rr \r liank *^t^'** 

at rnuiits aiui M't «5 utlu^r l>ankH rIhmiIiI Ih) 

rv'itru i*> iviUiiil l^^uiks v^lru h mv tlu^ pnncilifti 

( n^rrt IK V aiHiiontie*^ jn tla u K’h|»«K h\ K i *iurHnc*s aixl 
anK>iij^ which xvc iiiclihlc tijc l*\^(h lal Kc'^^crxc Ihuiku 
\t\ ?hc I iuic<l Staler of Anu rit a 

\\ i roii«i<lcr l!ic riclu i uiua jaiou us ;>« era ilaiu c with Uk'* 
j'liti tK c in m<kst <»tljcr cuUMlru*-' Iv-^j>ct i;tH\ \Auh ic^^auti tt> the 
h>rciuii cxchanj^r hy<ini‘S'^ of the Ih'^«‘j\c Ivink. we nee ;MCut 
»>h!f«ct>on8 to thf' Hank jicUnj:; for nicmlMu h.inKs, usin^ 

j^;irt of li-* ho)«iinjjf*i in fortu;. n cnnmrv an»l <Josn^' ,c i c|vtant e hiiK! 

on heh tif of thes** mrtnr*»'r hatsk- i he at tivitit'^ uf ll.o 

lif M-rvt" liank in thf* hehi of foiesen e\< han;;^ inu«! <»n |>iin<'»ph* 
l>c rci^tncteil to \v!kU m ncccHsuiv for )H*sf.>nnin^: it^ priiirit^al dntv, 

{ c , In keep the < nrrenev of tJio (ountia at pn witlt I'ohl ^ in ?»n\ 

< :c ‘C lit H waiiic hctwcfui the up|><T shkI tho louaa |wKntr4 It 

wouhl }>e 4aiij,*cr<Mi*i m our opinion to »'ner(»ai li u|>on thi?* principle 
}>v uulunn^^ the Ih-M ixf Hank to i^laeo jiiut of u^ haautui a^^ct’^ 
at tic* (if ineujhrt hanlo* (Ui hchaff of their fonu^'n 

exchsinije iMiHine^^ 

f 'oii(*{ii^ on ‘*fr» proj>oM'> tci .allow tl-r (h'^ rar Ikank, if any 
Kpr^rovet) joint *^hM k hank 0 ^* 11 ^ hraiichen at a la ntre w hen* fhcr>* 
are no ]e>iiit <^tork hat?ks. to place, for the fir>t f»\e vearn. a 
w sfh e\f’rv r>e\\ fuaic h ho op<‘nr<! of nurh -aun and on mh It ternu* 
and *itn<]ua»at^ it inav consider neee<;warv 

Wv are nc»t in f.i\c»ur of tln^ pro|M»Hal It could hr interpreted 
in this th.it tfse Heserve Ikuik W;oii!d he f*ntit)ed to |>hce 

tkic*^' de|4.()^it'- without ^aaintv and af a coneeft»aonfrl rati* of in* 
liTest. Thi^ would mean t!»#' ^'ranfnu^ of (lean cmhtM sttid wide 
H which would k*e faint rarv U> tfa* prineif>Ie>* f»n whifdi (h^ 
pi>!irv of a KcH4»rve Hank nnntt 1 m* !ni*«f*d If f)u« i« not the infefv 
tr>n. we *'ce no rea?^>n fe^r tlfc recfaumendat icUt ♦^imv- tlie Herw*rv^ 
Ihink muld in theH<* ^rant a endit to the Hank ri^eain*^t 

adefpiate Hc^rnntv under tic* ^renernl mlc*^ of (lie Art. 


TfiF> iMf^KTitiAP Bank or India. 

In the iftemnd resolution it is ntfited that the restrictions im- 
t¥v«ir»d hv the fire«eni Art on itii truniwirtin^? foreiifn exchiin^is 
iMisineffs or other rlaiMi of hiisinesK wfiich sire nrd on th« 

openrtionii of Tndiiin foint ittor^k hunks, shmild he withdrawn- 

We were infoniwNl chirini? owr joint disrtmskins that it li the 
intention that the proposed action »f)onld not l>e taken hefore the 
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Bniik been con^itituted. We agrt'e with that inten 
tion ^itwv we are of opmion that having reiTard to the ram para lively 
low cawh re8<»rveH of the Indian baiikuifr KVjitem, tlie Imperial 
Jiink nhoiifd not undertake any new tank l>#*fore the Iie^^*rve Bank 
}»af+ starfe/1 itn of>eration«. 

Aceordin^' to the third r«*wdution, any other inatter*^ eonnecteJ 
wilii the Iin|H'ria! liank Act will he eon^itlered f»y tlie (VuiHiiittee 
H4‘|iarFiteIy. 

It iwih no ionunent that we are not rej^jxmsible for the ran- 
rlu^^ioim. to whieh thin euiiHideration will learl llie Committee* 

liKOt I.ATION OF BaNKINO. 

WitJi regard to thin Huhje<’t ue hdt the difheiiltv that a very 
fhoroiiifh, detailed knou ledfie of the rirc iiinstiirK t's f>n’v;uhnts hi 
I ndia IH lUM'i'Hwirv to ti[ive definite advi<e on ail *iumjes(ionH {)ki<ed 
Indore tfie ('entral ( iuniniittHo Mort^ner, the Comnuttee tliem- 
wdvew h;nl not formed their <»|)mion alKiut many of the,*^' 
tioiiH when our joint diMainwioriR t<H»k jjfai’e. W e a|^ie<*d. therefore^ 
to leave th«‘ <le< iNion fin the 08 |v>intR wfm h are inenliontM] in state- 
meiit 1^* atlaefual li» the ennelustons. to the ('omimttee in so far 
ns we had no tihj^a turns on pnnesple or did not fear tiiat the 
atlojUmn <»f tin* sui^'i^u'sHoim wouki hiunjKU the H)und and free 
dfvelopment of hankiiij^e In eoniua ti<m herewjtli. we dist 
Indwtaui the lonelusums of the Ceunmittee and th<* **!iL'f!estinnR in 
statement II up<m whieh no «iieh eoiudusiuns have been arrived at. 

( oNf rrsioss OF THK < KSr!:\!. ( ‘‘MMiriHI' 

Wi' are in aj^rtvinent with the,R4* <'<uielusions with the exception 
of the following' (Hunts 

C illr — \h stated, the ('ommittee will 

Inter eonsider tln^ <|uesfion wheflier the form of lialante Sheet and 
Proht and Ixwh Ai'count (^res4Tihed m the Indian t’omjmmes Act, 
}H adequate. 

W> wish to warn atrainst rom[vlhn»j liankn to discie^^ parti- 
enlar-R of their business to sueh an extent that their jKisdion would 
\h* damaged 

roncfwvum 1. suh-pamgrtiphs {15\, and (JTk — ^Theae provi- 
sions tiH'ommeud a system of lireusin;^ batiks. The lieemes, to be 
l^ranted bv the lies^^rxe Bank* would J>e rt^pured for doin^ banking 
businem in India and for the ofxmin^ of new l>ranehe^. Ltoens^^^ 
should Ik^ frt'eiy pninte^I to the already established banks and it 
wavuld be the husiness of the licensinir aulltority to that llie pro- 
viamna of the law and any other randtltons sf»ecifir><l in i\w heenaea 
Mm complied with. 
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\\^ not in fjivonr tif the iiitiwliH tion of a iWnjsiijg 

i*y*ftein, Hunkin^' to In* loft fo Irtv coinj^iKuvu tnul it. dove- 

lopfooni ouidit to ho We rtxx>jitu>^% haivovor, that 

if the lUik*r\i^ \iink miide (he iH'tni^ing unllituHy, our «>l>jtX'tionH 
Would iH‘ ujot lu a jLMoiit ext«'nr wv (4ike »t t\mi t!io 

Ihtnk would huHiU* the Hy\«itoiu in a j^oiind jiiul luifuirtuil un\. \W 
do not. Imwr^rr, with the ro^imni!^ ^uven in jiit^dhetitHui 

tlie rorornrufiHluimo Wo < onnulor that (lie jmvhH'tion of tho inter* 
o?<(- ot h\ looiin*' ot h< <‘tu f^s uill In* a ihiii|Torous l<'^f4|xin- 

luhihtv for the Uot^ rvo Bank to undortnko. Wo furtlior tlunk that 
tlio iMfitnd ovor iIjo l^ankn ojn^ntiuii^^ ui tho ^xnintry nhouid 
ol»taiii*Hl hv tfi^ HoM*rvo Bank hv lnoan^ of tiiw’<iunt ruto tuul 

UHirkol jh>1k V and not hy inoan^ <*f llio hooiiMni^ wyNtoin Tho 
of hrnnrho^i h^ wiuktn^’ almniy tti India fihouhh 

in our *#|uruon , m an\ viim'* In* loft fn^* from any mtorh ronoo l>> 
tho jjruiihinL' iutlojrjty 'Flm^ o|>tnion ondorHotl l>y tho ('otiinutiiv 
in their c<)noluf*iom< on (\)itHiier< ml Bankinf^. whoro they unto in 
CodticJuaiou No. 3, that it ih not advnwihlo in iho laij:*u mioro^ta 
of tho omintry to rostra t m any way llu^ luaiu lt at tsviljos of iho 
Isinks in Ifidi.i. r\on tli<Mi|.;h it mas riSMill in o\<'rhankm;ti in o#*rtaiii 
uf^oountis [d.uos and m vsotikor haiikn^ nmhu the stroHis (d tono 
|w*ut)on, ofTorms: lu^ljor for di jHmifiv aiul in aiu dmjils 

al liiijhor ratt“> and morouHod n^^k. 

W o roioiok r fho' r» #oH»nmj.! . willi svJm h v, o fuMs luvnoo. n- 
<‘oti* V itfi f ljo fo< ufnmiuidat ion (o mak«‘ iho ojwunnj^' of lu^w 
hninoiios dr|H iidfUji on tlio a|'j>roViii of rvon tho Ih ^aTso liiink 

W ith rf';,*ar<l To tl»o alrtMdy onlaldohod l>anks, vso drum it U 
fund iUionial rtauijyoWM lU of f.urno'^^ and fn>nu /n/^ai tfiai lu os 
should iio( only h»^ (rroly ^.^rantod hut slHitild ah.4, ho aut* ‘Uiat a .illy 
nuieuu’d .o^ har;; as tho provisi»uii- of lit#’ hoa aro «omj»hf(l ui!l> 
Afsif t from Th)H, t!u» in *u» o ♦dsonuf n4>t anv oondnion on B»o 

exisim-^" hankft. 

Thr (Vanrmnv'f* roofimnaujd that aninnil nfan imuits *do>wm|.j ifio 
and hahddif s of Fai iumgi’ Hanks r#*latmo to Indian hminoss 
fthould ho fnrmshrd hv thorn to th*^ Ih m rvo Bank a » a < <>nd,tiori of 
tito v^ntnt of hrofov’S. d loau^^rh s\o aro not ofriKO’^^uJ to suoh annual 
fttaitOTnonli*. ho osnsidor that ihoir suhrm^^sion HlHitifd not made 
a eoiidition of tho j^ranl of hooiioos In onr oj* nmn tin* Mihnii**- 
Sion nf any fitaUunonls hy tlio Kxohjifi|^ut *^hould ho }>rovidod 

(or in tiko lieM^rve fiaiik A< t Uiwirlf. 

C^wltiKum 5, jfub j^ra^jfwph Uk — ^Wo aro tn opmi'tn that fh#^ 
Arliolos of A#«<'>C4ji(ion should oonlain a profior roi/^filafiori t>f tho 
a Uo<“a tmn of profilft m- f>ropo?«io4 in oonrhision 6 sub f«sirajrraf>h (3^ 
The formation of extni should h ff to shariduildor» on 

ibe rwamamt4»ikm of the Bain] af DirmU»tw. 
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Wi’ ;iii* pr( to U^ave th^ cks iKion on tlie Hiigj^ej^tions not 

ro<‘finonr<l hmaftor, 0) the free dt*< it-nnt of the Ontnil Coaimitias 
iMi t!sat \se no (omrnetits to offer with regard to tkoiie iKnnti^. 

StojijrHttett.^ (/ >, and < h. -We an* of opiniuri tluit the tii ri- 
to Hfjiit extent < lean advama**^ an*! advunre« agiiiiist aimiov* 
nl^le jirojx rty may .safeiv l»e tj:ivf >n must l>e left to the nianageinent 
umh r ronfnd of ili»* lioard of i hreetor-. and under of 

aiidiroiH. rite HHUie is t!ie with advan<es to an individual 

v\ithou( j^Turity and witli the atnounl a<lvan(‘^‘d to any i'lngjr jndi* 
vidoal or to any smgle oonri*rn. As Vv t* ^^tatrd ui <a»ir Mennaatuiuni 
on Uankitig Ihgulation < J-'indosiire \ •, tlio lull re‘^jK>nKilul{T v ouglit 
ti> he left vvitli the inatiageiiH'nl and the Board of Inr»'< tors and 
no ineisuroH should he taken uhn h ueaild \^<“aketi that re>tK>n‘-i- 
lulilv The luntliition of clean advances would, moreover, eenti if I 
AMtIt the < omnntfee H eore lusions t and M-O on ( ^anineouui 
jianking. 

N(n/f/e.vf ftsfi.v (iif (ind ( i' > Ivestricti»*ns on in vr*^t meitt m sliares 
und tlf hentures of joint sto- k eoinpann s and te>tri* \e>U'^ u> sfiort 
term and len^.' term hu^.mes- no, t hr .hpre eu !}; *anie 
grounds as inentioned atnne, wh:lst i spea 5a!h\ ^ 'aj a sta n n* v. oyld 
haiupor the develogmen! of rndu‘-tna| finaiae a*- advr* a!ed |>\ 1 he 
< eniral (’onruitlee m tlaur eoiHuusion N<* i on l inatuuai retgure- 
luents of ItHlnstries. 

StoiitestinH (10 k Ih*i»rvarion of fndd of agra ulturai finance 
fo' the eo o|>»‘rative l>anks would he detr inenfa! to aerr iihural 
finance, \vluch, la onh ctwa^red al prcs^uit to a \ei\ srnan extent hy 
ti»e eo i)f H*rat n «* rnoviunent. and to the de\e|njanrnt l>i liking 
fardit u^s. 

Sufhifition (//e IVcdtdut ir»n of a joint stexrk hunk or it« 
hr.tiH'hcs Hi Itovn hav ng a [wi»[udalion of levs than 'i ohH>o \Aould 
M-nouslv interfere* with the exlensuui of hanking ageneicf^ m 
t^trongU nd\o<ated lyv the (’entra! ComimtU-e <xmclusion I dH 
i iumiH retal Iknkingh 

Suihfr.Hum (fi?h — A provision for lavn^^ing all pennons doing 
fuinkirig husiness would, in our opinion, U* iinpractumble, i?ipeemlly 
With regard to indigenout; bankent and money lenders. 

Suggestnm (i4 \ — We earinot neeoininend a {Htivision enabling 
audinirs to pubinth mstan<'»»« of wmdow-drt^miiig in h sel>ediil« 
attnilMNl to the balance sheet. Auditors have ilie right to 
4 i(tenttoii to abuses m their rr'ports. 

Suggestion (19 ). — We are of opinion that diftciOTB of a baidt 
way not l>e depnve<l of their righia m aliarebolder» and that they 
are the projier representatives of the tdiareholdoni to hoM proaiaa* 
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Suggesti*m (20 k— T he provij*H n ilmt n^turn« of up- 

country branrlic.H of blinks^ i4u>ukl Ih* certified by «|ualified loe^l 
auditon?. wx^iibl Jk» iinpnui unable and um Th»^ 

of Ihf b;uik iT%df an^ ihe }»o>jy*r audUory for i?** bnuudjeH. wbilyt 
the audoors <»f tlie l^ink dioobl audit •-m h bmn^ hcH as they conj^ider 

iSufjqc‘stK*n {22 k— \X e are the iif»|Kiiintti[ient of a ('oiUml- 

ler of Ikink^ In any t arn' \\v wruibl jhIvjsc^ m>t In take this 
fadt^re fhi‘ lb -erve Ikutk has reur^idereil the nuitfer and ^uxt'li itn 
adviee. 

,Shi#;(;r4f?noi i2de -'IVi author s Klntrehoider^ td u Imnk holding 
1 lOfh of thr eapitai to aj^ply to the hnal goviTumeio h r the t*» 
\esti;::ulion of its affiiifs hv iiH|wHUor% jhhuuh to tis daiigerovi#* 

1 lt>th ni t<w) final! a j‘rojs»rtjoii for the Juindliu^,; of g rigid ^ the 
exerrity" of vJneh ivili ?w^nou<<ly nffe<’t llie bank'» eredd. 

Suggrstu^H {/.Hk .- — We un^ of opinion tlmt the clauK* reipnring 
apjdu antH for inH|HHdion to give six unty ot payun nt of the cost of 
theenqniry. >^*rveT< a u^scful f)ur|K)fy? in preventing frntdoUH iipjdua- 
tioiiB and that tins clause* nhould he nuiintained, 

Suggrsihm (22f) — 8nuy» we do not approve of (Tealjng a ( ontroh 
ler of f kinks, \\e (Munot su(>jK»rt iliis suggestion 

fiwVh -~.\V'e haw n<» objection to tins suggeslion if 
amended as f<dlo\vs : — 

‘*i'rovisUiii tium the exfymsrs of t'mjinry slmll he home hy tti^ 
State, if It results in protysmtion and in otlaT cam's by 
the appiKaiita " 

Suijijri^tifm f2*^C“We are opfioml to thi« nuggestion l>eeaitmi 
We can torKauve rirenmstannsH, sncIi as the formation, hy Iruhari 
joint wtof k bunkH. of an Indian Kxchange Ihuik, wheti' n wcjuld be 
deainible and logical that tlie diris t<frafe of tl?e Ilxf hange Itarik is 
, «mn{) 0 »ed of direi'tora of its founders, 

^ Suggestimi (3l K — We set* ttore^isoii w lyv , m tlse eaa< mI voltiiuary 
lic|UKiation, Um* diretdor of a Ijaink should l>e prohibjird from acting 
aui it4ii liquidator « 

SugijtMtuiws (32f and f$SK — We are of opinum that tl«e removai 
of a diroeior from office and lla? retirement of dire* n>rs are mattera 
(or atmreboldera to dec:id«*. 

Sngge^timi (34[K—We caniKit stgree with this suggestion yinca 
the right of a director to remgn ou^t not t<» fa* restrained 

Sttggfsidmt (3 Sk — We cannot rar'omirietid ifiis suggestion auice, 
aa atated already, we are of Ifie ojitriwm that direK tora fttoutd not 
l>a delved 1^ ngbta m iduarelKddc^*#. 



Sugfjentton — We taiiiiot advii^ the adoption of thiij sug- 
The quention uhettu^r and lo u hat extent s^tatementf^ of 
hffiiirs niiould he nubrnitted to tlie sliarelioldert?, in a matter which 
fdiorild fn* left to ttie general meeting of shareliolderB to decide. 

Suf/f/cJt/wn (39). — A provinion requiring that even in«titution 
doing Imnking huainea^ in India nliould have a nia|ority of Indian 
dire< ton», would interfere with tlie obviou« right of the «hart‘holderf< 
to H#de<'t «uch dinn'tors an they think nuwt auitahle. 

Suggestion (40 ). — We think it impracticable to fix a muumuti» 
f4tandard of <|ualificationa for the manager of a bank. The <*hoice 
of an able and exjw^rieiHed manager ought to he left to the IVmrd 
of IflrtKdora and the nhareholdera. 

Suggestion (44 ). — The rela.tk>nt* l>etweei) a hank and iLm depo- 
«itorH do not juntify the fiower of the latter to elect their own repre- 
aentativch on the Ikwrd of Directorn. 

Suggestion — Pnihibition of Khare hawking ik ifnpra^:ticable 
and cannot Ix" jiu{>txjrted. 

Suggestum (o/‘. — We liave no tion Uj a prohibition of blank 
tniUhferH of jsharcK if an exception m made for loans against shares. 

Suggestion To prtwrilH' a time limit within which trans- 

fer should he registered, would not be neccasary if suggestion (51) 
be udoptiHl. 

Suggtstton (SS ). — Wc have no objection to a [>rovisiou recjuiring 
information to the ( entra! Banking Autlionty n^garding closing of 
l»nin» hc8, whereas we must stri>ngly adMse against lire prohibition 
to o|>en a new l>nuu*li by any hanking instiiution ui India without 
the jenmssion of that Authority. We exjdauuHl our arguments for 
that advice under ('oUidusuin 4. Huh-f^arugraphs U5), (16; and (17) 

Suggestions i(U) and (H2) —\\e are against thcM? suggestions 
btvau.M^ we consider these prohibitions to ac^juire controlling m- 
teresis it\ hanking institutions an un warranted mterferenre with 
the obvious right i>f the shareholders lo disjost* of tlieir propriy. 
The decision whether of this kind should bt^ taken, ought to 

Ih» left lo sharcliolders. 

Suggestion oTT, »~We nee of opinion tlmt it would iku be wis6 
to povvide sfwial safeguanls for prote<'ting tlie nii^reMB of deposi- 
tors and other Indian credikx^s m the even! of winding up of non- 
Indian lurnks. If every^ country^ where a foreign Iiank is working 
did the mme, the liank would have to sfdit up its ajaeis agminst 
its liabilities^ in seveml ixuintnes. Ajxirt from the impnicticability 
of siH'h a fwtw'cdure, it would weaken the position of the whole 
institution and therewith the position of the creditors. 
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Su(Hj*'siutH {(14}, — \\> ar<> to iiny prefr^rtm^ twiog 

given to uriy of 3ept^itor». 

Sug(jif.s! t<*ft We iire apiintiit thm «^uggt\«^tion. If n ceru* 

female were laken front the Ailvot ate (letteral i>r from the Rej^ititrax 
of (xunjxuue^ infore anyinvly take^ cnimnal prtKwdvngn agtonffl 
n haiikui^ <'<>nij^Uiy and tlie AdvtK'ate (ienemi or liegiMtnir allowed 
the to |*nx eiNl, the jK>?i4tion of the hank wonld biMxime at once 
mo^t and uoK’h wort^e than under tlje iwHirnt KiUmtion. It 

tBiu fnortwer. not Im» ted that the appliiatjon for a cert^ficata 
would he kept *«Hrel that the ^^uggej^ited rtMiunly wouhl prove 
inefBc'ient 


G. C CA88ELS. 

L. J A. TRIP. 

B. CURRIE. 

A. P. McDOl GALL. 
A, FRIEDEKICH. 
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ENCLOSrRE I 

( OMMUKi i XL Ran' K I i . 

In the exart fw^niw* of the word ( 'oimiicrcml Banking in India ia done 
by the KxihaiiK^? Bank# well a* by tbim^ hankie whicrh are demit v itb 
in ttn» inernoriiutluiTo but the Kxrbange Banki* more or 

k*Ji# Ui th<* bnivneuiK of thr Foirign trade of the t^>tuury are ^reueridly 
and ai-^o tn thr IkuikiriK Fnijuiiy n>n«i<lered a# a s|uh lal group uinch 
wr hhnW hrrr d*a! prinejpaliy far a* they txwjju'ir wph the 

other luiiikw They do m in giving roiiuurrtial and mciuwtrim! and 
alia) Of) tountry rirdit# and thry ioin|»ete in taktug defuejt#. While 
the Kxihange Hank# have their head oilier aiirtmd and their capital in 
other turrenriea than rupeca, there exisita a line lM*tween them and 
Indian Joint BtcKk Banking through thr majority ownership of the 
Allahabad Bank renting wiUi the P A O. Banking ( ortHiralion which, 
again, i«« <^»ntroIled by the Chartered Hank of India, (’hina and 
Auwtralia. 

Other agencieit for ('ornmrrctnl hanking are the Imperial Bank, the 
Indian Joint Hirnk Bank# and the Indignnui# Banker 

Of the Imperial Bank and the Joint Stock BankH, it may Ik^ i«aid 
that thry do with the exception of foreign exchange bufunrs#, which 
IK not allowed to the Imperial Bank and which K<'riij# to O* only slightly 
i'ulluated hy the few larger Joint Stock Hank# the regular Imnking 
huKinexK like Kngliiih bankn. A» far an their l>u#ine## differ# from the 
pattern it in mainly due to Kpecual Indian f^ondil ion#, the limited 
bill and money market and the fmrticular kiml of mrrchaiidiae aer- 
ving a# muritv in a cxnintry of jirectiiling agricultural production 
and exfiort. The lack of a Onfral Banking Institution i# not 
cxcetKively felt, it aeeim, in the buxineK# of the Joint Htcnk Bank^^ 
aa the Imperial Batik ser%’e» apparently a« Banker!#' Bank to Katinfac 
tiou although it i* not quite convenient to uh* a Banker)^' Bank, which 
in at thr Hame time the iiiont inifiortant txnnj»etitor Very little or 
no uoe at all ia made of hankn’ ocxTotanccn ; this may partly l>e due 
to the pattern of the English Banks which formerly hut not any longtr 
— left the ncti'ptamx^ husinesn to nptHua! firms or institution* mlylixg 
themwlve# for (heir working capital mainly on the vaat resource* of 
depcMiiU; the principal reaaon !i<^, however, ai>parently in the limited 
money-market, in India. With a development of the money-market* 
perhap* after the formation of the Kenerve Bank of India, the bank 
aw'eptanco may come more in use and mav widen the banking fadlitioi 
offered by the commercial hankn. eepetualiy for pur|w>Sien where dtea]!*^^ 
and regular thrive moniha^ credit i{i detirahle 

The *tatement, that the Imperial Bank and the Joint Stock B&nlci^ 
iMsrve the hanking requirementa more or less on the Engitab 
pattern, means that ther art* not doing the industrial finaneinf 
huftineaa nor any sUvk exchange busineoa which is left in England to 
the |»rivate hanker, respectively the stock broker, and that ibeae 
Indian banka are not doing the universal husineaa on the Continentai 
European or aocalled Herman line. A« there is no general tk^nof in* 
this country devoting ita hanking aHiviiies to the botineaa done hy 
' the Lomkiii private banker, it is no doubt worth the while to rxatnine 
the question whether thewe commercial banks ought not to accept the 
German ayntern of more universal hanking* It would not neeeiattala 
their taking up stock brokerage huaineaa ae well: this could reiuaiti in 
the preaent ronditton with a oomewhai closer relation of the banka 
to thia or that itockhroherV ftmi which become* uaeful when the banka 
take up induotrial linancing and tasaing buainewi. We ahall tieai with 
thi* problem « oo cloeely contieHed with Tnduatrial Pinanoe and witih 
the Inveeimefit Market, when theee subjects are diwmaied 



Prom A mere banking point of ri«w. the prttid|iAt foatuUMi of «w«l* 
tnerctal banking in thm country aru two; tn^ largr aiYKnini inv^^ted 
in Ciov^^rnment ^o?cllrit^w by tiw^ banks nnd th«» proinin^^nl posiliim 
held among th<» banks' loaui by given agaiatl aeiumi merehaodiae 

depositcnl either in the banks' gochmn* or in the legal form 

with the i'usfonwr. Hoth claiwteii of banking in vesl men U t*ignify a 
eomparativ^Jy tuulrve!o|HHi banking system, but it cnmiot lif,' cioiil>trtl 
that lUidfr ^'xi'x^ting ci miiimaiices no change of policy is p<*^sibic I'he 
large invi^tmcnt in Uovrrninent unties lakes partly the place of 
marketable bills rccUfc<HMiutable with » iViitral llaiikifig insiitnhon- 
in western countries^ a* to w*»nic extent, and it will have t4» he 

N'cn «hetb*r ‘uni v^hen v\!fh the Kc?*«^rvc Bank in cxistciu^c there can 
Iw* it clifiug • Hi the prciw nt mctluxi. The «tiruulatu>n of a hill market to 
rcpltcc th< < i«n . riiiuent StH iiritic^ jis pi aclicatly stdc lupud rex^r ve. 
will have to u certain extent to compete with the habit of the ilovern* 
mrnt. in no way iliegitimate. to raise money in a market in which ih« 
cash re^oiifi^s of inuiks crtnit*^ a permanent demaiul for Treasniy UilU, 
While at jrresent no change in policy can Iks recomttiended, it ii to ba 
hopeti ♦hill the Hes^rve Bank, the early establishment of which is 
stnoi^ly 'opported l>y the experts, will cultivate with the bijiks a 
s^ysiom ».f preferential jnvestinent in bills and the holding of i iovern 
mejit ?>C£ li r it 0-4 i\fi iin additional reserve. 

ifh regard the *^v«tein of tangible security in nicrchandoi<' for 
bank b /uiH, V4 think matters must also for iVie present more <»r less 
nunain they f-tand While with further development with the in- 
creasuig ipunber of firuH of undiH|mied standing the rrluctanixf4 of the 
hank^ to ioiin againnt bhx k morlgagt) or without security will by and 
by dinunimh, n*» ^tep« numt Im^ taken to prematurely ciuxnirage tluj 
bank*^ to he eautioiu and conservative in granting crcdila. Coin 
petit h ii aijiong hanks, in this field piirticulariy, can l>e relied upon 
as a progre*tHive elcmenf. An important factor in rest riding the banka 
to the somewhat i rude forms of loaning against jierfiHdiy tnngibie and 
salcnhb- seeinitv i»i the legal pc»sition of the Indian (Misbmicr. It it 
IP t in ih*' r»'Cvt li trj a haiiking expert to devit>e rhxnges ic that '*ysp in, 
but it on to Iw re^ oimneiid<»<l that this field be investigated by legal 
exi>eri« With a virw to remove some of the objinds against lewa «trifi 
Hent rules with regard to s^-rurity 

To^'ru utruge norr ihan ut present the granting of unsiHUred fmnk 
loanc, the <»>mmerrial custoincr ought to accustom himaedf to divulga 
more freely lo his Imnker hi^ financial positiim Hccrecy nlM>ut husp 
miss JH much m»>rc cherished pi India than in wf^atern countries 

and h a gyeat imjMKliment to rmxlern banking Information nbout 
the cu4oincT eems to at preMui gathcre<I by the bankers uuvre by 
listr^ing to the rumours in the* Baxiiar, than from the cuiiton)er*a own 
statement Home Indian (Thamlier of CcxnmeruR ought to study thia 
prf«bbun ^erionxly with the object of finding s/une system of co{b*r|jfcg 
reliable in f^'^rniation w'bich suit«. the needs of the credib>r afo! is as 
nvnh a» in conformity with Indian customs 

"Hie Joint Stewk Banks am! the Imperial Bank are cultivating a 
kind of busift^M which may sieeiii unirfifKiriant from a western p^dnt of 
view, l.ut has fbe advantage of ent roaching upon the field of the moneys 
kndcr th»:* li.mm against personal orfiaments. It. rnay help fsi acrtist^tm 
a part of the {Ktpuiation U> the u*m^ of banking fsgrilitii^ for Ix#rrowing 
and for saving. 

An irufvortant preddem is the of vernaculart in the various 

fitidf of banking Efforts mrt apparently Wing madsi U> introduoa and 
at ipe mmt Ume xtAndardtae the use of vernaculars. Perhaps the Im- 
Bank its way to bring aWmt m ormference a joint attituc^ 
of tW mmmereml banks in this matter which i» alao apt to 
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the population to mako um of baiJu and indigenout hanlcars intltad 
of lew deairable crtjdit agencien. 

When iitudying the Coinmcrcial Banking Syaiem of a country, three 
main queitiooi occur 

lf»t. Arc tlie banking faciliitca sufi&cieutly eaionded ) 

2rtd. Dom the com|>etitive |Kieitton between the earioua kinda 
of banking tnvtitutiona suit the needa of the country and 
does! the protpective erolution eail for interlereiiee f 
drd. if^ the »taiidard of banking throughout as high m necea- 
mry to protect the interests of the public and particu^.arly 
of the ilepimiUir I 

K The cpieatiofi wltclher the banking facilitie*^ of India are sullciently 
large for the vrinir^inw needh of the country ha.H in the F^nquiry been 
unanifiiou^ly answered in the negative by- the non bankers. 
This critn inin cannot Im* fully upheld from an expert point of view, 
fiH tlie decision cannot He exclusively with the statenient that deminda 
f»>r more or fheajicr credit are not satisfied in many kK^alities. l*be 
establidunent of a bank or a branch has to dtpend equally on the 
jH<»Hpect of soliciting defiosits Kvidenee to the Hanking Enquiry 
contradict themselves m a significant way, ncune criticising that 
deposits received in one district are not uaed for the banking needs in 
the <*atne district, and others complaining that hHalities not yieloing 
ihetns*dves Huffunent remqin'tM are not firofierly supplied with bankmsf 
credit ic That the country is not alHuuiding with untapyKui banking 
po^Hihilities is shown by the development of the deposits with the Im- 
perial Bank While this bank had under its agreement with the Gov 
eminent to open a great luimlw'r uf new hranches in the last ten ycaiH, 
it4i fleposiu have during this jH*riod not irn reasc<j liccordingly. if at all, 
as the folh>w‘ing figures of its de]iosits from the public for 1919 to 192^1 
shcrvi (in lakhs of rupecH) ft82l, 7 h 02, f>T01. 7120. 7671. 77K3. TrttiO, 

72(V7. 7190 

The figures for Joint Stock Banks and the E^xehange Banks, in spita 
of the eHtabliahnient of new banka and branches, are cjuite similar, and 
the total of bank deiM^sits have developed as follows during the period 
20:V't, 1*2114. lOMl. IfXm. 202S3, 20029. 1W59, 20529. 20^79 

It is even doubtful whether or not some up-country places are rather 
over Itanked. There is a danger in too many Imnks or branche« com- 
peting in a locality as it leads the weaker l>anks to offer higher ratoa 
ftu tlc|>osits aiul luwrdingly give loans at higlier rates and increased 
risk 

Tile Imperial Ivaiik ha-^ an<l the Reserve Bank will have a g»Mxl in* 
p^i^hf rn the proper geoj? raphicnl dt<*tribut ion of banking facilitHs, and 
the Hes*u've Hank nhould Ik* able to exercise mune influefire in this 
direct nvn At the same time the practuK* of the Tmjvenal Hank to 
establish sub st4it ions in less important place* ought to lie encouraged 
The Imjicriat Bank and other joint Sltn'k Hanks ought to stufly the 
ndv isalhlity of attaching suitable Indigenous* Hanker* their oigani- 
j^nticn : we shall revert to this 

2 The competitive pocsition of the Imperial Hank, the Kxchaitgie 
Banks, the Indian Joint Block Banks and the Indtgenoua Banker doea, 
tn our opinn»n. not call for outside interference. On the whole, free 
itn>n will fur many years act as the l>csi guide for prognrwvo 
development No interference by legislation, or otherwise, beyond the 
educative influence of a Reserve Bank, ought to prevent to mnx extent 
the appearance of new and the disappearance of tmfuofswful banks, 
A thane** must lie given to the fitteat Official aisistanoe i* given to 
some Joint St«ick Banks in a few Indian Btates, but we do not reconi* 
mend it for imitation, although it may not be nnsmted for amaUer 
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indt»j>encJefit Tlw» Gov^^muMsnl <ihouW f^nisil^ 

centrat«dl witii fbe Imp<^rial Eaak. Tli#y will Mjhow^ in fuln^ 

hy tlw? RjMw^rr© Bank and in ll»« tiM^ntitn# W6 doubt 
wheth<^r with thr Im|>«rial Bank th«? bnancial of var>i«l!f 

Govrniuifnt haliiiu'<w» in not t'<>unt4*r'baJam’nMl by thi» inonww*Ml |h*T" 
manent ^expenditure c*>nnect^ wiUi the mrvicfm to Government. 

The Imi^ruil /foiii in its present form, and more so even in future, 
when It will W purely the biggest Indian Joint SUn'k Bank, deserves 
and may expect a pri>ej>erous developnumt li\ another iwnHion of our 
we would like to iiivt^atiigale whether the Imnks' wHivity 
couiil to ♦ihoiiiJ ui^i expand rultuating sound itieth<wlji of industrial 
hn»iu^- The other Joiiil SUnk Batiks geiieridly are in our opinion 
lN>ui)d to lieoehl, if the Iinperml Hank can through its own »uix>es>iful 
tareer ^(reniitbeo geoernl *H>nhden<v in Ittilisn Banking. To gt%"e the 
Impcrinl Ihank the ngbt to deal in foreign ei change even loevious to 
the automatic trnuv!.al t»f the preHeni rr#,t r ict nm*<. when the Hewive 
Bank ctuncH mt*) exinttiHe, scarcely t<» he a<h *><u4lcil. although the 
hiijlding up of a net of internal nu>ai »H>nnect*ontt wt»uhl prt»l»ahly Ihi 
I suiefu uil utider tnany aspects. Its pre)*eni ra|»scity «s Bankers' Bank, 
the I h »vi*r nnuui i hu«ine<y» and the iNiunple! u*n of the ope*»untry orgaiii 
satuui, riuiy not allow a further extension of the Imnks' s|»here of 
ttctivsty UTore the rather radical change in its c<mstitution comrs 
naturally wut)» the a|)|)earaiice of the Uesrrve Bank 

The future dcv*d<tpment of the Joint .Storl Hanlc» with the excep 
tion of the Miiall nuudier of well estahlinhiMi institutions iw^etns less 
M'cure. Past unfavourable exixftient^ in in»t certain U* have led to a 
thorough ihange of ‘•yntein. There ih no <s> operation lK*twe<m Joint 
Sc^nk Bank^^ winch couhl ifnpn*ve the standard, eliminate weaker eie* 
rnmts and footer llie ctiinhination of smaller hanks to larger units. 
Alrnt>«t all rountnew km*w t»esHh"s such institution?! which serve sjie^ial 
punt pur[rois*s like ( 'leafing House A»ifw>cialioiis, Hankers' ImU^tlutea, 
etc . some organisation to further the int^ri'nta of the profe* 
Moo, ofTeiong cvprft ndvice to the tonernment and endeavouring to 
uphold and ii»if>rovc t)ie firoB'saional standard among Uie meinl>ers. 
Such o|>cration and the creation of a Joint Ni<*cit Banker's AASOcia- 
tion is strongly rectnnmended It will i>e helpful Ui safeguard the mmn 
Irers’ interest# when the Reserve Bank will establish a policy of elasai 
bcation among thoiw^ banks with which it ifiterols to do tiustnesn. A 
valuable pattern is supplied by the Bankers' <*uilds in China which 
orgaiuM‘ arid crbnuUe th»*ir own r»iefjil]w''f s am! k«M*p in foiich with «dher 
groups Srune material is available w ith the expert# No ofistiu les 
should \n* j»ut in the way of merger^i lielwu^en smaller Joint Strick Hanks 
by >*tamp dutie»^ or lax.'ition, ami if sueh obstacles exist they »?hould 
he removed 

One of the mo<t irnportard problems of f oftmiernal llanking m (his 
country is the future position of the Imitz/rnou* Banker. C^an he (>e 
Iii>k**<i uf> to the rr^t iff th* banking system ^ The Hanking bmpnry 

hrought to light much uiterestmg maicniil r>n the Indigenous 
Banker in (he vari^ms pnnifu^s. hut it calls for further penetration 
and the i xi>« rt# suggest it for s|>ecdaJ discnsston, event ually to con 
jtinrtion with some Commercial Banks. There mmv tie aeveral ways 
h (he Indigenous Bankcf mn W linked up more c1os*dy to the l»arik 
irsg sy'*"?erri.. He may for hims#*lf and others with which he airei<*dy 
doev Jmsi news, form n joint stodr bank. The Imperial Bank or rifher 
Joint 8v*ck Banks may affiBate him as agent for colleeting deposits 
fvf riviTjg under sunerv jw-ton This position may ^^trengthenofl 

by a rule to Iw ewtabiithed by the future Reserve Bank, which, if h*» mm 
plira with it, would a di«tirtgufsb#d raiik of indigenous bankeri. 



All dlight to be further examined and dijcusscd 

( *>An«ittee and experts. The future Ke»erve Haitk will have 
an important tnfiuence on the development or decay of hank.ng 
fjry, ati*i ii tiifty hrre find ail instrument Jii expanding the habit 

of i'ultilnt'Ti Ull 

I h> ( o operative ( red it I have tro'd to huild up a bank- 

i;tK huHjrjfs-t among itu meniU^rs in thr liiiniliar triple fuganisation of 
h od i?* M ties, di^tru't or tenlriil haiik^ or hanking unnui and tJre pr*> 
vtiM Oil a{»<-x lhink*< I ir’ < ompf*? it n»n *d the ix> operative inoveiorat 
With oidiroiiy banking well a« wjrJi Fadigenmis Bai.ker* s- ie 4 lialile 
to rnoit*’ m a h Muj.alhy F* r the mownienl ju^t in hanking circles 
and par t It nl/ir ly »^o w here the eo t»perative credit orgaiUKatioir^ appeal 
a)jto fo o'lt^^ide <lepositor>) wiii> are not in»’HiU‘r*' The cooperative 
movinijerit tn “^pite of imj>er feetion?^ ami of unavtiidahle act hack w 
dem rveH evf jy pii*i«ihle nsHistitnce from all t|uarler>^, Un'xui*^' there ih no 
hetter MtHtiumenl far raiding the level of the agriculturiwt of thi^ 
(ounlry than the co ojicrative efToi (. ami a ntrong af>pcal t4> the banking 
interests of the <ountry to a>»HiHt thi** movement wins not at all 
f»nt of phoM Tile Im|»enal Bank partiiulnrly ought to continue and 
to unoeio- ii< endeHv«MirH t4i nop|ilemrnt the present ijrganisanon of 
to operative t re»ijt with expert ftd\ne in a husiot spirit and with 
fuoiin nd io^islaioe It nifi\ te' a ••oaree of profitable hnsinesis fm the 
linperuU Bank A well known (Jerman Bank 2’'> years a««t estalilish 
ed iti4«df in a H|)eMal department v^hieh P quite protit/dile, a< an 
afM'X hank to om of thw two larce I’o (»perat i ve tnHtiiiitM>n^ of itie 
country A puhhcation 1 -y the l^rcsdner Bank i-4 avaikahle 

It With regard to legislaf if>n to protoet the public against alnoe 
On the fiart of didionext or incompetciit !»ank management, a general 
oh^Tvatioii muHt precede the examination of rntual suggestions 

The princtpie follox^ed in eoine count rien, 4 5;., in tormanv. of 
regulating all aUnk t'ompanies, hanking and otherwise, in one «^*m- 
pany laxv, haw great ruentH Tli»' probMtion of the shareholder inelud i 
nutomaticnlly and effudently the prott*ction of the crcilitor. The com 
pAuy law t'an regulate for all st<xk companies the mmiinum lajiitah 
the provision to |>ut up new capital in real caah, the duties and right# 
of the Board, rules on the distribution of profiU and the formation of 
reserve funds, etc A special legislation in rarely a real prot^sdion; 
if it is evaded and if it does not prevent hank failure and rniftinaimge- 
tnent. it is liable to re<iu'V in the jiopulation the respect of law. In 
the 1 ‘, S A every i rids as again ic tlo' pres<mt one, hundreds of 
Mnnllcr Jvont St*H‘k Bank’s^ fail with the efftvi of shattering genera! 
conhdeme All those hanks corniVIy w ith the numerous, legal provistonw, 
havt' tiseir halaiHX’ ^doets, audited and puhltsh a weekly statement. Their 
faduit* ;Urihntet| hv some largely to a special legislation which 
attempt^! to prevent a domination of the country by large branch banka 
in the bi^j’ ccirlrc*^^ of the (axuntrr. the popularly so cnllcd money*- 
trust, and which is meant encourage the development of local ceo- 
nomic reso irt'ca With these purposes the American Law. |>artly federal 
partly state laws, foMsids the opening of brrnrhcH interstate and^ with 
the exception of nl>out lb states, also inside of a state, preventing 
thereby* n »^ound di«rtfibut of nxk® 

# Of the pro|vosal« made during the Banking Enquiry, which haa twNMa 
particularly fertile in ’»uggeation« of this kind, the following dewiarr# 
mmt sympathy : 

(u> Wm should lie entitled to Uie the name of 'Bank* or 
‘/lowlrr'I A proper definition teem# very diflkailt and 
rather unneeeuxary in a eoantry where the majority of the 
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populatioD illiterate and mare familiar with Ite moMjf* 
feDiier than with tht? Unker. A <H^mpul#ory »a|iaratiott 
trade from bjiiikiiig iu order to give banking a privila^ad 
^sitioii limy ill future l»r» but ^wiu« rnit at preaent a iKillcy 
tt* U> rrcoiu mended, and tv* da^t inguitdi a l»auker by a 
i u'TMiv'e ■'% in at ait present a ikuiblful tiHVjisure, 

^h) Mifif ^>r SicH-l' «>bvu>i|ji «t !lmt 

Slight, ftueh prvftt riptioii iit difficult and inelliHftive in 
praciicc It would have to be a jmivinoial reguUti^'MA 
in districts the luinimum can l>e lower than 

an others, but even the provinee will nrove to be too larg# 
a legi-ilative unit A capital of one lakh may be u«ed ko 
e^tftbli^ih « sound little imnking institution^ while 0ve lakha 
i^i may ut?«rly m ism an aged What weeins really 

urirerit is to al>olish the abuae of a large auihoriaed and 
very small sul^rilied and a still smaller paid-up capital. 
If found and ^'eriaiuly «i>me( iriies meant b* misleatl the 
public U would be advisable to give authority to tha 
regiHtrar of eornpanu'ft inhibit thi* abuse 

(r) Awhtini/ of halanrr sAref#. —Inside of the provision* of com 
pany Law . making the audit <H>mpuUory ni India like in 
most but not all r<uintriea, there is a great variety of 
j>os«ihilitie« to ensure competent auditing, and the expert* 
ifiw' a«L u c in a Mpf « sal nuunoranduin l>nse«l month on 
1 \m»ri-an iuol rniiadian rxprrieinav This is <iiie 

of !b»* in.vttcrs in which the propov,^! Joint Hbak Bankers* 

»n:» d^> Indpfnl ire t^v the |»r(>feHsioJ», 

A’ohrifji: i- nturli more « ffn irnf if the selection of .iu<li 
! '• h,;o ke»| by the rotoiiMin Interest of ii iHUiununify 
h'vn n c ?«• ?mpro\«‘ tb»* pitdessiomil standard 

(./) ^ Th«' f iti.5r<‘ (b-Kern« fbiijk will f»e the 

r.;fh<o:!\ fo rnf* » **f:ind>iMl of m h i odd ieat lonn a« 

ft o di.fo- H; n-nnv f*'f*')^?n ronnfriev If rctpnte^, of 

1 'll n»n <>f' th*' pnbhr to rea<l Mirlj stute' 
fr* :fu' be'--! jtolee f*'- the He*U’ri’e Bafik 

■\ner'it.n<n oay b^ v-'iTfHr.jf noikiOi./ ‘J j\ frOJiuil feUgg^eUiifn, 

t'i :i < Oo-jn id >s<nIx i <<.'i(p;»i»y uhM'Ji i"- io*ed thri'e to 

a ti* r-’V o.ud'.'T \ -boil JO’ inox*'vi ud. uj-j 1 =; wtpmotlefi on 

the <^f vsfmt uoty be i ailed m nut Linnte<l Loin- 

fOino"' P t n*' r^b ; p \^:.tb O'bnoled fj;fbd5J» e-f ibe pjirtuej^' 1 li»" 

\h *(■ ^rf>. i , f u’f vi' f hr f f n>if o-,(f»er/ i* a )^uin ^lof'k e^uupaoy wlictr 

af . n*' pf'-r-'.or-^ , u Ijo ihnn'ivj' ■■' the r<,vn,p?iny t^-it f|o> ^ not 

le-^M pt I v hrJJr lo the rredit»'*r^' of the 

Tin- or thr*(r Are To ^cav the iiartners of the 

< o'nirr.i n 1 ! y cd -'forVAmbier’i fin-?' mn h rfl* the ♦sti^rkholdefii |9 

fhfreb're more noiepfoidei t than tliai of o mnioigr r eir fnanaging 

director; his ioreun#- roir-iisfi^ in a »h'are of the prohtw, The form had 

ahno'-'^f al>.,v fob^o :-»i m> < -erie-rtn- bot K-r'W>* iu ioe more 

I'-.r'Citmdl V with bank'*' h y{.atur«iJ!v |p^,. r-* .in fide nee of 

the dcpoMtor>., t Itn <'o,.'i|d uoawone tlia?. tbr«^ legal form ha.^ j^'*'une 

attfiiiet iioo With smaller join?. ■»trw"k f*nr<k!'< in thi*- eoonlry, Wcawsc it 

ri"nee, r*., fjie dep^'Kitfo-% .xri t.'p /<■?<'''■' di resdotm may, ic't has 
un/orf onateSy the rve'^*j^«r.oi?! v, mat’ta.ge the f,.ar»k umfo^y in 

therr < and teay ?jeaf ^o The !r,‘d»grno!.o« bi'inkerh to 

forns a toiot ♦'^unpany m ‘Ahieh tbev 'waII o-^^i^opc' an lUffependent 

fKisiiior* )ysiihrd by fhi^ir personal liaJidltiy Kvery rompany law 
ought to offer varjou'« m<>*bd# *yf Joint 8?o<''k tVirnpaniee for 
tton, and thi«^ may W oni? among cjNthcrs, 
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ANNEX UKE. 

KouMAyivirommAMrukrT^ kvf Aktikk. 

(Jfjtnt iftufk comimntr^ i« whif:h at iru4t one kolfier if liable, pt nonall^ 
and uitho%tt lirmi, for the iomjfany M debt.) 

HisrofiV : 

Thr form of the ' Komiiiaiidilgt«4tirnMrhiilt auf Aktien ' (abbri^viat- 
eel : * K a.A.’ ) is hiittt>ruaily due to the fact that, ctuiirary lo th« 
ordiimry Joint btoek ( ompany (Aktieiigca4di*K'haft) the foundation o( 
tt ■ K.a*A. ' did n<»t fortnerly de|>end «)ii the grant of a licence. After 
the licence jiy« tern had been al>oli**hed by law m tiie year ISTO, th# 
jniH,s»bil jticH of making uhe of thin H|»ecJal form of eomjniny becarue 
eveii more limited The legtHlatioii enacted during and after the war, 
howevf-r, offered new chances for itt^ application. Apart from certain 
tax privilegir*i, it proved easier to form banking hrmn jt< the 

ehape of a ' K.a.A ' than an ordinary Joint Slock coin[iarne«. indeed, 
(he fiJM nl author ituvh granted the right lo accept depo^»il^ more caxijy 
to a (ompany with pcriionally liiihlc |»artnerH whoiM? participation in 
the company could not l>e asisignc<l to other paitir^ witliout the lOn- 
xent of lhe#«^ nulhorilicfi, than to an iniperMinal Joint Stock Company 
thi shares of ufiich c^nihl not U' c'ont rolled with abM'iute «N.*cunty. 
BeftidcH, the K a A ' offered an additional advantage inasmuch as 
it pertiiitted to oppox*^ with ladt+ r chancev of >*ucceHa than with joint 
wtiH*k companies the danger of pa'^^'ing under the coniroi of foreign 
ca[>ital ( I f rerndung^gef ahr ) Finally the position «>f the per^utal 
ly liable partner is different fi«»m. and s:ifer than, that •>{ the 
rimnaging or executive coniruitte** (Vor.Htand> »*f a joint .stock ronipany 
Irnleed, the personally liable partner is n partm r who owes hia posi- 
tion to the articles of nss^Huat ion of the {ompany, while a memU*r of 
the managing eornmittee id a joint stock conijoiny is. erotnunnally 
'p;’ «Vii>,\ an einp!' \ee c>f tlmt company. 


f "krfrttrfrt^Mfics of ** K omuoind it*jr <ell nrhaf t auf 

One or more partners are liable, perj^onaHy and without limit, to 
the rredit4»rs of the csomi'anv <f*crM>fiilirh haftende Oesellsg'h after, 
Ge«cha(tsinhaWr or Ktunplfunentare) All others |»artiripate in the 
eoinpnnv as limiteil partnern w ith |»art ici j*ftt ions in the capital whicsb 
is divided into shares ( Kommandit isten. Aktionare Anteiliieigner .) 
The l>aw d<»e>i not provide as in the case of * Kommnnditgi^llitchftftefi*’ 
(limited or st>€»cml Partnemhips), that the “limited partners'’ (Komman- 
ditisten'l diall W liable to the eomi>anv’^ creditors. Tire “limited 
l>artner¥t“ of a ' K .a A ” are for all |>ra tiral purposes shareholdem of 
the esunpanv The “K n.A “ thus esmtains elements of the “Kommao- 
ditgeselUehaft” (oc . the oersonaHv liable well a« e}em€flts 

of the “.Akt ieiige««eilvchft ft^’ or Joint Stock Company (#.e,, its share' 
lloldersC 

^ The “K,a,AC’ ax xueh i« a legal person of iU osrn It thus car- 
ries of iiiMe^lf rights and obi igat toot, it may aoqttire iti its own name 
ownerabip in real estate and other incor|>oreal right*, it may Wiag 
actioti against other parties or He sued by them. 

Tile personally liable partners are answerable with their entire 
pri*v|>eriy to the cic'ditors of the company. The aieaets of the company 
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bowei'tr, iinsw#r«blip lo the private ereditr*!*^ of the |p#r«oivaUy‘ 
liable parUierm. The perionaUj liable partnert may pariicipaia 
the share capita! of the ccwtipaiiy. They ne^ not, however, do to* 
If they participate in the abare capital, thia fact muat be laid down 
in the artidei^ of aaiiocifttion. 

The K a.A . ' hae no uianairing coouiuttee (Vuratand) at the 

nuiimittHi by the pemmiUly liable partners* U a Board 
of Dircctorii or tb>v< ruing Council tVerwaltungurat > which ia the con- 
trt>liiM|i of the Ahareholdlere, and» l»emdeH, ^ tbnieral Meeting 

of Umrcholdir# in the latter, ii\t peraonally liable partners have no 
irotuiu rightj^ tn rei»pocl t>f the aliaree Uiey own. ltem>luliona of the 
Grnrr i‘ or nlmri holderji are only valid it the peraonally 

hiibic pMitiicr^ tu them (‘ontrary to is^lnil js the twiw* \Mth the 

natrui^MOK tojunnnii' <«f a ^t4M'^k company, the General Merfiivg 

lhn‘» » 4 ifsiin't the personally hablc partnrrM to adopt agaifn*< their 

a rcriatij course of action. 

Thr balani'i^ of a ' K a.A *' mnat l>e voted Iwith by the General 

anil th** pcriMOiaHy liabb' partner* AUeraliona of the Arti 
of A jat tut , ( iii» UnbniJC no rease^H to' n*«iu<tion* of lh<" abaiT 

Capital) rnu*t t»^ \u(«h( by the tJeneral Meeting anti have the 

toijH<cnt of the (M*r«onaHy liable partners. 

'rio greater iK'iMinal s«M'urity <»( the petJomaHy liable parlnera 
be<<jme> efltM'tivf when an outsider baa bought up an important por- 
lion of the hhiue riipilal. Wuh regard t*» such casr**, the following 
clause'^ CiUitrtiio-d in the byelaws of a Urge Berlin conipany sunilar 
rbtusev are provided in the byelaws of all K a A ' are paiticulaily 
interest ing ; 

'The <o)verning Gotincil (Hoard of Directors) may at any i>«i« 
gne notice to leave to a (leraonally Jiaide partner, providiNf that at 
least two thud* i>( the then existing rnein!>er» of the ({overning Coun 
cil take part in the vote arol that “tirh vote hflw* Insen arrived «i 
with a majority of three fourths of the nnmdiers |>resenf at the me«it 
mg Besides, nn ev cut tial notice to leave within six month*' lime or 
a huiger p»ru»d re»|uire*t the consent r»f the majority of the othei 
per'MmaHy lial'U jnrrlners, while for a notice to leave within leius ilian 
siv months tlic CfniM'-nl of all other jieriumally liable partriert is 
rctpiirrd. " 

Tive outHoh f shareholder mnut, therefore, if fie winhcs t<» attiiin tiU 
erol. fjr^t of nil him new nicrnl>ers elected to the Hoard of Dirin^torA 

Now. in order ts» elect new* metidver* of the Board of Dir»*cf<»r»^, a 
Geftcral Meeting of *hnrebolder« i% rieces^ary The members of tb# 
}b»ard o( Dir4*ctor« can only Ik'* <l*wniisMd Ufore evpiritfoui of ihejr 
turn, if the decision has Uc-n carried with a irmjorjty o^ three ijimr 
ter* of the vote* ra«t, 

Soffir rf'f-rnt *(nf9*t4r^il oo 

\ rough aurvey of German Banking may pfmibly t»esi given by 
an extract of « few f;gtire« from the rnoj^thly publirat lonst to whielK al! 
Cw**rmtin C’redtt Bankit submit ; the figure^ft are eonecled, grotipeii and 
piibhxbecl by the Beich*K«nk m th*^ Tentra! Bank of the rcointry 

The ftgnre* are compiled |iM*f ^tth of He|*UmWf luTg) to aa to 
aho^w capital and reserves and adhied to it the entire amount coijAtitu 
ting the working capita! of the respeHtve group* of bank*, be., rfejm 
ail* ai'td all olher creditor* a« well a* tfie acccptamc*, which are 



eufttofnary wiUi th« private banking inititutions. Tlie figarea are 
g»v#*n for groups of banking irnstituiiorm, all devoted to oam- 

iii«‘rrjal tm«»king, and they do therefore not include mortgage banks 
ijor io opi futni* crefJit mittttuttons. An exception haa to l>e markmi 
for tu »> large provincial banks which are at the same time credit and < 
inorti/age I anks^ a unique but old e«tabr>shcd exception to the rule. 

two Itfitikii, are ificluderj in the working capital of the private 
iFrovjucuil credit banks with an amount of outi^tanding mortgage 
jiofolM t4» the extent of croren. 

The figures for the pnrftf* t-rt-dit hanl* are given subdivided into 
the H larg4 banks <q>erating from Berlin, of which 4 are devoted to 
l»ran« b louiking wiob* the other two 4'<uieent rat^* the»r business in one 
office in the tapital of the country and into the |Ooviucial banks, much 
more tiuuieriniH l»tit aggregating in amount only one sixth of the g 
Berlin banks. Tfie private bankers, a doren large and imjiortant, the 
re*»t ^fuall (o smallest, nund>er aliout ti.OfX) ; they do not publish l»alanc«. 
•^heet^ and are not included in the figures The nuinlxr of bank 
braiu'hes is almut 4,500, 

The two other groups are puhiir one group Udng state bankfi 

the other apex bank.H of muninpal savings iiu^titulionH Ihqotsits 
With savings institulniuK proper, amounting to nlHuit rrores of 
ruf>e»*s ail mer tJermany t|re, of e«)urse, not meluded in this fttatemeut. 
Almost every (•ernuin ’^tate. whieh an poiitieal unit f^rrexpondf* mor«i 
or leHH to the Province^ of India, has a State bank with a capital of 
their own doing though not <|uite a genera! lull within certain limitfi 
an almost univerna! commercial banking business. 


f Thf /uv« en af "J 


t, Pf ivnie (^re/pt tmnkn — 

vu) f* 5 a«trj (the Urge*! wUh VK the \x sth 3 t'rnrm 

eapUAl an l reserve), 

rw’ii^al . . 3 f» rrares, 

Pe^iervfNi 

1)1 rforei. 

Accept ware# . . 

l>ep.>siti« notf (‘retlUor * T7)t 

.. 

\V*.-Tk;ng raf'Ual . s ;5 t 
51 /VjwFt* ■■■* ls?>'?%veea l| er«>res 

wuvi 3 Uklis eapUa! ao*t rr^^rves c«.>h.\ 

Cwpu^il *6 He serve H efore-) «m 3.4 crores. 

A^ceptaoces H rr’^rv''*, other Creupti^ru to 3 

cfore# . . , . . «*no 


Working capital , 111 rr^vrest. 

II* StvitH .* «l noth '* er.\re:S cwpUal wt\%t 3 rTct-r*-"* re- 

^ serves «.nd An entire Working rwpift4U of . . , iU ,* 

III* : 17 wHh 12 erore^ % crore.s 

rtumviH mod an working c«ptl«l of * . 135 ** 


Ifniief , l.tfA erom«. 
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KN( LOM Ui: IL 
iUNElNa. 

It i^vxiv>s44ry lo from drtinitioiVA hihI wr 

foie iK iiUin^eii t*> re|iUce the term lml\i»tn#il liaok’ by liiduvlrini 
CorjMH at u ji The Iio^rr^trui! Itank* dwrdwd in tiie majoniy of 
evulej ee loiih to the liaitkiiig Kmjuuy, u* no ini*tituttott 

115 ai>d iwvjuii*' of unlu^^trial t*nler|>rm’^ aud b:*iv|f^ 

U*r£a uj sueh a»ul iLwlf hoiUHtHj by 5*hart' ami 

capital, ll k<NpN ii oaiitxxHuig uJUiemv in the niaiiageiiieiU of in^ 
ciu^^trv ^uuvli H Smh utioti to the knoHb’Hjgc of the eX- 

pr'x - ivv{ ;■ jj » uUi\.U«‘ ai the snin$* tonr a rvgnter iMoUim 

bijvon ^u* i }iilu iiU vm the other hand, mcaiu doing bankitig 

uith imbi»-triaj Inm^. Thin jh doTtr by nil totiuneivinl bankii in 
al! part‘d ef the uorld It uM r4?rr<vt tri that Intlirt h«»* iio 
imiu'itKutl biuking "lliere m j>rot>abIy mi^ tniUirttruU <n»tcr|»rtl^a 
x^hith fiof diffNilv or ihrongh Managing Agents tin inrnitu'-^n 

w itli Pank ni ih* 4xnu»tr> keeiung haliUnosi w Uli the hank«f Of 

tJikiog hian*t and uMOg the i^erviccA tiie hank^ nil rotifnl What 
the lmnk>% m thiv and iw'venil other <H>untric*» do not cultivate the 
h>ng term finnn*. ing «»f iri«lu^«tri«*«., Wr |>n>|n>iiM* to rail it ‘Indnutriai 
Finame’ dint ingui«hed from Imiualrjttl Hanking' 

It ncceiwAry to clearly that 'atarUag of iuduatrieii* it 

nowhere oomitidered to he a bank^a affair. It ha» to be made clear 
that it ift not eufl^cieni in itaelf that an industrial firm should put up 
its block from its own capita! and that baring done so the firm ran 
api>ea] to hanks for loans and asstiiance. Not onlr biook but also 
normal working canital has to l>e furnished ^*it of the Arm's own 
initial rapila). and l»efore the firn* i^ fit for IiKiiisfrisI Banking or 
Industrial Finance, it niust have liren in of^ration for a suAldeiit 
period to prove that it is stron|t onougfa^ It eannot be suAdeoUjr 
emphasin^d that ihcHSc two conditions are easentia), and to attempt a 
different way of Anancing is not only unwarranted for the bank 
hut «l«4i jiii*4/huhI iuuI daugermi*^ f4»r the irolusiria} rntefprm' 

In the Ifidinn Hankiog Fiupitry tlw* flerrnao hnukiug system 
repeatedlr quoted as different from tbeae principles. This aasumiition 
i» misleading and ought to be eliminatsd, because it leads to the rS' 
eommendation of a pattern which does not exist. Only a few monibi 
ago a l*o<)>k waA puhtiwhed hy F. Barrett Whale, Irfiurer in cMunmeroe 
in the University of I^ndon— 'Joint Btock Banking in Qrrmany - A 
Ktudy of the t^>4'dit Bank*t li#-forr and aft4"r the VVar 

fMacHilUsi k f%>,. Lid . L«»ndnrp IfKIO) It is, in fart, thr only 
comprehensive an«l nrutr/il ?«ttidy on thr subvert giving tin* fact®* wilfi 
careful wnjrncnt and <Nm<i»«*ions 

In what re?4|H*rt d»»ea the Gcrtiian l*jinking system differ from the 
English ^ Owing U> the fart that English Banks cannot be fnetnbers of 
the Stork Exchange and to tbo prearnce in I/mdon of several large 
intrrtiatiooal isaoing the English banks tend to delegate some 

of the functions of Indmtrial Finance to issuing houses and wi^ick 
brokera- the German bafik^ f>erfortn these duties ihefti selves lliey do 
a large conunissioti Imatnesa for their clients in the stodc fitarksi and 
they cult I vale Ananctal Iranaarlioris which arise from lime to time 
in the lift ol industrial and similar Joint stock companifs* If mirh 
tvwiipanies wish to procure new captlaE wheitier it be from its 
existing dbarebolders or by a «alc of new itiarf*# or di*l»eniure« to 
Otttaide parties in the getceral capital market, then tinder the German 
gyslm tike ensnpaiky d<^ not go. as tinder the English sytlein, to an 
ImifNI hfmm or In a stork broker inatead of arrangittg the trafiimcf fon 
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wiUi th*‘ bank with which iht company is in permanent l^iauking 
rriatioi** The (»f?rinan banking »y«tera in mmprehen^ive, while the 
Kaglifth system it »|>eeial)JWHb Ine Hauki iri 1, JS. A. have cuttivated 
for !*#*v«TrHl yearn the bus^ioean of Iiuiii^trial Finance lu aj>et'ial 
Kevurity Companie#, which l»elong etitirely to the baiikti^, of which 
they are f^rac-tically only a ilepartment. I iit^r the Fierinan hanking 
»y»tei!i **uch finatuia) iruiiHaiiiotih which mviir from time to liter are 
however limited hy the wame roi)dilion}i which govern the Fngii&h 
iiiauing houae* or atcx’khrokera They require a re»pon«ive capital^ 
market and if the piihhc are unwilling to put up the new capital 
reciuired hy the itidu«^tnal cxmipany and which offered to the 
market in a »ui table idiaf>e, then the banka under the German ^yj^tcin 
will not take the place of the public. They will not themi^elves 
furninh to the induatrial company what the inv#*^iing public not 
prepared to take. The hnanciat traimadiona mentioned requiiv o 
certain amount of capital inveatinent which however must niuaiii 
l>elow and lie in conservative relation to the share capital and reserved 
of the banks. The amount^ invested in »uch induHtrial finance, while 
remaining more or lean stable in the aggregate. cJiange in their rc>ra- 
fHHition aa cjuickly an market mnditions will allow. If the public i» 
not r«mfM>nsive to the offer of the mmriiiew reaulling from aiich in- 
duatrial financing, then the amount normally invested by the liankt 
in this branch of their activity, cannot lie rallied, but the participa- 
tion of the banks in financial trauKLactions of that kind must ccaae 
until tlie public is again iirepared to buy iw'curities 

The ordinary lianking busineaa is also under the German ^^ystem 
»deci«hxily the ino^t iiiiportnnt tle|mrtinent, l>e<'ause in that banking 
flepartmeiit the dcjtottitH from the |mblic are employed while in the 
department for iiuiuatrial and !<imiinr finance only a iinnUsJ Khare 
of the cajiital of Uie hank can operate What tlc^s'riUHl alxive as 
the buttiufiaii of the Indian Joint Sto«'k Banks and partly the Kxt hango 
Hanks with industrial firms is done similarly by banks under the 
(ierman system 

While It has Ijcen neisrsaary to destroy »oine illusions alKiut the 
Germnn banking «>»tem with regard to its artivity in industrial 
inatter.s, th«’ German system offers indt'«‘d a greal many advantage'^ for 
the Industruil develojimenl of a t?<>untrv and lK*nefita the banka as 
well This however is only on the contiition that the busmen of 
finaud" 1% handled with the utiiu»st caution and rar« Hanks fiigaging 

in industrial finance nbould not and indeeti do not f»ew induilries^ 

nor ^houbl they manage industrial enter pr !»»:*« by Uninsidves German 
bank^ do not employ a staff of industrial estperU nor do (hey delegate 
meinlMO-s of their own staff to undertake the management of industrial 
isuupanies What they do is to cultivate not only regular <^»nuiierciai 
Vuinking Inisincjm. but alsti financial transaction*, if an opportunity 
iMvurs They incidentally get to know their industrial cu^tomer'V 
Iwtler They develop a styrnpathetic attitude for the needs of industry. 
They watch cluaely for every poasihility of doing busiiiess which wiH 
Iwv off^fitahle to Imth tiarties. The Iwinks may then delegate a tneaihar 
t>f tneir mafiagement to act on the Board of r>ir«*i'tors in order to 
maintain a chxie ronneeiion with the company. Tht' Engliih Bsnka 
tilso ih> this. The system of inleroourae between bank and 

industry creates an atnioaphare of tnutual confidence The rniult i« 
Vneficial to both |arti«^ The tanka mu^ not however allow them* 
isf'lvrM to t>e drawn into liabiittiee and investments whidb are noi 
lonvpatiyt^ with sound banking ^ The srnipathetie altittida of batilea 
towards indwidry is the r*«l element of this hanking {mltey. It 
4<^rve^ ih# apprediation whidb tl haa found in the Bankti^ Enquiry. 
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It mmt b«‘ that, to IiuIja, no b^nkinK tmlUvmti^i 

lnctu»trial r«l«tJori» «>u the itnc o| iht^ »<o-caII<hI t««frtn«n myticiiti nor 
an imtitutioii, likr i^uiujr whidi fc^oulit lili 

tlsia varamy, e\it4 :ii iho tx^untry. Tb<»r<s i* liu' siUH'klirnkvr with hia 
cuAtooK'n ill and oulAidf of th« titivk Exchanitr. Th«?ru i» 
the indifft‘n«>uji banker with hia cliciiU. There are oixioaional fmwno* 
ter»* but to a larjre extent the vavainy »a hiled by the Monniting 
AgrnU^ 

The Manairing Agent in a very interemCtng matitution, not fiunt) mr 
to Eurot>ean or American imnkera, and it de<Mprve» a thorough itudy 
of the advantages and di*uidv«ntagr^ |»ertaiiitng to it Tnder the 
•vitofu large and t>ro#tH"rou!V Industrie#* have lieen atarteil in thii 
country, A table available gives a tdiort and not f}utle iHunplete lt«t 
of a few hundred i*t4X!lc oQin|mnie«, the ahmrea of which are quoted on 
the ('abut la SUnk Exchange, It liiiim males the activity of oome of 
the tin»iit im|>ortanl firm* of Managing Agents operating in the 
Calcutta Field. It ohould not l>e with the intention of eltitunaiing 
or even largely replacing the Managing Amenta that the big Ivanka 
fihould in future take a greater interejit in uiduatry on the hue# 
deocribed above. The Managing Agent nyiiiem in open to criticiim. 
There ought to he *tiH another hnannal agency to meet the require 
ments of mduntna] firtna^ which would make induHlry leaa dependent 
on that institution A ccunpany with a proper hoard enjoying friend- 
ly sympathy and i>ankirig advice, ought to lie in a ttoaiiion to manage 
it* own affaira A f>erio<l of prosperity for some Indian Induetriai 
in the iHefim periml after the War hiu l*eer\ followed by Interrmtional 
depreoaion in the Colton Trade and more recently by the interniiticmal 
economic criniif. It i* not unlikely that as in all other industrial 
exointries, changes will take place - merger*, recxuiatrurtion* of un 
succewful firms, and so on Sooner or later, •urh tranaariiotifi will 
require outaide financing and fhi* will be the miportunity of riarting 
closer relntiorin l>etwcen hank and industry. Which kirui of hat}ki}«g 
agency wjII I*c fmwt capable to lead this development? 

The Exchange Banka are generally indifferent or adverne t*» ftnan- 
rial tramiactiona with industry beyond the frame of wmmereial hank^ 
ing. They argue that they ipecualiae in complicated financ« of foreign 
trade to which a <v^riiun amount of fxunmercial Imnking i* attached 
They t>elieve that it is not their lirurirM^w* to lie repreoimted on the 
board of indiistria! <*<^#mpanies or t## lend their name, organioation and 
eventually part of their resource* U* financial tranaactiorya baaed on the 
*ale of w^'curitiew to the pul>lir There is much in the argument, 

Among the Joint Hto<k BankB there are very few large enough to 
W capable of this cla«a of truaines* A* i* evident, it ref|u»rea much 
exj>er!efHy> and an e^*tabli*hed |>oH<^ of wmnff bfinking. It ceqniff^ 
considerahU rattita! and a firm remittance to the apeculative tempia* 
tion which eai>iilv arise* in a line of husinevt, where aecuriiift are 
rreate^l and w>!d Tlie bulk of Joint Bank* are unfit ftn thin 

a# fit in f' vcn the lArgcf onc^ 'Uight <mly to -iilfivale if sloaly, with 
great raution. and preferably under eomiyetent guidance a* partici 
pant* in strong fyndiegtea. 

There remain* the Imperial Bank, Thin otrong and welJuuanagcd 
ttiolibulion might hy and hr develop the hustneas of induotrial finance 
em onnoervattve Hue*. It ia ont of place to giv« thii ataggeafioti iiia 
character of detailed advice m tt in a matter for tlie shareholdeni, the 
maiiagement and the hoard of direfdor* to deride upon ihtif own 
huainewi, Biit the opinion i* eirnreeaed here, that wlim* floiigrva 
Batik ermm into being the Imperial Bank would lie cnpohle of develop* 
Jjig Ihii and iJhai benefit wimld result iml only to Industry 



noU the g«*»eral t<xiiioniic clevfioj>nH»r»t of th« country bttt it might 

ijflio W <fH|Uttlly profiiAtlc tor th*' Jtwif It in doiiblftil whether 
W*<> Hatik xiuder iht r* Mnt tiosi# aud prw ilefoi in 

g t4» rr»u?r lliH tWIii fnirrr^^tuUy . Aw it rc^iuriww a «y:ai«ii|aiic 

pr«;parat}ori, it do^i« not tuw? r4rj> f< r ih* Bituk to »ltl4y ^lli6 

g;oMid and lay the fouudatoMi It uiay, It r Hi^lauct, U* uat'^Cul to 
edahli^h Hfi !> h departiu^ ot in^:dc the IinfH iial Bank. 

It '*ouhi have to he on a w*emf*v. hat fhan the uwn nl JJtain* 

Inal or I nteJh^'rjMe I i^-pa? 1 iumJ and uedti u-e the ui--i»jht the 

hraiohm of llie hank alre.idy or khu ^ 4 w^^^ r -tf 

A% the extent t*) wlueh haiikw tan tulti^atr finaiuial tran^ncHon# 
irHiuKtriul <»r Mitiilai Joint t ’«»n»panie«i clepen d» t#u tfw 

ti»i|»nrity of th'* taoita! market, >^'>ine f/hH«-r\ at o*f' on the vtlm^e rf rt 
in India may IoHoia. 

The liankuiK Kiiquiry ba« heard nmrh toinidaiut about the miiuffi 
cicfiey of the capital rnarkei in India It !*> uiv ful to Ir) this 
mciit by Auditing atati*ttuai figuic^ After alb Uu* b<H>m periml follow 
ing live War ulloued the flotalnui of noiny toin|*ann> and 

>^|WuIifction which would du honour to any ^otN ulatue pet for man'T of 
a Wrnlern or Ameruan >'t«Hk l*\rhaiige The evienl of a posnuhle 
inveatinent rnarket in»*^ he dhottiaie<i V»> th* f -I'ov j figuM w 

ilfkial Atat}»tic« on the Joint .stmk <x*tnpaiucs i (h>vernnicnt publm 
ration No MW> gne the luiniWr of Joint t'eanpanie^ with 

rupee rapiial for aa .'i.HJl with a peid up capital of l^T♦5 crorru. 

Thtri £igttre, nlUiough orunpAjarw with u cn)otal in innind^ .xteriing are 
excdudedl not n?i) resenting Indian rapita! pr'per. nxpurrs mum 
modiftrAiion in order to arrive at th<ew* 4jare% likely to l>r in 
il»« luifids of the imldic. A cotiipiUiion ha^ tlnreft*re Ikmmi itmdr 
frcmi the ('Airutla hh^'-k ICxchafige mtotarion list which inciude# mo«t 
of the «h»re« quoted in Ihmihay The part Mihir »>f tho<^‘ «harea in 
alntut crores in i^miition and almut crorex in Preference Shaim 
< 'onuulering that a fair ajn<»unt *»f thew-e nharm is in the haiidu* of 
Managing Agents and that on the otlier hand liie mapinty of the 
fd>Are» are quoted at a prrniiuru. one may eMiiimte the value of sharets 
in the hand* of Ihr public at alH>ut li?f» crores This doe^^ not auHNtde 
fi^re» to Uw* value of TiV r rotes which held in sixhiaI hands nod 
which are also eventuallv avAilahle for invest tuent Delwruturct a^iii 
fixed det>o*its with slock ixuiipaiues may vui the strength of a ihure 
capita] of the Cotliui Mills in the rountr> of lO t ror# s and 10 ertrre* 
of dclien tu res listed in CuKutta. I>e estiiUAted at alxtut 30 crorrs. *nic 
Ooverttment loans in India, exclusive of trcaaory htlls which are iwora 
an elnnrnt of the money than the invcirtment market, should Hguns 
in this statement with afeiut 350 crores out of al>out d<M) rroira oat- 
slatiding, the dilferenee l*eing Oovi^rnment securities held by banka 
and inawraiiee cemipanies Municipal and Port Trust loans in ntpe«a 
are alaHtt TO crores. To these investment aw'urities should be adkied 
the dapoitta of the public with liank and the f>ost offkw finctudmg 
-r eariiftcataa) in an aggtegate amount of aliiout 3on crores which ara at 
least partiv av lilahle lor canital investment The dcfKiaila frith ttn- 
0i>tral4v« iaaAilutioaa ara left out of accoual as not beiiiir awaliabte 
Iha laaaitmiipt^aaailcat If on tJba atrsmgth of theaa flgiifat tha 
ia ladia itaalf i# futimatid at aomewdi«?«s naar TOO 
Cforaa,. one is not |«istifted tn aneakifip about the Indian Invastmeisk- 
iMrfcel in a derowalor? way The estimate esceludea not cmly tha balk 
of fotwiirii capital worltifur in the country, hot alao the hoarded pro*^ 
ptrlg in ttoiiaiary form and Ih# afnounla nstd in money Iwding^ 
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TInj figurr# nUo dMili t» ' 

tiooi-ilSeriiig mU eirC4,^Ati!^^ ’* 

Alli0i^U*<!sr tM r]!4}>jt^»i a^^rket m U> Im lftig<^ <*iunigh M 

iftgiumiit^ <l«*a:vAfisd«i anti U> gut' tt» a t^rtain atUVity 

Imaiikft Iti tik* li»4tU uf Uiiiui^triA] hwanruig ktu i^nuktr 

#1-4011 KI U" aUU* In draw mpon two , th^' hoariit^'d 

tt]iiwfli>t4|X3r'' proj** rs> ivnti foringn tapilal Thi’ i-fn»bit^m oi 

lioaviliiig *h^ ^ to ha't^ Ih-ntu uj t < igittr*<! vriy ♦tnro^^.*duHy 

m th^ tl&iikivif rntiuiry a..d U gt>!K^ jnto (urth* f in tin* 

C't>iMlil^ of* V't’-rb-itl tiiM *»«w4.ioii \*t hioirding^. tlu'' jm ri^onal otojun^’iil^ 
idiouiA il*^ inor^' M- irs^ nr gt«-< UhI , kind uf bojiithng iw dcvjdy 

^ In tin I i*.l vd lh< gitat id tin'' ui lhi» <*ounn'V, 

tbtt iirHiiitnc* « harai'trr of r tf its ingt ja ?»n<'h llmi only 
auunUiiKt Iwt* i\iif,ti(d into a^aihiblr Uioin'^tary tapitaf, 
C-litK iSiif Jnoirdii K fd toMoov iif jr<»Kl mui wibvtr 4 nlijt»n <tf baid 
IKiid nt ^ of higli t ahii\ wlinh U‘ Im* vh«*n!thrd frt»m tl*# 

middli i b»*«*tv* UI f ‘ i) !o. ju $ ts utd riiuniilittw * nr* H#> 
U'' «\<nturtlU l*f‘ing niFuli* ?i\rtj]abl<* for th* r?ij>U’il maikct 
jiot4ig% caj’j'nl for I mini. Ita'* not Im‘« u t'ln oarn*j:« il ii\ thi’^ in^ral 

*da1o*C»I affau*t tin* ooiUitiV Ihjk to U »vtnro that n inoi^ r»|.n! ot’o 
ci<*\ part iCiilnrfv <>*n* »*o lari^elv aKrn'nhtrrftl m 

« harfi^t^er Oi«*aror!\ nit}<*uf ntlrmtion of for<’i^*n i 

If fo't'fgn iHpilnl to l>r d>*t}>rn*i*<} with a »»lo%«»rr itpc^ril rd ro^nuimu' 

lirtijfr**-*?! ha« to \»^ lu fsr»iixH*'**|ur‘ni'»* 

Tlie 4||':naiul whuh minomu rr*t|Uir<HiH*n(>i t>f thr rountr\ arf* lik«*ly 
to firfV-nt to tlm i n% r-iituirnt nmiktt may l#rt roughly t l4t»?o{jrd #<» 
follow^ ’ ~ 

1. ( Jo\ rriirn«*nt unhitluig r#*i|uiri*roriit» of thr raihvayts and th<* 
pro\unr*!<. Muiutipal and Port Ih ual hirina and thuMO 
rxi^rndi J uri a of thr (rntrai ( no i f itOJi nt vnhsch In 
U thr diri^tjon of dtvrlopotig rri»>.m r(*r»M of thr t*»iujlry, 
uhuriil ami uiduHtijAi Prarijrailv nH \rw 

In thr 4 ,t vminn nt m Imini nrr nornoilJy for pro 
du tiv^ japit/i; <X|MfHiiSuf» whnh if tml h\ the <*overn 
iiauit wvuihl hi r t4> «u|»plird hy thr i f*pjtAl inarktt to 
py n I tiU r prow'H 

^ Bank** ukI imhiHtr\ in f^^roi of *f drl#enlurr A iMdtnr 

i iStnatiojj <»f n, inarkr? for drlMoiturr^i m xtr<.»ng‘v t-o im 
r# iOMHi * ndrd I iw riturrn vhotild »MM>nrr or r rrpltwr 

fhr pu4*lu H tVx^d fhpf>»>jf?i( in Iinfioifri whuli arr iwnroely 
do^^srat h I o rjturrfi a»*r )n a*l ronr»trir>% a imast 

'ririfimifr nn<j n«rf il n'^troriirnt ^or imluttruil fhfUi*^ir»g 
nufi th» < fit if a! nffttioh of thr puldu and Tlo hank*, ui 
India ralU for earlv rr^imon 

X lkx»nrr or later, tltr market nlnniid )»c opri rd U» niorlg/tgr i^nnk 
dei»erituren Tin* djffj,^ uH srii of organj^ing **ttfr and ifTnimt 
inortiragfv haf^kji wdl ha%r fo \m dealt wjlh under Biiral 
Tredit Thrv neern tr^eat tljat it o* not vrrv likely that 
larife iisiueii of »fjrh Ikuidin will l>e offered to thi pyi>})a 

hut St r’i.iienf t*il f/ r the future wrlfar#* <,f (hr ^ounlry 

ih\t the rapitil market^ dofneatir and eienfualif f* rrign, 
hre'rfime «mi«totried to fh"^ eta^’i of o,*- / r‘f 

Tha litwrilc* if iimy ran *«*e the,r way to »iypmtnt themaeKe* mfir# 
aiilll fffUilk'iaJ trmnmrtiim% for indiMtria? and ^imilnr oompmnie^ » iff 
|imi «tiidy and ridtirate the inrratment market more or Um on tl^ 
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nfiith have a» the Clemaa^ Ranking System Edti^ 

hii^tfee puhiic wilii to ^nvestmei»t« require* 

niheh nmr ahd patieM effort and hm it« liibita* The hauka— thi# eau- 
jiot f«‘ ftuffu if'otly ♦‘Uipha^urd— vao neither diruct nor totem and they 
riinnot Ijy tbrtr <»%Mi reiM^urcfx, replace the capitai market. 
}( ih# limntT} can or will not make hoardingn or foreiiprt marketi^ 
awulnhh inr iho^e nj\ ei^trnent^ whf'li tiupp!> tlie capital need* of 
Kidu^tf) arid agricsihure, neither the hanking i\«tem nor the indivi- 
iJ>»al tuinkn can Im 5 hlamed fni h!<?w progri^^n 

Im>i -^rmt rv’rpfMi iTiow 
i I nn ii*(r ml iin n i ) 

What i?> in the nnnd of r^o main contr ihulors io the Hanking Eu* 
qnir>, that an Industrial lta:;k ^»r even Industriai Hanks shohid,5si|irt 
Tiitl nouf»'*h };•'« inda^tnc^ lug and urlrai^ 'ind r<‘itagl, doe*^ 

not (Xi-it ru>wi»ere What chw^s < visl whs h ih at h’a^t s»mil»r to the 
uleal j)ut hefnr< tlo P*Anking loiqiiirv ? 

Onlj In t/ue country is then an indiiistnal Inuik whnh to iotue 
extent s*Hnns l<» to tin mod*! tin Indi^tiia! Hank of Japan, Ltd. A 
sh<»rt pap* r sahnutt* d on vonn* piiriCipil f»aturt* of that inftt Jkut lOii 
liA Kath»*riMi ft*un an unp“rtai»t lapan*’'* K«nt' in o n Indix W'iliti how 
<ur hall no posHihihlv to ujt*.>rni hoiiM f prolou idj> t n the Utihprt 
'1 h* J apaio'i**' < xp* Minent r fnar^ th* m »*!< ] In* o p d not lr> 

to to .,U:o tj'.all indi^Ui* \* *odi g t*:» ih.* n<f» luiint h ktiOwh*dL'*» 

hinall noltostrv jh hnrrntd \y * *» uj » r it or giin t Vit n u ‘v which Koim 
tinier fiMi'e h>ng t* rni loan^ ff^'n ih« Lot ‘Min* irv dcpo«Us„ 
wfinli im Jins fr<tm tlu fh»\»rntn* t I ipaiH * uoiloul rd *xperierrcy 

ought to h* studiefl mnr* <hiMl\ ho Indii < ii^ht t » Iw \ * r\ rehictent 
t*r a<iop^ thi Jnp ijirw rd aM r< iiul P* a.d u< »r<Uiomie life 

whnh has sttlj to pr(»\r jfw *<5 \\>nt ha ^ ha)»j m * d jn Japan 

fitoing tin la.Ht f*’v\ lear-'^ ^ A t*-ie.porai\ igj <.l pa'.meijt hv 

priV'toalli ail t*inki ronl tfn for* jhh pfj ii t ^ w; oh the 

whole » coinunn fif< of the country lots hje» n s il .it vanouft June 

turen j .1 g»-a\* darigt'C Mgnai 

Ti » n lot''* jiUt n *Men a ^'t?* i jj St u art] m ocMpi! udnitr in 
nohi'^lti in thrrnani While pun* t * i t * i t r it«'d tn R»llwa%’% 

aruf puh'ln utilitn'S it ha^* *^p*<MitU »• roe the W‘u <\!tnd*wl tO some 
indus^Ties *1 he% are either of a mojo^pot ist n flararter or lire a 

I* oi o *‘f Stat* as*l t*> rnterjin '^es whnh flue P th* after effect# of 

the W were thrratenetl hy ruiix and wer. ron’^nh red a« esrsscntifti ti> 
g* u ♦ d v**faic of the iountr> of thix stats actiMtx Mt doof? l» 

tie rni rd J*»nd St<»<k Coinpmies. w ho^c rapi* i] Iwdongs to IJie Oov^ 
ernin* nt and which arc managed on » yoireli hnsine^s Hams with m 
Unird eonsi'«<ing of Ooiernrnent Re present it u r-s a? d lompttent private 
Kh^mo^s men and with a management on the name lines as in 
o f <om panics 

\Hhough other \Ve^t<Tn mutitries are less inclined to static 
m co!T mer oal or industrial entrepreneur still the state m *0^/ 
eonntne^i has more recent iy engJtged in hmune«is and venture*, 
the operation of though rarely outside of puhhc 

(wm rirttet, electricity, street * 

Tho^e ri>mtvinie!i are entirely on pri\ate lines whhh wndof vartcKit 
titles ^rt a* Holding Companies for «ha’^r« and Iwsnds of mmtly jndu«- 
trial tharaefer One h»a to distinguish t>etween Investment Tnift^ 
nnd Specialised Holding Companies for which the title 
TniJ^t* may He offered The Managing Truet i« a holding company tek 



imift s})«:x:tEr wiilt ifcilii Um 

mid ^i#i 4 iuo<f iti U»« Wiiimgensriil^ unU |q iiif* 

ply \h^ caj)»ul U 4 «U of Eauiwial lont^ «uiU|))# «o ikt 

puiih«. Tbe%<* Mnii^uiic Tru»i.ii ai*' prcl«’rtnjl»)tri\ U> 

utthty nnd t\ni jsi 4 »il anihturH <or 

the Ll^"'i ru aiid ShuH' 1 ih I N \ i^rul' Nolum fat*. 

uit h>ii fi'T iudu^ina! I'umnn' ( iniipaji) fot KJiH'tH’' 

ca! Ltit^rjriMM u, Bruwi *4 trus^i^ thouijh luvaict^ 

li i jior aduiun#t<*t*^d <'^r lurfurtii-t^d they 

ari <h'' ? ihi iliMrjf: jiKiuntrial Ukt' otlu^i uHiuHtniil 

f -v U fu th<* Trn%t cotHtvntt iM( **?!«* nuht^ktii,, 

th*’ sifiu Tr^j’^t *1 j»r)ntiijMr h t\* Th<i 

rmMtb MaK4\Kin>,t \grnt». of tliu ooiu»lr> in «tnkujK', Uat 

m 4 |>b tf Ihf i TrnHf, i»s u«* riA/K'Mrji* f«rnitni\ trlu^^ ot> 

th# I > int} t>! tlii'ap in th«' < apUAl {jmrk» f tru^tt* bor 

jrO'''M:K a ihr piildm »o lofsn <»f sf'** 

ifltd prr *ur^ thatj thr" vi<it| <>f flu ita < ui it u ^ ar* 

cjuiMfi o I h« ’<i l^'i. th#‘ tfUH? It t» r*% uit'-tif f! int fht* fi'^tr- «>/ njl’CMf^'^t 

in I d nM ji'ul f» ! tinsr tt i-, |uit likjiv In i uoual* to 

warK * f^nniitJoTi r»f in\»^tuu‘ni trn Tlrs •'■t ftti Jur » f may 

' i ' 4 *r th* fsniiniit toil tu Jhj‘? r<*^j>r‘rt t»' tln^ Hulk 

h\j^ '' ' ?*"» 1 *u ^ nil* li \<i tn*nu\ \''\i^i\uiu^ ttu - >-i nj * k o v.w 

utiu I Hr< < ^ >i nn»ft* «-p«n a '^if r* » uaUiM llan hn* n »t I ♦ i jk 

JS'ff t ij > M «* JMrti t*t nv»!*i» ju t|j, M(?<t t +.bn?** 

h» n«i* * *■ M H n » h? ^ » fU i r < i h • I j » v-i itu { f "T r n b i \ ; u u « u b. »< ir.* m ^ 

b‘» ' ! '>d t<‘ ^ infriT''M; th.iJHt n \At!*nifc firltl- \i 

nMuniii 0 * < rqotftl iiiarkr't in tiu' orii^tii flnniffh «><ar<tK a 

ftl^* ‘Otit, ’It f b Tbu Iit\ tn« Jit Ttust** nrr* <n \ wo 

{ 1 ?» n «| ft; I fuil t>r bfU'.k^'fH j4« fh< v an oufU^f fot Mnr 

itie^ If d u\ f*na? f rnii*‘n^ t50!i*4 for or t?) ot!u t fii M* 

fr* f' M o t h ^ i\\ t v^iC^ral Ifuyr Manfifft' if *! ru^ln, but ? tUH»<*rf 

ai t I j w tool' 'I rto f 

I * <1^ r irv ti* d‘ ?n iri Hf* tlu i r nn I tofu* t ntl ( ^opora 

Inns 1 t ' I « ' l> j < { 'I* r*f »f f*'i* pn u v«|i j{ w< mu j m r h*'* u •. t<» 

rftnti fet r * V. i»" )'i f ^ i t ' If *» 

I fid ' ( I t » r tt '■ ?i \A I b u ibf fjfl fb f f u < ^ 

H' rn ' k > ir»«i o ^ t’n ■•» uip,' j ^ v. ? J»| uf , i oMtao * i ot f.- r 

tirru at p» \ ’ !r» pr \l* ,r\r Utt b»\‘ lo Im };?',«( t-vi prjftModU bN 

iht i M f rt ' Jo i { Jso? « nf-'T tioritpfifJM In hi of l^uJu*>fr^ If 

wrfulfi uf ^afr a h nj!)u*il jf mofu^v of thr- (.oviMUiouj! vouhi hi' 

fi ’• t * If ^Jr'Uh if ( oni|H t<» aifh uvriutifr'v Tor 

ynatiMu n m> i or (otfou unH, tn* fartorv or n/mf) fuill h* 

Ui Vkhnh fvrHato r*Sitrr|>n'«Ku i» alrr-ftih mu$ii rfetnf^ thu 

Indlo^tria! h*«rf>or 4 tioth» fitmurjal nrjr»^ If mould r»of mru 1 ^ 

Wn*^fli -i'l from tfir pf .n< f>f \ u of thu rouon»iruf\ at liujff «Im* 

HiT'^rrjMd foijipi*f If ion ihoujfh rtrf f*hv% rn^of sn flut' 

nevr mould rffjit^ ur rrnfdo%'mM»f af ofhr*r f»!ar/*t 

% Htnnh j* rnn^t h< a*onli'»H[ h’l flu f ‘orpoi af o»ii, 1 pn 

roinp^t^'^n? mnrtajy^'inrut i« sr "ojjnahlr for nr, utifc'^^frfuaf jr rolhoiiiou of 

Thr fatlufr of tb^ mholr moijkl Ik«' una^ojd-fthh^ 

SwL takjusr thri^r* p’^c^rnuf joria. a f^rihl rr-mAifoti ffir an hm'Io*! 

trial mri'iorat !o(p tha raphal of mhirh h inifswkr oor«mn»-otlv 
tflpplird fho ^’Jo^rrnmrnt If u thf* fioki of fuojon'r r,f 

nofi ^ rhar»otrr ofm.r>ifisf nf^ of OMn^rnl r»*«*rfoi ror# a#of 

larsf^ tuh ho uljliforn prtrKtnallv r'l#rirfr‘a^ \i0^t^r In 

Iciiid rrd^rprijw* the cafutal re<iuiml it to larite and th<* iidornudiat^ 
«tagc\ brfi^ri* proiit ran be made m uxtend^d that aj*roa} n 
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mny im r#‘quir#^d or iu*efuL Them the pentoofiJ initiattv# Umi 

lisl $pirti, the imiD«4tatt resiMJosiibihty of the in^vidoftf 

man li* hiMs jfn|>ortAiit. thim ftcieotiho marntgeineiit. Tbo 

lit lnr«t% atsd lf.#s im» ftf>ecia! i» Wtsefited, 

Tiie fiiuuK nig of an Indu«trial Corporatiou of this kmd would 
Indixi hir.c to lie done aa auggealed in the Banking Enquiry through 
^ idiAM' (apiLal and deWnture Thr proportion 2:1 for ix>ud 

iMiif* tapiial ought not to U* exci*^ded. iMnancial Goveriimeitt 
awHUtnct* ought to take the shape of the (Joverninent acquiring the 
ahare capital hut the Ooveruuniut ought not t4) guarantee? <lclM^xitur<»» 
If (hnrrnuient supplic* credit, it rkhould Ik.* itiself iii a position to bor- 
rnw at Un* rheapemt rate and lead it cheaply H this rule in ttat41 
hnaace u nor alwa>ft aiihered to, one ccrUiialy ought not t*i retofn* 
mend it as a new vditure A eoaipan> u ith the «!ih»’irc capiUil iij iIms 
haioG of 4 io\ ♦*rrifnent j^Juiuld give sufTicient *w;cunty to a delMjnture 
of in he tin* capital at leant if the undertakings of the company 
are Mound In this way the? company acts to a large extent under its 
Ci« n respoiisihihtv , which will help cfTirient nianngi ment The (5ov* 
ermuent riny weir(UTie the (qiporiunit y <»f having f iov n niiient ondertak* 
log cut runted to the forin and mariagemerit of a joint st4K'k csunpatiy 
Schich Will do a part of the financing without < »overnmenl liahihtY 
An Indtislnal ( 'orporatioii must have romt>etent and Hideyyrndent 
nianagemeni The Inuird would have l4> consist of first clasv imwiT.ess 
men and »wune (♦'vccrniuent oflieinls , no private huninew interest no 
kKah no I oiiUral lufluenee must interfere t^nl,\ an AH India Cor- 
|iorfition inu'^t l#e connidcred OlherwiiM* lo4*al end private 
Hill endeavour to g**t hold cd the wchmu- and if they suecc^ed other 
UhuiI and onvate interest h will at onre joish forward Th.* [ndu«4rial 
Corporation will run the danger of VH*eoming a pandemonium •£ 
liurd-san ^it ♦niggle and i ncomf>c tence 

r‘ra(tic*ii I'Xperieme proves that a coinpanv vv ilh ii certain purpose 
ought not t4> l*e formed without an uiimediate < *>nHtru.*t iv e «*iijrct As 
♦ he saying goes, one ought not to huv the frame before the picture'. 
When some industriai plan fitting in the franu*, as designed here, 
cfffern itiwdf. then the time has come t< start an Industrial < orpora 
t ion 

The soffa^c t uat rtrs strongly deJUTve cult i\ at ion , hul what can he 
dof<r by IvankH sw in all countrieic cv»niparaliv ely httle, and for induii' 
trial banking and finance the s^niall uidiiHtries tan mver l>e a feld of 
nviuUv Banking business lannot go beyond a certain minitliuoi 
j>src The urlMin' ci> o|>eratn e organisation wiU have to dcvelcqje^l 
iiad ma> tleruc brneht from the ex|>eriem‘e td the resfiectsve Gernyui 
cO ip>cnitive movement ‘ S ch u Uxt-v Debt x»ch ’ While the corresfHmdmff 
CO o|>erative vix u t les m India are 5,7.^»T with 073i,CMX> tin mWrs. with 
rti rr'^m of capital and crorejs i>f deposila, the (terman organiiMi- 
tion comprises in 1.^75 s^snetifvs somewhat over one million memlwrt, 
hm capital and reserv*^ of alicnit cror^*^ and deprwiits t>f ats>nt on# 
hundred crores. which figures contnun however, not onlr small ind^ry 
hut small traders and retailers Aa mentioned in the mi rnoratlditai 
on f’nmmernal Banking, one of the large fierman joint »icjck "Iwiidpl 
js serving »*» their financial apex which should make the study I84^ 
more interesting. 

npt^iurs og tBt entmtasr wehtm cut IgDcmtua Dtrirnjcmmk m 

‘ 

The ProviDeial Bepeurta of the Banking Enquiry have, a|k4MNliii|t 
to the terms of referents of th« Proirineial Cocomittoeis, not Jjiprimad 



I*rge indlufttneft ui *u<i in ib« ^vidaucj^ and cxaiumatior^ of tb# 
Central Conimutoir lb© large induaUi^ •©©iw aImi to have been ratbet 
negitvl^d Th© following ftgure© wi»h only io cover the larget 
induiitric^ conducted aa joint iUidk I'ontpaiuc^. 

The tbre© table© are therefore idfered idioaing the falf 

ixtent of Indian hulufttry and *eem to prove particvilarly tliat m tboaa 
fiietd« where the natural n-Hiiurce* of the t'oyntry call for an uuhmtrial 
acU\il\, %Mrh ai cotton, jute and tea gardensf^. industry haa dcvelof^tl 
OB a l^r^i fNale and can with regard to uiie and tpiahty match t'OT- 
rc^ponduig indu>«trieii in western counine# 

Table No l jihowit a condeiiJMcd extract from the %tati*ttirx on joitil 
it«Hk votnjmrue?^ m India The at^temiiit showing joint 

lompnMf'n w?th t Torcfn of punl up »ap 0 al eaeludct all ctuupamea 
With n < in other rtirrenciet hut ri 4 p«v»*. The actual Hidio»ttia| 

ael*\ U M Indsa ih rherefor^^ roDSider.ahJv larger, ami from the fodnt 
of % o ^ *>f rmj >!o>ment ij'f the rnatenfil ool In nig *ituh*^iamv* of tha 

routiUN * » (r ri*r )v.,> U’longing whollv or pnrth to fi»rrigneni eeitain- 

l\ u ew s ’.'id i?!- a «urnniar\ <d Indian hut it i* n«'t 

*.»> u* thii’ t nfem/mt 

Table \*i gne*^ a rn?npilAf lOfi of indtt^'ntl «lrir< ami hiuidt^ 

fprolc I ‘h* tfu. Fx<h;ujge Tin** '!at»niient diow«i e<f,«ie.«| 

tla’n ifidnutry bn oim’ the I^hnrrft of <ale r r< mpfiineit« wu>nld not 

he li«.n < It *>h*o^n <x<ln^»vel\ n du«(nn! enferpri^r, lending a^Otfe 

luiflk 'd * n i»ire dt:;rev Fort Tiiot fC'Cuntse** rtiid all l«»fol« which 

aft t '> <d I p ? Iv » din'ifrml ihAruot.r Here again f'haref{ itml hondtt 
jf“ otK d» ?? •; 7 \lu\* th"<n r ;tH-'e nn ex huh’d .rirr»\*’ hm n retmit 
rJ n. , - >f) ’ si- uJ > ''^4 ' at *. j hj< • omui uj r^hare»i. SlO 

err*’^ i;v fj f f 1 u* '< • d n (r«o»«? fh hefiffn(’< 

To ' '• gnrft a i^till narrower extra*‘t of Surge nnhixtrv he 

\r di roiine the rat itn’ * ^ whnh ?e' liT 4 ''*d )n 
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Of lh<* mmoaru>5 frv»m Ui« Calcutta ciutrict (not Bombay)* tb« 
ihAret of ijitotrJ tn ( akwHa, 3 .h*^ ai** by ttii fimiii 

of manaifUiiir agrnt^ Th<^ firm. Fw/r a«4/ Co , manage 

ing not loAM thitn ,vi (U> )ut<* inilU, ganknn^ H ooftipaniot, 

^l<\ ) .l/ftrYjrs tif'ii'i ^ 'o. ,!/<* CiK IT, fr «7kl m/rf# .I rbofAwol 

^itui Cl*, C. >“.,Vr!if' IFoikur nMnti Co. Bk otc li»t attach^). 

Of thr TJl firm'f nunu^ging agont# T ^sroni to i'o limitoil mmpAiiirit, 
th<r* rt-Ht f>rnn?.<» firtn**, »» nvay m iipr4"ial»»*ta ntanaguig 

only ifi **Mr‘ tr.tjf A firm likr- iBiaritn Bro?* man(mr« not than 

24 t-fa a«ui oiif null l)rf»?nictrii 

Thf' at'livity “f thr managing m Ciif'l noich largrr, tb<» 

nMt}if*rr of anti pnvatjr firin'* 4»utaulo thi* (^ab'UtfA #t4,ick liH 

Wjng * « ai'^irl^’rablr An*lr*‘w anti Co , for untaiuf*. ar<' 

ah^.tgrthrr aivout V^y rntor|*ro»r4i, inrUnCng tt}s*o Zamindari 

Apj r-inijit ui InJUn Cttp*t4ii Mark#! qu(>t««{ tt» i mhuiim ) 

/,■» r / , >./ f\ Jr uU. t M .-I w^7 4 ^ ni* . 


X^im" 4 M*n«g»n<r \gK»n< 


I, ArnC<»w Yuk' «in4 Co. 
i niocttn iJfini. 

3. Xiirim Af)«^ < o . 

4. CX«ti*inu« ami Co. 

5. DtiOtop 
ti. H»Hi mthil Co. 

7, AfrCt^otl ali^J Co. 
fi. OltUiHim Arti«rihoo4 
ami Co. 

ft. WtUXimmi H»v>r .04 

('o. 

10, mrnw W*n«4># and Co 
1!. JarditiM 8kijinr-r and 

1^0. 

If. Ki I born And Co, 

13* Dawiiport and Co* 

14. H. V'. Low ami Co. 

BaifUar Lawm and Co. 
14. r W. Ileil|t»f«and ( o. 
17. llrXrtll and Co 
14. Kiilk^k XiiotiandCo. 
tft. .%fth«riaJid and 

€o^ 

5 O. A4Ili»«r* Ud. 

31* Kaitl«w<>ll UfitWii anfl 

Co. 

ft. Ooc- H#fMl«(Nraon and 

Co. 

il» Biria Boo*. 
f4, Wmhoy a»*f Co. 
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IrcnrsTniAt iUxK or Ltd, 

1. Efft^bliilbed 190SL 

2, A* Joint Stock Bank (G^nijrAl Public m Shareholder*). 

'i. C ftfutAl pajil-up : Yf*n 50.(K>0.000 (juJit about equivalent of 
£5,(1)0,000) 

Reiiervc* ' Yen lO.tMiS.OXX 

BonciA iiMiued : Yen 1J*55.0T4,0:;7 (out <»tanding) 

Ai^ainf^t which 

4 Bank** Investment; Bond* and Stockn Y^en 2t$,7T0.823 ; Fixetf 
term loans Yen 270,153,2S0 (Fig. June 30, 1020.) 

5 Their inxesUnenU are in I*^>anB, DiM^niritcfl bill*, etc , chieHy i>n 
Factor ie^. Mi!U, 8hip[)ing \%ith fiecuritiefi m - 

1 Fjtrtories including land and machines as securities, uinder 

#j>ccial rrgn^try !avr in Japan. 

2 BornU and of ludio^trin! coT'cerns 

l>i,ir , Piriit *" Arul < A>\ ernru b\' th*' appoint t*f ! h<'- (.Jov ■ 

eminent with tenuw of 1 years cl'ln* rc;isn?t wh> hxfd fHUiUU is t 
vcjtir# '.s that ai*jHfU'5t ifH'nf th<'* ( •■rfn'fvl'up l»c of 

tlo' jothifMac of any p‘>l!tnoi' * 

T ^'pc<nS'l pr fv i ' Hofo:? v'*h r-rfiurt or<'»f;)or t nu.n I r<?);tio 

r s f ! i!,'' 5*'»n o»nr| jv ■ rn^'Ot ' !i..i \ jEouin p-orn^d 

of I'lond?^ rw'> yrarw 

fb'ink t-'^'‘ehnn-'a! 1 U! which trTh •■, n" 4 * experis invcqi. 

,m xr/'il a, in.^p#-<o ( lo'- factorn-'tt cm! iTiilh',; the BAok i*. inve*':tiga* 
i;ng InTorc .v* nfUr the invcstmcr t 

!V (Po'rrnnicnt froni tin- publo" nn «hc,,p<!" r=f Srcving in 

In'rj'odHM' ^cc^c Vefi The < ho crfjmcii.< n4Vr',«if# psrt 

the tr.nocx il a** I'Nw^p, -s.:! .. jf: ' Ir doslrfsl Ib’-'nis*" of the 

H.'tol. .4 (SO. w hen th.r <len)and f«'*r t!;<" Iw^ioF ihe genera? pubHr is 
insnfftcieot. 
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EXCLOKUHE HI 

FoKEjas riX4^cit - KsiciiAxa* B4Kfct. 

Data art a^rtady «VAii«it*b im Xh€> vohim^ of fortifrn tr%<fo JO b# 
financed, <»»» num\wr, »i*r, natiooahty and rtlmiivt iiwport^^ of tiJO 

%aruni*» K^cchangv Haiika ojwn'auwijl tn thii iHi^uolry fhtit fnH# ilio 
Tid t^» U* fanuhar, and ao i« tht tothniral i%<ukinir of forolHil 

fuianiT m handiid by xhm^ Um%k% Tht Kurliani^t Bunkii aro 
all 4 *^ith hrrtd of India. They hn\^ »H thtir 

in ojhri than It »wH*nj« ajv|*rof>natf» for to 

in^* ih^r is^u**ititiion Mihrthtf and what kitid of clanit^rw and 

tualU ati\ anta,}*^4 thn#* art m thia of tht fortt|tti banka. 

t ritiiHni in India iw* in mtiy <>u»tr tininlrj oonlil f»kt ibt foUciw- 
mg do»'i'ii''*n 

Ffl)*' oonry* 

i j:. ) \ , l ioin'i 4 I'^d n'> , 

<1\ * <4»n){Tvution 

\ (M N thv trod*' of th-o t*nniir\ I'oUv hnatn'td ''' It ra4i 

MMrrniN <«• ihul ui Jndsa ihr fi4r;hu*’*i rui' to th<* volotn# 

of snih tmd»^ ^iod indeed ih\t th«M air u.diit o oO f(»i a i^nmultfaidy 
hiryrr \ 'J iin*" Inrioaft^d tt wlr \%ith rountiir!» out'^ob* of tlir HTUtwii 
I iu\^ r< loi'. aUrro. tr-d a nnnd^rr of *tu*nK hn.nk't fiorn n»o^o foontrit^, 
i'ho f tu'-ii U i»‘i» ina^ Iw* too i*it j>« n>MV* in Itnh"! 

kiishnot^f- liank% of origin h h.oJ tin tffrtfc 

nf r nj" »^^sd<'<ii\ rjijoaf* ^»5nfj M>nj |‘<-'i' i- 1 otn In^w ctrr'indjf 

|>r»o^‘d Ut ^4<rv hidnfnl l< ♦ ill* tr.idr id tin M»uni } 

i > < ■ ill I ?«'d hnantnig of lofttgu tradi* may Itad lo utgltot of 

ml ' d tf ^ h'' In IndfA in ofhrf tourrfn"> <d ^inulru 
Ex< iriUigr TtaiA^ hn^o, nuder tin.* |«rr#,*o»r#* i«t < oin|>r<t O ion, ^.t^lritdad 
thr I to tinaiH tug thi’ t if>M ot f and dtatri* 

Iniin'in oi import 

'1 hf nfi^ovM-f to ttir tun^try into thr^ <*'f!icnnK> of litdian For«ri|^' 
trndv fooito* cannot ik* othcrwj:H«* thrtt» Javonraldc 

I c\rry tourJry Irnnking m- Ufd Ui ttmM oji 

m« nt of iradr ai naiionnl inMitutioo {a> Thcic »« n naloifd *nnipi«fk»** 

that forog^^ haokn nn|£ht trod to diMrmunafi^ Agam!«t oAtMMiai ffUtida 

or uhtUfuM Mo*rrhant# The li*4*iking Fuiimry hn^^' iinuh rrjtirj4ii» 

in thill difc^rtiot*, whnh ban U'cn ^viroogly dtA|oif#d iiy tin* 

Hiinkvk ihrfin^Ui** We hairr, of cxhum', *adhjij thr -^vh'Ot time at 
f|l*|vo‘ >1 not \M'tn able Uii* e^tigate tbrar cornplainlft af# 

ha'ie uM gained the jinpreawton that thc-rr h irvtcntjonai diw nminaiH^ia 
againrit Indian merchant's It homficr f,o( irnonreivalde tliat B 
foreign bank, dmpiU it* ij^fng. ihoroughiy rataldi4if*d ifi India* |l 
Mmietime* m>t in m go«4 a txjw^ttiOo lo r^iUnate the Indian 
m A *lnHly Indian imnk migbl do Adapfatiorii to the need# alib# 
country i^rved, b^thrr with the rNr>mf»etitiori Iretwwi foroign Ka- 

rhange Ilankt, ^etri« tr* have helped to alleviat# thin grie%anre If th« 
Imt'ersal Bank would fx* skIm tn m fwmition |o do foreiv"? rarharij|^ 
it trotjid W a farther aljwialant for the Bankw to 

4 iiiKt«st Indian inorrhAota and ihrridry a irjderprtf*a-d nenti* 

men! The qtiettimi of removing the legaf of the Iifiteenid' 

Bank hm* lieen aSlnded to by the gxtMsrla in rrview'tng commercial batik- 
inir I* 5*^ to W ,ho|>ed that the early e<itnbl»*hmeni of m B^eaerve Bank 
wiB the Impenal Bank to enter thi# lmiime«ii In mi4iii00 

Jfnini Btnck Baiaitc ran ectaliil'lrii fnfaigii |t>nMet4on#* nicltil tn theft 



ehttit’*, Without hui Idling up a full ijuikiu^ss of foreign ejcchauge. (b) 
Vt^nn lue ntitioui*! jH>uit of view- U fo^y U* ui'geij that banking in the 
h.niiih n{ foreign not give niuch eaipb>yinrnt to iudiaii^ 

wo:?Ui i'** ine with purely IndutM A j>t»«rently ihr num- 

i'er '4 fiulian enipinyrt--'^ with the frav-igri banks i'» increasing, f'rrfi- 
cuhu’iy W'h^re th.e bank^ exlcjuj their artJvKy into the interior. The 
{>oH^v to be encouraged. O') Another nutn,onil arg'innr;* 
lurrugn in:ink« i'** agniin^t the Ui»*’ oj tj-j «-*dlriied nn the 

rojintry /«.u' banking pur|'OHe«‘, r'oi' iiuha this (''nno^vA 

not j ifn-tl the KxcInUifcte Bank% om* thiu- fuioiiH iii thn* jw-j OHii 
eoufo* fi^r the purpo-.^> of fitinneing Indian trnrie ;uid tfierel'V drawing 
cofiHjdrrnble %iraoki)iu fundH frcuii nbrond. I hr ‘ Vchange n-k ojo ks 
everywhere in this dtreetjon; fnr India e«4fieen'iny the higher rule of 
iriterest, rornpar»d with the I'^nintnet from uluih the Tvthange Ibu ks 
ctriginere, a KulTieierit scfeguard. The profits r,{ ohe K,\rhitnKe IbvrhKv 
leave the country m tht form cd divid* reis They are in payiM* nt for 
the eEii|dovinent of foreign rapitab wbirh in n^n“d by Bidia by rnonv 
other erenntnes in large amount*! a;ui, cei:er?tny sneaking, she^ebj he 
TWlhej’ atlniited than «l iitcou raged . 

5. There u the eriluussn that f«vreign batiks by thei- 'tunieunioM 
render the drveb»pfnent <d national bat king inst tt }» ooi'< mor^ d fib ub. 
ft ran ucart^ly l»e detded that the Exchai^ge Ibttik^ lNH*nn«w‘ of their 
rriwrufees nud expertcnre a»*e strong rceii|‘j*o jtors It m, b«.we\er, do^bt- 
fltl wdiethrr Indian I»nnks cc»uld replnev the fttreign bank« tonsideritig 
thi* large eapifnl and iidernAlional eoi>neetu>ns cd the latter The 
financing of foreigfi trade is <*iMirnt iaily snternatoood Idvreign trade 
is coor*rra<n>n luturen two countries, the exnortifig aiol the oni'ort 
ing, A con*- idrrable proportion nf the foreigrj trvde cd liidia wtM 
AiwAys Isr a foreign affair and correspondingly of the banking servic'e. 

Under the aapecta aa outlined the eaperta arrive at the conclusion 
tliai the Wrieftt which the trade of the count rg derives from the 
exiatenee of the Exchange Bankn largely exceeds the actual and tenti- 
mevtiial disadv^antagen. The country ha* the renource.^ of some of the 
atrongeat institution* of the world at its di«pt>iwil for a form of inter- 
national hnaru'e which res^utre* strong capital? and connections There 
5a no reaaon whv the foreign bank*, from the very reaaoiv of their 
exiatence and under the pressure of c*>mi>et»tson. should not be inter^^- 
ed In developing the country's trade whether in India or elsewhere The 
eyoerta recommend, however, to the Exchange Banks that the fullent 
consideration should he given to Indian sentiment which is *m no way 
itnoatnral They recommend that all iM^ssihle hunines* with Indian 
ftrma should Ive ctdlivafed and the emnlovinent of a* large a propor- 
tion of an Indian staff a* t% compatible with hu«ine»ii principles in 
a field which recpi ire* international education and ext>ericn<'e. 

The experta do not recommend that the competitive argument 
aftlinxt the Exchange Banka should he allowed to inlluence the deci- 
«ioni of the vxHumitlee Tlie facilities granted by the Exchange hanks 
grwfar trvo valuable for the Iravie and therebv for the development of 
the vv»imtry to disjwnse with them or to curtad their activity 

From this general view the experts cannot recommend theww 
meaimreai which have been fuggesdled to the Banking Empiiry Com- 
mittee at^ut reguUtion of banking with sperm! regards to the Ex- 
change Bank* T!wdr opinion on the prtncijml snggextiomi put forward 
h the following:--* 

(I) The ex|i#rt» do not advocale a sysdetn of licence. It may, under 
■tirttfegtiardi he noeeptabk to iiie existlpg Exchange Bankf, m it may 



e\: 

thr of further 4xmH^etUH»u hy (orriirt^ ^ hmik*. The 

expert.-w tio ui< for the pre*cn-t rwMntrmeiui eny rettrioti<H» _ on »uch 
it'M'-'i The r^o;tufry h.houUi eup>y all the h*jiuk.jn^^ fjioiltlieit whjeh 
frrr, i<r r..ui Iw’ tn 4 <h*, av iiiiiihle They tir^^ever, ui,Hler 

prr^i$u>u ih«At ihrre i?s ro'* t;erd for t'lirthet (on'5>^n h^inkitig faoiUtiei 
til thr urxr fut. !?♦■', T-t:.e ntrgh! <ieti riiU'^e if hjiriki 

of ij.o.jJhro-x ■■ i.-r vt.uHhng were ursrkin^ in the <n>vintry or 

’ViTfe hkely ?'■> jt it nnintx‘'r*»«ry , 

rtV'} Lo’tooao^n uMh re>j*ird to trtkins^ drj»msi* nnmr^mnry 

thr I'xrh.-i.’HX- ? <.hng t-r.i the hjifure^i nohmitted l*y the 

HfX'-rio.^ry d*:.* iur jxdne peff^etitiiire of privnte ih’po^it’*. 

Ther*" hu.-^ fK*#ov pr :o,o no rh-afijUfe in the re^^pertsve iharri* iif the 

Injprfo*) V.tisk, Jo’vX Stx'j«'k niiil Kxi'-hitn^e |lAnk« friUll tO 

A^rrord; fiV’ 'he *mnsniaty- 1 nterfereiux' ^vith the Ivic- 

rfj.AOtf ■;.• of Indo-rt'j (fepn^iu -would ourtAil the h?inktng f^rilitie^ 

• ‘j th*' rt'wrXrv f\,-r tlu* rers-«^^>ox »>ut!tnet| hy Mr. M^o'l>ol^J^h^ in 

tht‘ jir ! ioTfi.'i rv. r»/i|:e 41 Spers^l lik% ♦:*n ilepowitii wouhl he 

fin an't ^>f r muni*. t ion to U' <|e|;H-ecnte<! fU'} j^rneral grotunh^ ; 

in .iTjv i? \o:,'i{d j''<o*ihly W uiefTrrtivr 

{:i\ A coui’oiUiuy fiunurljon of rupee fiu the Indtitn 

of the K^»h»aKe H^mk^n womhi have no prnetiral efTfX't with 
th^ except joji of r*- pioK n lloutd of IMro^tor^ Mi InfliA, The ni}>ee 
rniiita! of the f rw toffipiuiy would of r*>urne U' ftinaller than the 
|)re^oit ot»e of ih»' Hiother in#titulion. To Kivr th» Indian dejioxiUif 
the tirxt tharife rui the Indian in not coinpalihle with inter' 

nati»>na! *awr anrl uould re*u!t in a i^hnnkinit of the luitnide 
of the Hatikcc whnh are now at the diupmal of Indian hiniinean 

(4) The Kxihanife Banka have Iwwsri rriiiciiMMfl for irfi|H>»ing non* 
Indian Inaurano on Indian merrharda for imports and eJt|>ifrt» nerving 
aa arcunty for credit farilitiea from Uu? Exchange Banka, I,#gitUtive 
meamire# are mnxtdered hy the experti aa intf>racitfah)e. A l»ank m«»t 
W aide to decide aW> d the i^urity for advanc«Mi againiil ffn^a. and 
interference wi!! tend to redum fartlttien But ih# experts rerom- 
mend that the Exchange Bank* in thii matter idrould give lull conti* 
deration to the need for the progrewaive development of Indian huaineai 
and diould deal with Indian Inatiranra in a lympatHelie manner. 

(5) An Adviiiory Council of each Exchange Bank in India may l>e 
xmeful for the haiik^t. hut likely to attract im|mrtar»t merchants to 
jttcb Council*. Thia might prove to be to the diiad%’aritaip 9 of oth ?r 
nanka. 

f^> FuHer atatemenU fd the Exchange Banka al*c»ut ilieir Indian 
Inixinesi than at present would j*rol>aldy lee prr^iw^rdafd hy a HewerVa 
Hank whj^h in t4her t(mniri»*n organite the regular puldicationii of 
bgnkx on a rcttrimon haii* which in now lacking. 

(» » Finally, the eiiggeation of eeiahlithing a afiecua) Indian Foreign 
Exchange Bank, rtKpiinng a large fltare^pitah miglit ptriva to be 
^ ifiore Ht eminwihmn with the Joint HUnk Bank* and the Imrwirial 
^ank than with Exrhanre Bank* Thin ineiftfitiof* would in pr/aHim 

be aUe to oonemtrate on foreign exchange hunineaa and wcmld hav« 
io^encmach upon the Held of other Indian Bank*. Tine exf>efit no 
to a new ^ Indian hank of mich a nature info «xi*t- 

with primle inkiatire and atpilah hut deprocaii atate^aid for 

mfh pnrpm^, 



EXC L08l‘RE IV 
The Moijet MAUktr ix Inou, 

Accofdinif to the uuAnimous opinion of who hmve expressed 
th<?ir views on the suhjeet, ihe Indjan money market show* iM^veral 
defects. It ca^nnot l>e tom(>are<i with the highly developed money 
markeU in western wuntriea 

As a matter of fact, two money markets esiftt in India, the Central 
Motiry Market and the Baiaar Money Market. They have their own 
ttg^ovirm and ditlerent rates of interest without miflicient coordi nation. 

The Central money tnartcet in to a large extent domuiated by the 
ijovernmerit, which ct>ntrol!s the currency and exercKses a dec5*^ive in- 
on the hank rate. 

The corjtru! of currency and of credit in India in m ttie haudn of 
two d;^tt!vct autheu itics, the Central (iovto ; tiient au<1 the Imj>^ rial 
fiank. T'hi^ system in a serious lack of clast lo'.ty and stahui;ty 

of tnouetary iems ; the fact \h: l tl<e aMus.'il r^'MiiTe of intcrf^st 

rates tn India wider than n., otlH-r ro'nUros the defr<t^ of 

the preseiit sy^t'UO, A r*'U i.:c d 3 jM-r c.-?-? is *ndic ofdir.Hr\ :n Ind:.?^ 
ami fiav*- a det r suicotal o,. Hir cr-,-oounc hf- th^ 

<:s»n n? ry . 

[f "lecttcn fi.ivr Im'Co acr^-jU-od as ilf, nx'vojn iha^ veri'M'.'.toid mon clary 
sir y }'* i nev ital-'Se nnd ihif k’' ?o 3 OrjOtr ainMit 

mud; vt, oh’ of Uit-f'-ev! latr.' n* “OO- nrruoj.vt'-d 

I?i onr ojuni'tifj thiH < . Uon o? 'V'l :{,««< ll t'lir' tiu' tavk.> of 

ti |»ropcr!y njaio'.g'^-d run! w«-ll trr gan , '•■♦■d i'o.r.k l-.» t.-dc ctviftr 

busy jM*ricKh wiu'isi nuuoyv \h \u Ktroug (icaov;..d w -t o:.d:..'\ riti^ong 
tiie i«.iuik '"ut* The ubu’uec of a lurchani-;. . wl.oo,, to expanding 
cred'v? can meet the <h iiiond ftp- rnoi tyv, O' noaiiiy rcsji^'.ru:.ihle 

lor tUr vaijalio-ns ni the hank rate, 

hi this resj>evt the rt i4,<n of th.‘ lin|H,’rn;l Bank ccaght to l>e Con^i' 
deiciJ live largest knd tncol jinportant hnnk in India, in a 

hyh.‘- :d 2 SCO, d ution . It is thr t »o.\'crjin,U'M';l V»ankrr and i?:! oouneetjon 

herewith its te,n^k rs hnuicd iyv law, T!;c ur,; jc.irtaiit restriction 

rtnisssls it> jt*i. I'leing sh,ut i>nl from for^ogn e ■^'i-har'.>ge icissness, The 
hank aefs h% the V>a!ikers' i>ank withenit havoii’ the right te» t'*^ink 

liofcs m the currency is c<mt rolled hy the fieo'crnn’icnt, This result* 
in the (tovernmeo.? pract iraHy dominjsting the bank Tate and the 
money market 

The rvistrictions imp^iii'wfd on t,he Hank's activities do not preveiKl 
it fro?n t»eing the strongest rommcrciat in th< cs'Hintry, 

This dust |MV«ition of the lmj>eiial Hank ba(« i^veral detrimeotwl 
tons^H^uencee A« «^tatTd already, the oontrol of currency and the inland 
eredit giving are in the handt of two distinct aiiihoritsee 

The Im|>eriai Bank hat no ixnnsern with ihe internatsemai ixmitioli 

the monetary unit of the country U has iw>me of the privilege* of a 
Reserve Hank, having the free is^ of iiovernmcBl halancea and arlifi|f 
m the Hankera* Hank, but it dr^ not perform the tadc of a Reaertea 
Bank Being primarilv and mainly a Oiwnmerriai hank and having no 
teepomthiUly for the supply of enrrenry, it hm no induceimenl t0 
carry mch ca^b reserres during the tla,ck season limt it it ill, 

a petition fa tide over ttrtngeney ol money during the hoOf 
wiihmti nndtilv raiaitig th# hank rate. 



m 


li imsottotit {^t pr4ifli«?ttt mcmiiftiii atjotit M fitf 

t>f Its tftdiu u> ikm huMntm lih of lU oiiuniry) in m^ur- 

ities whiUt iri%4# aad uidustrv hnv<i |my ntgtl r*t<m »• A 

rcsak tht‘ rat^? l»ciu|f H a !i4E!«i&Tv«? llnnk *n 

r: ..V ,iu tKr KVvk bnnk k^tp during^th^ %!nck 

tlio 'C-i-:f\rT u'i |?v4dl Aru* goiti M.votitit's «>f n hijltl 

|se.r ix^nt uiorf m v>rdrr to U* ivtroijg <^aoiigh^ to iiuwikiNi 
<U'!rUig th*' buty #Mrss.»Ji Anti nt n 

mode r 44*^" ui iotere«>l. 

Tlrj Impt^ruii Imuk m ^sfegu^rd tbp mrrtmcy which 

it c?utr*:Ir*:i u,i. iK^rriiw - to a amxunum of la crort?S'--froiii the tjowro' 
meisl U aiai lU far A.** Us CAsii k«. miuftkirm to CKpAod lU 

cfrdus- it tipoii sAft'^gviafil Aiui can therefore keeji it^i own 

raui^h ax a romf>arativrly low level. No ii'mn, however, nifty 

under xi^e prewiU. regxiifttion** i»o mftde otUil the BAok riiXe ruww W 
. \ ti.r entr^e amouut ouUW4tuiii>g jit iiny time Umm 

luterest.# ai Issok rate h.ut»jert to a mioirmiui I mat of ti per oent for 
the flir'‘vt four ,-:aid t»f T per cent f4>r the »ul>^W4juent eight cfotew. 

The fieferve IXsok would have no * iovenunent help to fnll hftjtk uihiw 
hot w<wad io rely i 4 |H>n Uh own r«^^rve* atul thu# W csmipellsd 

to Hiiiht m'!U free rewerve'fc for plying the country with the 

currency needed during the crop moving mtkmtti. 

|iy way vd rat ioij it nifty Iw imnUioned that on the rtUi of 

March 31cV‘ the ImhihtOH of the lieserve Hunk under the Hill of 11^ 
would have iMfcn fttenu 217 rri»nr*i. The rnttamuni i^ivcr in gold undl 
Itold *ucurUic-fi would have 40 per c<'ot or ncfiriy h 7 cr^ire^i The 

Governnsent wnuhl have had to triiiiiif«^r gold mid gold M*curitie» lo 
the Hank U» an amount <*! M> |>er cent or 10 h| croret, m that even 
w uhout hft^ lnK an r* n«tcd this perceniitgc of Ml r**'^ cent during (b# 
Utlack jM'aom. ihr Bank cowliJ have nc'^^otiunodatcd the r<»!unry with 
currenrv to ru ttnuHinl of or 57i| Imfore the minimum 

mx'f'T Hou d loi'k ‘ hrrn rcfoh-fl A^wtiming that no ftclion to tftiiN; the 
hank rate wruid haie Iw^rn drcuinf nect^sp-nry l»cfor«* the I'ovrr in gold 
«.nd gold Mu-.jraTc^ would luoie <!«^rrciMM(ol t<» 45 jicr c'ent, the Bank 
could hrtv^' j*<»ued euicfgcficy currency t#» an fttnoiint of ^i5 tnnm. 

No <rajcicn* whatever i» mrant hy the »Wjve against the ou'^tion of 
the hofrcrKil iisiik (in the <onf?»r>u we are of ojaraoo that the Hank 
fclhU tu^«ik lu an admirnlde way and that its ahurchoidcrtt would 
hiA^c weP.fi^uuded re/i^'UOfc ff»r r*»mtdftint if f.h«' Itank^'' manageitietil 
h'»]i<'»sed ?fu- p«vhcy of ft reni Re«4>rYr Hank. It i.« the »yntem, not the 
Bank 1 pcj-'iry. that wrong, and the fio-oijer lhi« «y«»(em is changed 
Alpl fh'f’ flcserve Ih'ink con^titute^l, the Is^ticr it, wul! for the wntdry 
i^nd s?.^ hftnkmg organ sswt ion, 

As ts we!! known, live (Jovernment of Inflia prepared a Bill in 
estfthiish ft gold standarr! currency and t-o institute n Bcjtervs Bunk, 
das Bdh how^cver, hm not liecr, pawsed inUi law, 

IfV ft rfT:^ (if fhr princiftijf fiutifg of th^ i'tnttaf fUtnhrng 

En(fU(ff f'ommttUr to r^^tommfnd fAaC u Bnnk ihmU lig 

r##u^ ?; d f w /odica mon Uf pti^fthU and that ihiit iniiiiuti^m 
$:ko%:tld -W /rcc from pohtirnf »w/f #/.<:*« cc. 

The rratitj imk% of the Rsfterv# Bank would Iw — 

fti) To kmp thm eorrency of tlw rrotintry «t pur with gold, iti 
Any cwjw fti ft viiltie Iwtweew the upper jind the lower gold 
potnt. 



('a) To rootroi a* far as cri-dil ^Uuatioo uml the 

fiiu i4 at >huh Miort cre'^lil v iU he available 

for trade and indmlry. 

lo rffrard th*« fuH- the pr^.-vj’^ioriv ^4 the l»tii m:iy W clet^med 

Hill Ir* ^iddUioii lo the ol*lig.Moe: le- bviy nod goid and 
go;jJ ^ V'i da.'tgr, ihr hai«k will U- allMurfi to from and »eU to 

ferhf'i'hih’d d,i,o,ki o/iv/ //eroyw# ^ipirh^fj Kij fJir Hoatii 0/ />»r/efo/# 0/ 
//o.'-i' the curri'unei^ of ^uch gfdd Htiu-dr«^rd raujiirie^ ft..H may f)e 

( io thii» rr«j>eet \*y the < atveno r ( trne' ;i! Ma ( '«ninrjl. and hills 
of eicihiijige foirludtng irtamiry hilis) drawo or Ofi any place m 
any sarh v^nintry and maturing w?thni nifiety dav^ from the date of 
ifur^h pnrrhiiM’ . ni'sd to keep uath harden to nurh count tie*. 

Mof>H>ver the hurik wall In* cnfitlrd 

To pnrrhaM’ ami sell m^cursfica nmiar-ng ujthia five ytair> from 
the date of no<h tor rcha'-e, of fd»v, rnnaa:t of any golr! wtawdrirdt 
coiirjtry an ntcntioitcd rd^ae; 

To o|MOi an jue ount uuh aiol art nm ngf ? ! * r < orre* pondent of hmv 
other l»a»k %^bich i*^ the pjinc;p,il rurrmev authority »d n gold stand' 
ard c^mnlry tutdi-r t’o" lav, ftif thv tone htorjt v: ‘^'-■'rre >t. ti,n[ nomurv 
or any of th»* hrderil Hi’-vrve Ttank^ u. tin I rotefl »’d An'a’rv.a 

provif«ron« uall vnahh Jiii- UrMoo#- I* o:* ;to a 

fioinition In ff>reign evriiang-* at^d f'a»'.cn. ; naev v isirh the hajtk 

can sell }f, and »o far as nccr'^earv, t-t v? a.o hr.v t in* iiilemat loni! 
value of th:' Hupii*. 

The «( ifiulat ions in the Ihll with rcgarcl to 
ns le^nt satiMfartory We refer i<i> the liarik*'" u'Jh.naar the 
credit sifnation ami on the rate of ir terc''! at ^<.hnh sl 'n! t# rni rrinht 
v.in axaihihh* for trade anti ind i'^try 

With eM’ctit lOfiS, xvhtrh \xi!l l*e rnv'ntnnn'd h» rn-nfter. t’n' >? U'lnd 

credit givMig husincss of the Hank will it) gnnon] hr confined to — • 

The pnrci.ase, jpdc and rcdiscivnia of hilU of cxchnmre and prom^ 
sory notes, di'Avnv ami payahn- ;v' India and ari'fno? <nit cT hr>no AV/c 
convuirfctal of trade transactions l^^^nririg two Of more goo«| tlgnn.' 
lures» o»ir of trhif'h wn// hr (hot r ,4 n K,tnl\ tnatnring 

within iiincty days froyn the date rd siich pn^chnv' rcdis^'onnt 

The making of loans and advances, rrf*ayah}r ot* denmnd or on thf* 
evpirv of b%rd period.^ not exceeding nuiclv d?irs agaiivst the ynHuirity 

of: 

*Stoekft. funds and securities f other thafi irnmovrtble oroperty^ in 
which a trustee is asithorised to invest; Cold r<^in or Hnnion. or doriis 
inents of title to the same; 

5 ?uch hills of oiEchauitc and promiiWKory notes as are eitgihle for 
pimdiiise or redi«sHvunt hy the Ixank. 

It follows from the al»i>%*e that aoart from th<* Icxans or ad%*anoes 
ltgiiin*t tecnirities and gold coin or leillion, the Reserre Rank\ h««i 
fiw will de|>etvd on the demands for credit hy the foeaTed '’SdheduleNl 
Bftnka*h The term ‘^Scheduled B^nk** means a hank included tn the 
Fimt Behedule to the Bill 



The mf except to ihit rule jxre uliowed 

<a> F'-.>f tht'* |*ur|HV4i' t>f finunriug a,tt,ricuhurAj oper?i- 

tiinih v»r th'if' mnrkct jujsf cf la!U of e.V'rheii|fe eu<l 

l*toir tic!**,** of twt mv>re Umii lUX tucmtti^* maturity* 
ftu'sv l>uf chMk^i^rd i>r ri»**.tii*e<»un<ocl a, tmuiedl extent* 
ufi:ch Iw-AT n# onr of the sijcuxtures thiit of ti 

; Kfif f y of ih^t of e ^chedluled lisiiik j 

(■V) Duiiiv^ ihv fir?! fur yeri;^ \^^^m ntoi 4uilv<ince?^. ttmy he ttj»de 
.•^,!k:>-» n,^: io> :*':o t ■>».->% or y ootr?^ of any M'lifMluiod Ueuk or 

/'■ r.: ^ ihitU. supported, by diHruroeivtx 

f V •; <h'' : ^ ‘ ■ 'iH nUe t»* gtH'ni* lAhU'h Iwf-ern lr4HiSifert"e<l, 

ti J V.rd , hy|>0.lh«'^""iitA^d <0* pletl||jyd t4i tttiV »Uoh Iwttlik 

" n 5" ( t v w * ,»ithh rre^ilt gr^oitwl fojr Kamt rotUtlieV" 

... ... . . r,-:Mi*' t f or for the poirpo^ of ^tt4i.unu|| 
a*:r H y it>,iT'e*3 <iipt' r at toji'i or the ii»aelkettii« of rrop» ; 

( ri \V1 rt!., in the *»( the Ihnitcl of IhriHtOl*^ »>f tio'* 

liiUi#'., i\ jn'eev«»..ary ».*r ox thft,lr »^tu*h aotoMi «ion»i4 

?»>• iM t!s." <4 Ituiirto tmele *o tunnoirrfe, «'T 

for the purpofc *4 rnntniog the hauk to |H*vtornj <*oy of 
f tin- hkxnk iihIV j'»orchaiM\ fse)| or 4jH<'«iut4 ttuy 
hiljv ,f , vr'n ^tor*' or proyu»Aorv tfrawn iirol |»ayahle 

in lf"».iM-f fuol arii%it"fR ^»ut of ho.nn ^{-^r ro!t)tner<'ift! or tr4<ie 
t i :i jon^o t h^-iii 1 .rt.jyi' tv^ij <^1 tnole t^oo4 *vi jrf oat o rr^ uod 

nialuru^j; wilhjo ruiirty dayx 

1 hr <ptr«*tioij vihether ihexe pro\ i^^iOhiS v. 41 ruahie the 

liivervn’ l^arjk to 4^xtrrit>.i' fuU udlionoe ojj fh^ itJornal iotero>*t late 
anti t«' pjovrfii nroitte iJirrea.M’ of thi*t rat** oorioj? the hu»»y m*nwo?n 
W v 4»niht wfirtlo'! will iw' ihr riotr, 

III thf jo,oe, atteotioo tluiS Im* ilrawu to Uie fttol that no 

tfrW"n>y’ni lo.o'j r \ ? '-}, M ht I * t#niU itk imba and that Jt- Will 

tiik'f tu4;>r< i^Ui'h li. mark*'! vat* A?» li»r rxt>er Jrnce 

M !:h, to ii,*' hnao**- finniK fjif l*apyr i uft%*iivy J,.h’ j>ariui«''nt to the 

tlop^rnu r’.'>nk hu% th** arnount of tl/sily hsHx uhn'h are «villh 

O'*' for th*oy i*t no tlknent . Xolti'iihxia.ndiTijit Uk* 

of tfin Jo.i.k l«* hilh^ a.Mtut*^t jU oot.^tatH.linM 

'.t, H t4?*’n itn5[o.o'-.»ih’Jr lii» twnrrou', \i liluit th** hjint o f th^ 
Ircix i n.no'i-' of Ij <rojr'*'. the risrn>ey t}».J^t i%af»tr-4 to nieef ih.r 

ihonwiUi'l Ah fv^ojfifired wjth lofio* anil eath rrrdu.it, tfie ittland UjUx 
<! o.v.''v.,nt.,t^4 rin«l purrha'^ed form only t% wrmll among the nf 

ifrr' ! ot! l>afjk ft thr‘ri4orin rnoy hk.<'iy that the ft#- *:»#’’ r ve,- 

H,( <*0 far i*. hirsit#*d to the |,nirrha.i*w* aro.| di<»otnint 

of loH-, ji.,nd TOitr-i anting f»nt of fmfut f-At tv^mmercml and 

trad*' ir :5ru4rt FoiMi arnf tw>Arti.ig two i^r tnore gfjxnJ x*gnftt.urra. will nol 
f;^' al.ie to provide the mnntry on the ba^vu of «iirh tdIU «nd iiro.rn>t.e« 
With '‘■yffiyient a*’ooiT>mo*iati'on to !.t4e over fhe |Mmod« of strong 
demand for tBorvfr* 

Tn the jieroitd place, 4 roight to fie emphn^ioed UjaI the position of 
the M*hedule<J banka under the bit? will fi« Of} alrong ihint it i* not tn 
ty>ni^iviib}r ihmt they will, rmirb more tbun the Bunk, tlende 

wiKm the Jevel of the intereti rate fittrtng the tlnok oeiiason the p<»ii- 
tion will tre that there will hurd’ir he any buiitveat for the Heoervw 
Bank to do, whibit. on the other band iti thw btity neowon, ma iwKin m the 
imheduled tuiiilta will Hare to applT to the Reoert^e Bank for eredlt 
help, thrjr wi!! proHwMy ram tWir rmim. The result will be thwi 



flurtaiitiott* m the interwit rate, a« result from tbe proMOt viil 

eoniiuue. . ♦ 

^ .it' 

4'-i/fL4t4lmiJiijrH4 hrttifj u$ to th^ coni:hmton that ike 
Bank ihontd l^r fftifn thr opportunUy o/ maktnij Ioann 4tn<i^adv<tn<:€i 
on (kf uniy of tnovublt goods ^ uarr.:^ and nurrhstndnst brmdt$ the 
uarthouAf uarrunt* or U'nrthomt rtprf.4tnt$ng the $am€* 

To avoid it may he ad<led timt the Reserve Kai^ 

rte*^d not avail iljvelf of iliis opporturnty t<» a larffe extent; 

the iioyrt* faot that the opportunity exiMs will enal>]iT the Bank to 
rxrrvi?^: a %tror.tg influence on the level of tiff rale of interest. 

In thm cronucction we would point out the following considerations, 
tthodt form the introduction lo the further measures which, m our 
opinion, should i)tr taken with regaid to the tiHuiey market in India. 

Aw staled alx>ve, no elastic and well provided bill market exi?Jtii iq, 
Jndia. This is the result, not of lack of firgamsatioh, but iinun^y of 
the fact that ita' the lime Ixnng the fundamental conditiouj* for .%iich 
a bill market are la^'king. We need not go iiito detail in regard to 
this subiiHTt, since it i» generally iigrc^^d upon that it will take time 
Udore these condilioim will Ik fulhlled We munt face the factn, and 
since the fa<ts in this arc that preparatory work of hcvenil 

year* wilt Ik iiwded to educate the fmam iai and businexH r<imtnutiity 
id India in order make it ripe for » real and highly develorved hill- 
market, we must try to achieve our aim in n way which will rniKt tho 
present c^mditiou* of the country 

This niethml i» in our opinion to develop, exU nd and improve, as far 
and tt» mH>n as p<m*ible, the system of credit giving against the ^(Hiinly 
of movable KiM>ds. especially of the prodmty of the country. As long 
a* credit uistrunienta, which are Iwcti on pcriM^nai standing, confo 
ijenre atid knoubHlge are not avuitlaide to such an cxient a* is 
to finance business and trade, the deficient y must Ik fiUed up by basing 
the credit sysicm on the .seionty of vahmldc and hqubl aso ts Ih>th 1», 
shares ami movable gtawis This ha«t U^n fb»* e\|v>rirMre .aher 

fsmnlricM As a striking examtde, we mav point to the Dutcli KaH 
indies, where no money market and no inland bills exist. With a few 
exceptions the whole inland cre<! it system in that t'tnintry of Iwnb the 
ttf^erve Bank (Java Bank) and (Commercial bank* i* Waved cn the 
making td loans and advanc«s against the st^urity of Mock# and fund#, 
wares and merrhnndiscn ixun and buHion, Inside* the warehoti§i> 
Varrants ,>r warehoufte rfseii^t* representing the same Mc»rcover. the 
cotnmerclal l^ank* grant err fit* to Mtumi jdantatinns iluring the crop 
growing time against security of the crop#.. 

It follows that the Java Bank d+c* iu»t art a# a banker#* hank in 
the Mricl sense of the word Tlii# would Ic ntterlr impowaible under 
the previiiling condition* mucc the Imi.k would he unable to exerciiM? 
anv induemK *m the intemw* rate in the ^'inintry lind would Ik com- 
t>eUcd to rcitfict it# tank to that of an exchange hank without Wing 
nhU to I'tvofdinate it# foreign exchange lnt«!inc#s and it* inland credit 
Itiving. 

rnder the pre#cnt nyitein, tiie Java Bank i* in a position to *tijiii«^ 
late uilaiHl trade, to provide^ cheap credit, which ragulu in better 
pgitK# for the pr^vdiict* of the mnnirr, to exnand it* credit# in order 
to tide over penodt of ^ringener or to reitrict it# credit* in order to 
atrengllieii the ttiieniational piwitiiofi of the ri>rrencT TThi* sTstaiif 
work* mmt MtiirfuHoriJy Iwrvaiw it mit* thr r«iiditio«; of tlw roiintrr 
Add th* «t««t of dnrrlopmrut of it, p^poUtion and it* Mtl 
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it i« not iortiAfiiUly built «|i on tb« escnmpk ot foreign «dunirii!!« irhofO 
orcuniiiniimif gjr« quite <lifl«r^nt. It bai grown grnduglly m tlio 
murm of the century, during which the Jarg Bunk acta iMi tha tnink 
of iiiue of the Dutch Eii*t Indtcu. The mterewt rata for iibort farm 
ero^ |a CK«derate^-at prtmnt 4i to ft |H«r oeni— and ihia rata ia uatiaUy 
matntaineif at the level during the Imay feaaoii. 

TK$4 ^ut rftj /etn/i #o lAe fAuf cort^tdeiaWe iio|#fOt*ei»»4R?nl 

a/ fAe ereJ#? jdfMutioa rtw<f fAr woweg^morArt iit caa und^r 

prt^ffit rondth**r^^ urAietvd hg fr«|>rocia(; Oeiif e##eW#»i|l, a« /or aiwl 
< 1 ^ jnHtihh^ thr &nd worrAoweiag 0 / good# f« Off/rr fa 

tmiarge lAe 0 / fAe credit #yf#ew«* 

It iwcfiiH pretnature at the preaenl <itage of our work to enter into 
detaila. If our view' might l»e accepted, a wchenie iHiuld be deviaed in 
oonnet'lion with tlie nee<b of the cnarkrting fyalem, aince laith credit 
ayateni and marketing are involved. 

The ultimate aim would 1x5, in our opinion, to etiver the ct>wntry 
wuth a wicle«.f»read network of warehouae* or godownt, adapted aa 
much aa poaaible to the rtapuremctita of the variout parta of the 
country; the eatabli^ihmcnt and management of theae warehouieft 
ahouio. m it^r aa poaaiUle, lx* in the handa of one big private rtimpany 
with agencie# in a gradually growing numl>er of marketing placra. The 
warehouaing »yi«teni fdunild l»e linked to the railw’ay »yatem , arrange 
menia nhould l*e made for grading the prcKfuatu wtored in the ware* 
hoim>« according to their quality. 

The warehouse receiptfi itiatied by the company would ItC negotialde 
instruments of title which can safely lx? accepted by banka and hanker* 
aa col later 'll for credita. 

If such an organined and well managed ayatem of warehoiiasug 
could l>e estahlishcd. an infftrument would im created which iiuita the 
need* of th? country lx*ttcr than under preaenf cineumiktanoe* the bill 
of exchange or promissory note can do; theae inatrumenta would form 
media Iwtween the different part* of the present crcclit and hanking 
organisation ; they would enable the Reserve bank to make its policy 
with regard to inland cre<f its effective and to tide over periods of 
alringency in the money market. 

Tile great problem in reii|iect of the money market under present 
conditioof in India is to create an instrument which is aiTriHalile to 
all parts «d the thinking organisation, which is not axelwsively depen* 
ileni on the standing and respectahility of the borrower*, which re- 
presents a real value in non perishalde, readily saleable, goods. This 
aan only be achieved by establishing a warehouse system as adtex^ated 
abt>ve. and therefore the force# of fjorermnent and Imsineas life in 
India should coneentrated on the oemstruction and development of 
such a fyatem. 

Ap^rf fr^m fhii a#re, rnectmrft fo *#imu/ofc ond ertrtid fAc use of 
hilh m*4fht to hr con#iV/ered. A* stated in several reports, the us# of 
Hundis Ha# diminished m the course of time ConsideraWe 
^ffereigpe of opinion on the causes of this phenomenon eyista 

As such reaaooa are mentioned: — 

the development of the cswAi credit syitam which is aald to have uo* 
fevouraldy inilitejiead the uae of Hilla; 

the rehjctawce of banls to discount these hills a# freelv as Wfote, 
witlimi the raaatma for fhk reluctance hawinf been mefitioncd: ani 

tilt high 9immp duty. 
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Howerer ihU mmy be. it $mm9k of gre^Uer impotUu^ to 
remedm thAO to enter into discniniions on hiftoric4il development. 

It ought U> t>e emphaiiified at the outaet that genuine trade-billa as 
would eJigihle for purchaae or rediaeownt liy t^ Renerve Bank^ can 
only l»e created if producers and tradera arc prepared to sell on credit. 
The di»linctioii lietwecn irade bilU and hnaiicediiHii is of the greateai 
importance, and the information which we gathered seems to |K>int at 
great difhcultieii rxj>erienced by purchasers of hills in endeavouring 
to distinguish lartween these two classes of paf>er. 

The csttthlishment of the Reserve Bank must also in this respect l>« 
considered the first and furidamentnl meawir%* for gradual improve- 
ment and extension. The published rate of the Reserve Bank should 
f>e the discount rate for genuine first clans trade bills and loans even 
against (tovernment securities should have to pay a somewhat higher 
rate. The popularity of the bill of exchange or hunth would V»e 
increased since an inducement for trade and hankiftg wou?d Int- created 
to foster the bill market. 

The stamp duty on usance bills should l>e reduced if the f^uitcntion 
that the duty is excessive %^ould prove to l»e correct : uniformity of 
this duty for all parts of India should l»e advocated 

The ifiiporianre of furthering the issue of vernaculars nnd of the 
standard i rat ion of that unie ha* already U'en empha^^ised in the memo- 
randum on commercial bank*. 

All these means may l»e uM*fuh l*ui it must U* realised that consp 
derabte improvement can only lie achieverl if and m far as on the 
one hand the existing jircjudice again»^t the redmou nt s fig of tiilJa 
could la* reii>o%"ed and, on the other hand, the ne<>eHsary edurationr*! 
work ii*eetji with wucceiMi. 

The prejudice seem* to exist with tlot indigenous bankers and also 
with joint stock bankt. They regard it as a sign of weakness to redi* 
count their bills, Wr think it hardly conceivable that iheir prejudice 
could last a long time after the constitution of the Ecm rve Bank. T^ 
fact that even the Imperial Bank will avail itself of the rt'dis<x>unting 
facilities of the Reserve Bank will, in ail proW>iiity, disfvel the preju- 
dice. 

The educational work will certainly lake a much longer lime l%i* 
work must aim at creating the knowledge and coafidence which in 
wrewtern countries. es|>eciaUy iu England, are the fouudaimo* of the 
bill market. This knowledge and confidence are lacking with regard 
to the genuine character of the bill and the financial aUuiding of the 
aignatoriee to the bill. It aesuiMi to us that the iniiiatire to improve 
this situation mutt Iw taken by those who are in the fxxiitioti to create 
bills and who want to sell or diacount these hills. They, the producer* 
and traders must come to the conviction that they serve flw^ir own 
intereot* by discloaiag their real financial position to their hatifo. If 
they act in accordance with this conviction and an inducement, aa 
advocated above, is created by the Reaervt Bank for the vm of bSlIt, a 
gradually powing number of first daaa trade bill# will come forward. 
The lleaen^ Bank and the commirctid banka will then„ in doe eoitrat^ 
have to deride whether a further atef) riioold be taken by raiaing tlMi 
tnteraala on raoh-credita in current agxxmiit to a higher level than dor 
rate tor aueh eredita for a fixed period of two mont^ 

Perhaps tiw mo^ important, but at the aame time the moal dlfl- 
eult, meaattre would he to exbtnd the working tpliere or fo my ewee to 



iinfkrova tiwe bAt^Jkinif of mho mmy hr rooiidriiNl urn Ih# 

original ai>rratiou« in thr AwWi market, tbr baakera 

Not much ii. ktvowii of thie cla*i of Uir ^mnkmg comomwiiy, bitl ik 
caiiiioi W doubtrdi that thrir mork io finaiunof iifnrtilturr, tuirmiU 
txad^* and small iudoetriai ia of freat value to the int#re«l of the 
ocmutry. 

With regard to the poaiUon of Ihii rlM» of buainri*mr«, it mutt br 
rone hided that »o »«e%erel parta of India their u weak rued IMI 

a rr*»uh of the i^prrad of more imxlern l»ankin|f method^i. 

It h;oi U^eii ejtperienoed in mmn mxmuim that the indurner and tb# 
mofittig of the private banker ha«t dimituthrd m the r<*«tmrr- 

ciaf h>ti}k^ pei.'^trafr into fhr r«>««try. This natural courae of eveitli* 
ui!l rouloojr in India* hut it wifi spread over maii^ y<*ara to oome and 
it not unlikely that. e%‘en a)iart from the influriiO** of the preient 

world the proc^a wtM l»e darkened It may U |H>iftted out in 

thw re«p^*et that after the Ihwrve Hank will have lieen started and the 
Imperial Hank will l»e tx>«verted into a purely rommerrial Imtik, the 
(ooeriinuMit a $11 not an> longer have the opportunity of eompelHll|f 
Ihi^ f»ank to new branehea in plaeefi where no fully remunera* 

tive Innine^fc can lue found The tiumlwr of piaeea which offer the pi>a= 
mhilsty o{ remyneraiive hu^iineaa for branch banking will grow very 
gradually 

All thing’s taken trigether, ii mtiai he expected that the country for 
it« bunking accommodation will need the indigenous bankers dttring a 
great many year*! and such the ni€>re since a part of the large Held, 
whi -h 14 tHoered now by the moneydenders, mar in future be opened 

the indigenous bankers. 

Vir think it* therefore, of the grealeat im(girtance for f>oth tJie 
general interest and the indigenoup tinkers to Ptrengthen llic jHieitton 
and to rai'ie the ptandnrd $if theiic fianken This can only l>c done a iih 
the CO opt* rut ion of themseivet They will have to adjual their powi- 
lion to the changeri ciraimpta rices and they will have U* dcf idr ut*on 
the dirtHison which they want to folic w. 

Thr first rc^pnrcinent wcnild Ijc that a clear distinct hui f<e made 
their luink ing busimrs* on the one hand and their traiie and 
other artivilioii on the other aide* They can either give up their trad 
iftg and other «ev‘upationp than hanking, or they can give up their 
banking A third iMiapibiiity the ir ana form at ion of their traiiedcpfirt 
ment or their franking deoartxnent or both into iteparate companies in 
the form either of a joint atock f?r>mpany or a A ommri«//»^Ci^>mpany— 
ba« already been di»cu«aed. 

We are not in favour of (xunpulvory meaaurew with regard to ibo 
indigenous hankers. They should eatabliidi or reform their own apno 
rtalions, which would have to make regulattona with regard to ratep of 
intereit. publication of tialancw abeeta and profit and Ifiaaacmuntt. 
prviper book keeping and auditttig, and in general hare to take all 
ehoae step# which «eem appropriate to raiae the itanding and improve 
the banking metfioda of their mamberi 

A cloae contact nhoold fwi firtablidied hrtwmn thtm aasoeialtona and 
tha Ramrve barik in order to toahl# tlia latter to iniltienoa ih« ^loHey 
of the former in the ftiitriak of ikotr maotbem and of banking tn 
ipatfij* 

Til# nMmhorrfitp of an aaioeialion aa wa have in view would graallf 
rako tba dtmnilard of Ilia indigenoiia bankera and would jiia|itiw ihe 
fmblie with confldmicw to tnlrttil dbair twoney to Ihaae hankafi* Tbla 
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undoubted)^ would develop the banking habit, attract depoaiU and 
rrdt»ce any hoarded capital. 

II theae Imea could be followed, and if the individual indigenotia 
bankent are prepared to diacloie their hnancial poaitioit to the baid» 
wtth which they do their buaioeae, it may be expected that the tviodi- 
Itotii for an extenaton of the bill-market will he created. Their know- 
ledge of local condition* and of the trade tracaaction*, which moct 
form the bani* of good bill*, the confidence which their tignature on 
the bill will m»pire, will induce commercial bank* to di«oouni their bill* 
n^re freely than at preaent They will be the agency through 
which the financial tranaaetion* of inland trade may be moulded to a 
higher degree than at preaent in the form of bill*. They will thu* 
provide the hanking community with a gradually growing numWr of 
Indigenous bills, which may lie rediscounted by the commerciai banks 
and eventually by the iieeerve Bank, whilst we think it advisable that 
the Reserve Bank should establish direct relations with and grant 
rediscount facnlitie* to those indigenous hankers who have complied 
with the desiderata already explained and who?»c financial position 
satisfies the Bankas requirementa 

In the above no mention has been made of the introduction of 
rupee bills in connection with the import trade of India. At the 
present stage we consider the improvement of the inland bill and 
money market as the fundamentai and primary problem Tliis prob- 
lem must Iw solved liefore progres* to an appreciable extent can ht 
expected in the use of ruj>ee bills for settling foreign trade transac* 
lions. The question, as to in what currency the bill will l>c drawn in, 
forms part of the r^>nditions which have to he agn^d upon by buyers 
and sellers. It needs no comment that they will try to find the cheap- 
est tM>lution. Tfidfr normal circumstances the currency of that country 
will l>« preferred where the lowest rate of interest prevails and thi 
money and bill -market is so well developed that no doubt ran exist 
aWut discount facilities being available at any time during the 
currency of the hill. These conditions are lacking in India. As long 
as this is the case, trade and industry will V>e hampered and the st 
of imported goods raised by enforcing sellem of foreign goods to draw 
rupee hills, 
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ENCLOSURE V 

The exifting baixkia# r^ulAlions «ur« fun^KKli^d Id th<» iDditn JfoinI 
Stoek Campmtiii*^ Aci which governii Iiidiim Joint SUick 
:u gciD^ml And morcoTcr contains wmnt tf^ecial proviiioni with rcfiirdf 
to hAnkn, 

In thd hrsi plAoc, tbcrcforo, th# quofttion AJrii«A \vhtih«r tlu« My%Um 
improvc<i «nd Ampti^c^d aa (mr m nm^mMxy ihoaid b<i mAiiilAiiiiMi or 
A S];>«ciAl RAuk Act fthould ht croAtrd. W« wooid prof«r iho first iotu* 
tioa which i» simpler A»d CAii in our opinion meet aII roq«ir«*»#nti. 
It should t>e emphaitiied that too lOAny legml rastrictions will hainper 
the useful sphere of activity of iMuiks and may thereby make them 
unpopular. 

In the •e<coiid place^ it may be |>ointed out that no banking r^u- 
latious can prevent unsound mauag«nietit« losses and faiturea. Tha 
full retponaibihty ought therefore to Iw left with the inansgeimiit ami 
the Hoard of Direoiom and no lueaaiirtiia should l>e taken which would 
weaken that res|K>naibility. 

The Articiea of Association which form the constitution of a bank** 
bujiinea» ought to be framed with great care in order to prevent aa far 
as possible abuses and activities which are outaide Uie scope of 
•ound imnking. It is suggested that the Registrar of the Joint Btoek 
Companies should scrutinise these Article* of Aasociation with great 
care If he finds that they do not contain satiafaetory nafegtiarda or 
if they allow business other than luinking, be ahoiild refuse registrar 
tion until they have been properly amended. The Registrar should 
l>e given the necessary powers to act accordingly. Bhafo-holders of 
the existing companies also should examine their Articles of Aaaoeia* 
tion with a view to ensure that they are on a proper baait. 

The experts place great importance on the necessity of sound audit- 
ing but they do not consider that any special form of Government 
insf>ection would serve a useful purpose or be any greater safeguard 
than the present system of auditing by authorised accountants. If it is 
felt that some of the existing firm* of accountants are not sullbiently 
r«Ual>le to l>e entrusted with the work of auditing the acernints of a 
bank^ then some form of regulaiton based on the Canadian Brsttm may 
be adopted (a paper on the Canadian Byalem i* appended). The experla 
frel l-v-wf-r. th<* slrencthening of the Companies A<i with regard 
to auditing , ao that the Auditor* must make a report and be responsible 
for its accuracy, I* all that is required. 

Finally, we feel that the Reserve Bank will lie able thrrmgh its 
position and aided liy a Bardcera' Awiociatton to so tnfiuence the policy 
of other Imnkt that dftailed legal restrictions will be unneeeeaary 

Of the sfuggfwtton* made to the Central Banking Enquiry Coot' 
mlttee, two appear to call for special comment 

(i) the quastiofi of ibe Exdtange Banka, and 
(Ji) the dafinltion of the word "'hank'* or ^'hankar.^' 

(f) The pOiittOA of the Ejudhange Banka has already been fully die* 
cus i s d under Ftnaooe of Foreign trade. 

(ti) The definition of the term "'hank** or ''banker** is well nigjb iaS'^ 
pSMMibte in India. It could not be made without exeludiiui many firms 
w wtm are at present doing a comifdera^ portion of 
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the hnaticiog of the fountry. If such a definition were made by 
it might well damage the credit of these, cause public alarm and there- 
by impair the trade of the Nation. Such definition therefore should 
not be attempted. It i» proposed, however, that the term ''Member of 
the Central Bankers' Aaaociation' l>e invented. Every bank or indi- 
genous bank‘:?r wh<m bills the Reserve Bank decides to accept should 
have the right to urn this title provided they undertake to abide by 
the rules of the Association, 

The objects of this proposal arc: — 

fi) To invent a new^ title, the prestige of which is well worth 
having without in any way damaging an existing institution, ^ 

(ii) To encourage Indigenous Bankers to adopt modern methods, 

(iii) To enhance from the outset the power of the Reserve Banfe and 
to make it impossible for business jealousy to prevent any eligible firm 
from attaining the right of joining in the Ontral Banking As^CKoa- 
tion. 

■i4 

The other proposals which have been placed before the Central 
Banking Enquiry Committee may be divided into five ‘^^q/arata 

(i) ThosM* which would hamper free eompctitioji and the deve- 

lopment of hanking Uud which <mght not to l»e adopted 

(ii) Those which should be adoptetl and which ncfi^^ntate 

amendmentft in the Indian Joint Stork (Vimpaines \rt. 

(iii) Those which are relative to th« suiio' ts that tcight to l>e 

left to the control of the Board of Directors and the &upcr 

vision of Auditors. 

(iv) Tho>M‘ which ought to Ijo met by the Ai tides c)f AsMiciat’ori 

and the siqnovision of the Hegivtrar of the Joint Stock 

Companies before registration. 

(v) Thtmc lying wdthin the purvi#nv of the Ueseiw Bank. 

We ileal hereafter only with the ia«t four grojipH 

7*^opomh which nrnitndnu nt < fa fhr Itidvui Joint' Sfork 

('arnponiffi Jrf. 

(ff) The Act Khouid give the powers of tlu Regiiitrar to refuse the 
registration of 1‘anka whose Articles of Asstadativm are not ni aicord- 
anco wdth the law ; 

(A) theac Articles must prohibit other activities than banking: 

(c) the Article^ of Assiociation ffhall contain provisioms in con- 
formity with the respective proposals mentioned hereafter (see pro- 
inmils which ought to be met by the Articles of Assof iation) ; 

(/f) The authoriaed capital of a bank ahould not lie more than 
double the su Wribed capital ; the paid-up capital should not lie lesa 
than 50 per cent of the subscribed capital ; 

(f) A provision should be inserted with regard to auditing oti lines 
similar to clause 5 of section 55 of the rhiminion of Canada Act of 
1085, No remuneration of auditora should he valid unless fixed at a 
general meeting of the ahare-holdets t 

(/) A provision abould be made by which auditors and cdBcers o| 
the batik would be rendered liable for omisaioa to state material lacta 
in their reports and in the presentatioii of tihe accounts of tl^ bi^; 



ip) Protection of bunks against friiuds in connection witte Tmss 
Teccipts; any such fraud should be made a criminal oUencc; 

(h) Articles of Asaociatioo of all Joint Stock Companies should b« 
published in the official Gajtette. 

(i) The law should permit a temporary moratorium on the recom- 
mendation of the Reserve Bank to prevent compulsory and too rapid 
liquidation of a bank, which is in difik'ulties; 

(j) Provision for the iippointment of a oommittce of insptM'tion cn 
the lines of the English Companies Act, 19^, in the case of the 
dation of a bankj 

(k) Id the ease of compulsory liquidation s^afeguards should be 
giwn to the creditors on the lines of the English Companies Act. 
Coinpuls^firy liquidation should l>e under the supervision of the distriei 
court The power to order transfer of winding up proceeding!?* from 
one proviiH'c to another should Ik* given to the (Jovernor-ticneral in 
Council on the rwom mend at ion of the RcMrve Bank. The question 
of the costs of liquidation should l»c dealt with liy the courts and 
delinquent directors or offict'rs of the Imnk should he prc»scruted at 

1? public expcDf^ea, 

(t) Directors and Auditors shall lie liable for negligence in diseharg© 
of their duties. 

P I fo fh<if (nifjht to he If ft to thr funtro^ 'jf tAc 

Board of DiiectorA and the rri^Bm of Atiddor^, 

(o) Pro\!si(>ii for adequatt* rest^rxe'^. 

ih) The form of tlie balance sheet and profit and h»SH account. 

(i ) Loans to a hmned <*ompanv, a clirc'ctor of which is a 

director of the batik or to a limited company in which any of the banks’ 
dire<'(i)rs ao- imurdn^rR of the managing agfuitn’ firm, 

id) Valuation of investmenfs and doubtful or laid debts, 

Pn^;toy*ii*> uhi^'h oH^jht to hr mrt hy the Arti<ifn of AM^ocdfition , 

(a) ih-4.hibii ion to ad’/ance any loan on the K‘eurity of the bankas 
own ’^harcs. 

(h) Linutauon of loans grainfed to manager?', staff and directors, 

{( } Propi'r regulation of the allocation of profits. 

(f/) Provisions in order to eualile share holders to inspect the 
bahune sheet and firofit and \my<^ account and to take effective acliori 
at the general meetings / 

if) Time within whicri the annu&i gcnci al meeting mu^t l»#» held 
afte’ the clt»^» of the financial year 

if) Voting power of managers or other officern cd the bank, th« 
period of validity of a proxy, and the voting power of individual 
filiaredioldcrs. 

(y) Decision on the validity of every vote tendered at the polls 
and time wolhin w^hich objections to the legality of a vote should lie 
raised. 

(h) Restriction of the power of a bank ’ft direslorii to refute to 
register sharen. 

(t) Provifion with regard to voIunUry liquidation of the hank and 
the appointment of liquidators. 

Propomh hjing ufithin the purview of the Reserve Rank'$ ta$k. 

(a) Monthly statement* of Hahilitie* and amets and the form of 
these 

(h) Advice and eo-operation in ejuwa of amalgamation or roooo- 
wwtion of banka whim are in diflkattiea. 
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ANNEXUBE L 

It in Riiggesied that^ to begin with, Indian Banking ahouid W 
organised into three voluntary associationR : — 

1, The Indian Joint Stock Banks' Association, 

2, The Exchange Banks' Association, and 

3, The Indigenous Bankers' Association. 

Each of these Associations should endeavour to form rules for their 
respective members so as to make their practice more eflUcient and as 
far as possible identical within their own Association, 

Aa an apex of these there dbould be the Central Bankers' Associa- 
tion ; the members of this would be all tbe memljers of the other three 
who had developed sufficiently for tbe Reserve Bank to feel justihedl 
in diacounting their bills. The Committee of thia Association would 
not. only make rules for its own members but would also give advice to 
the Bubsidiary Associations in every way it thought useful. It is to be 
hoped that through this co-ordinating influence it may eventually be* 
pot$sibie to merge all the Associations into the Central Banking Asso- 
ciation. 
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Audit Begniaimn in CanWa. 

1. Tho$e qualified to mWi#.— -The aEair?i oC aU Canadian Baiika 
must be audited! by two persons residing in Canada, each one of whom 
must have been an accountant for at lea^t nix years preceding the 
taking up of his appointment and he must also be a memi:)er in good 
standing of an institute or association of accountants incorporated 
under authority of the legislature of any province of Canada. 

*2. of Audiiorjf,-^A list must be furuiidiod to Uic Minister of 

Finance and aka to the Canadian Bankeris' Association by each sudat 
incorporated institution of accountants of all m©ml>erfi of their corpo- 
ration in good standing whose names arc entitled to be incluatd 
tlu^rein as determined by the provisions of the above aection and such 
list must 1x5 certified under their (corporate «M?ak, 

3. f^rlfction of Auditors. — The Minister of Finant‘<j may select from 
such list the persons any one of whom !shall l:»e eligible to be ap- 
pointed an auditor of a bank» but if the Minister does not make ft 
Rckction all the persons on the list shall he eligible. 

4 Publicaixan of Lt^t , — The Minister shall cause to be inserted in 
the Canada Gazette a public notice giving the uiunea of persoiis so 
selected. 

5. Appoiniment of AudttorsS, — Share-boldent shall at each annual 
general meeting appoint two persons, not member® of the same firm, 
whose names are included in the last published list to audit the affairs 
of the bank, but if the same two persons or members respectively of 
the same two firms have been appointed for two years in succeiftiou, 
one such person or one member of one such firm shall not again 
appointed as auditor during the next tw^o years. 

0. Remuneration of Judifon.^The remuneration of auditors h 
fixed by the share holders at the time of their appointment and is pal^l 
by the bank. 

7. Power of JWftor#,— Every auditor shall hai*e a right of acceiMi 
to the l>o<>ks and accounts, cash, securities, documents, etc., and shall 
l>e entitled to acquire from the dinHiors and officers of the Imuk such 
information and explanation as may be deemed necessary. 

B. Sfope of audit . — The Minister may, from time to time, require 
the auditors of a hank to report to him upon the adequacy of the 
procedure adopted by tiie bank for the safety of its creditors and 
shareholders and a® to the sufficiency of their own procedure in audit- 
ing the affairs of the bank, and the Mlnkter at his discretion may 
enlarge or extend the scope of the audit. 

Duty with respect to Direciop . — It shall be the duty of the 
auditors to report individually or jointly to the general manager and 
to the directors in writing, any transactions or conditions 
the well-being of the bank which may not be aatiafoctory to them. 
They shall report specifically to the General Manager and Director* 
upon any loans exo^ing 1 per cent of the paid-up <^ital wddoh In 
their judgment are inadequately secured. This provision is not to be 
conatrued to relieve any director from the proner discharge of hi* 
duties. The report must be incorporated in the tninute* of tho^ 
Director*' next meeting. 
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m. Ntp^rt by Awditon.-^The auditofu shall make a report to tba 
share-holders o« the statement of the affairs of the bank to be aubmitted 
by the direetors at the annual geiieral meeting and this report ahall 
state (a) whether they have ol>taiiied all the explanations they require. 
(£») whether, in their opinion, the traasaetions of the bank have bton 
within the powers of the bank, (e) whether, in their opinion, the 
ttatement mferrtid to in the report disciones the true condition of the 
tiank, and (d) whether the statement in as sliown by the ixtokn of the 
bank . 

11. Audifor^* /iff port. —The Auditors’ Hefxirt must be attached to 
the statement submitted by the directors to the share holders and must 
be read l>efore the share-holders in the Annual General Meeting. 

12. Employiintfit bij Any auditor of a bank dutnig his term 

of servifMi or the firm to which he lieJongs may not undertake any 
ernployineat for, or at the insU-nce of, such bank. 

13. A7iV/i//i7ify,— No person shall Ijm? appointed an auditor of a 
bank if he or any memta;r of his firm is a chrector or officer of stieh 
fbank. 

14. li^tporti to M iftiitf. toi,—A copy of all reports uiade by the audit- 
ors to the Generail Manager and Directors shall 1 h! tninjunitted to the 
Minister ijy the Auditors at the same tom' as tranhinitled to the 
general manager and directors. 


THE CANADIAN BANKERS^ ASStU lATKCN 
( S( f Serf inn 1 J </ / Jyi ‘d , t r ? \ 

The princU|)al funetjons of the Huludc* — 

1. Supervision of Chartered Hanks’' nor<‘ t n e\ilat.ton, 

2. Cuhtody and management of Central Gold reserves, 

3. Estahlishment an<i control of Hanker^’ ( baring Houses, 

4. I'romotion generally of mtcre^ils and efikiency of lianks and 

bank ofliterH i Evlucation and tnuiong of (tSlbcrs^ 

5. The up|H>} fit meat of n (.’orator to any buszk that fa.kd 

pending the uomuiation of a Lnjnnlator. No by la\^^ rule 
< r regulation of effect until approved of i>y Treasury 
Board. 



m 

, ' ft 

ENCI^DRE ¥ 1 . 

COMMRECIAJ. BaKKIM. 

Conciusion t0mm*niicfttf-d to forrign banking espertfi^ 


}. Thf* fjgiire^i of for t<?n years from to 192« witls thd 

varjous cla^vt^s of banki^ are «f« under: — 

fin ctorm of rupeeii*). 


Year. 

Imfwiftl j 
l^ank of j 

India. j 

Kxoh«nge 

Banki*^ 

iTomf j^toek 
Banka. 

i9IH 

* 


74 

ai 


^ 

7(> 

li’% 

73 

nil 


iO\ 

75 

HO 

<U5 

4*4 

19LM 



7'l 1 

i •> 

f>s 


, 

17 

71 

r>5 


. 

s 

7 J 

5H 



: i 

7.1 

o'i 


. 

7l» 


(ii 


. . . , . 

7 i 

7 i 

rni 


it not correct to uiftr from the**:e figuren that the baokjDg 

re^viirct\^ <f India ar<' hisiitrd, foi . oto’ ha'^ to lak<» Uitci ac<^ount the 

follow o«ir I aciorv: * -- 

(a) Tile ouaiie.!' of pnnci|oi{ town^ which pot=iM**i» a bank or a 
brant ij t»r agency of a bank only lo it wan lh5 in }i)W. 

it ha-> to b^ reoietnoered that the uu Jitter c»f town?* uj India ih aUuit 

xMttxn ii luir tiiat the inccM igainoist ^4 tin* rr^Aineial Hat/king 

Entiuiry ( 'onnnjt4<»f*^ Tudicate that tlu^re i*r jittie hoarded weaUb in the 
country held in pre*<uoinf5 untals other than inveatrnenti% in ornamenta 
and jewellery. But it is olniou^ that the abwnca* of banking faeilitieji 
at mmt of the urban centres imn^t re^^nlt in the temporary Itx^kiiig tip 
w ith mdii> idual pofR«e.«i!«ore of large mims of money which may fie 
re<^uired for expenditure later but whulu if eommereial bank*f w^ere 
in exi«£eiicT at feueli centres, would l>e made availalde for the develop- 
ment of erKiit faeihtiea, particularly to meet t»eaftona} requirements. 
We have not overlooked in this eoniiiseiion the* exiidenee of indigenous 
hankep, b«t it appears from the reports of the Provincml Bftnkiiiir 
Em»wiry Committeai that it is not the universal rifiwstice of these 
brnnkers at ail placet in fndia^ to accept depmits from the puhlie^ 
OopgideriTig the fmt that the vast hulk of the people live not in towne 
hut in viilpp% the alieeooe of hanking faetlittes to the people at litege 
Beemes al! the more notieeahle. 
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(b) The depoeite with co-operative centra! banks and banking unions 
on the mb June 1930 were Es, 1S4 erores. Further^ in spite of wriotui 
rcBfcrietions on inveatmenta in the postal savings banks and poal ofhce 
cash certiBcstes, the figures of these accounts increased from E»^ S57 
crore# in 1921-22 to Es. 72 crores in 1929 30. These facts together with 
the increase in Govcrmnent borrowings b)' short term loans and trea- 
sury bills, at any rate, during the last few years, indicate the existence 
of potential banking resources in India. The committee recognise that 
to the extent that short term loans and Treasury Bills are taken up by 
banks out of depomts, it would not be a separate factor. 

<c) Although no accurate figures of export of capital from India 
are available, it is generally accepted that resources which would 
ordinarily have remained in India have in recent years a tendency 
to be remitted abroad, and this would partly affect bank deposits. 

(d) The duplication of deposit* is very much lesg at present than 
before, balances of Exchange Banks and joint stock banks with other 
banks and interlending among banks kieing very much less than 10 years 
ago. The deposit figures of 192B w'ould, if these bala!U‘es were ex- 
cluded throughout the decennium, show a larger increase during the 
ten years period than is apparent. 

(t) The last years of the dcccnniurn were years of trade depres 
aion while the earlier years were of the boom period, A statistical 
comparison of the mere figures of total deposits therefore d^>es not 
convey a true idea of the position. We may note in this coiuiection 
the corrcjsponding figures of deposits w ith the various classes of banks 
mentioned above for the years 1900 and 1910. 


(In rroroi of rupeeif.) 


Year. 

1 

* Imperial 

1 Bank (Thrn* | 
l*re«idvncv ! 
1 Bank#). i 

; . . i 

! Exchangf^ 

Bank*. 

Joint 5{tOf"k 
; Bank^ (with 
j capital aod 
f ra«M^rv<w of 
) lakK-nt 

f andovor). 

190« 

1 1 

. : !•'* ! 

10 

* s 

WJO 

, ! 32 

i 

25 

i 

* 2 


{/) It may b« noted that the capital of indiganoua bankers and 
their deposit* are not included in ihr table at the beginning of this 
paragraph as the figures are not available, 

% It will be a long ttme before India is provided with a netrwork 
of branches of joint stock banka Partly for this reaaon and partly 
to utilise the valuabie knowledge and resource* of the indigenous 
bankers^ it is necessarj to link up the latter with the Restnre Bs^ 
and ^Ui strengthen their present position and inereaee their ability 
parttcularly for the purpose of providing banking faeilitie* in areas 
wheiw there it no ba^ at present, and to classes id population wbass 
rw|uit«menta are not generally catered for by joint nimk or co-opera- 
tire banka Hie eacaici method of iinking the indigenous bankers wdtb 
^ BiMwrre Bank i* dealt wi^ separately. 
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3. It is not advisable in the lal||er inierm^ of th« country to 
•restrict in any way the branch activities of the luinks in Indian eveai 
though it may result in over banking in certain up-country places and 
in weaker banks, under the stress of competition, offering higher ratea 
for deposits and aa'ordingly giving loans at higher rate# and increaaed 
risk* The question of imposing any restrictions on the opening of new 
branches by exi«ttirig Kxchang© Banks and of requiring banks in gen* 
era! to take out iicenses is aeaJt with separately. 

4. The position of the Imperial Bank of India as tlie bankers of 
*Oo\*ernment gives it an advantage over the Indian joint stock banks» 
but the competition between these is not at present dangerous, though 
certain witnesaes have drawn the attention of the Coinraittce to the fact 
that the c^onipeEition is keenly felt. There i» no contpctition at present 
ni regard to borrowing rates and that in regard to lending rates is 
iHuieficiai to the public. The question whether any special restrictions 
should l>e imposed on the operations of the Exchange Banks is cxamiii* 

separately 

5. If banks could not open full fledged branches as not being warrant- 
ed by the buBine^s expected, we riH^omitiend for their consideration that 
they should open sub agencies which might develop into branches later, 

b No ol^iitacle.s should be put in the way of mergers among smaller 
joint stock baiik« by stamp duties or taxation, and any cxistmg 
obstacles in this direction sltould la? removed. For example, if an 

amalgamated bank comes under the super tax law, while the old 

individual bankss were free, an exemption troin super-tax for a limited 
period iM rf-com mended. 

7. The question of the control to be imposed on a bank, securing 

a majority owner^ip of another bank’s shares will be considered in 

the section on Kegiilation of Banking. 

The practice, which joint stodk banks and the Imperial Bank ar« 
cultivating, of giving loaim against gold ornatiients i« of two fold 
benefit to the country ; it intrtKiuces banking facilities for borrowing 
and saving to clasj*^*s of people unftccusU»med to the use of banks and 
it saves these clasnes of the }>opulation from the high rates of the 
money lender. 

9. The extension of hanking facilities for Imrnowing and saving will 
l>fl facilitated Viy the ii5w* of vcnnu'-ular scripts in the variou# ^elds of 
banking. The main scripts are 13 as noted l>elow and each province 
would need 2 to 4 fjoripts to lie recogn i«ied . 

1, Assam esc ; 2. BengolfM? ; 3. Burmese; 4 . Devnagri ; 5. Gujerati. 6. 
Ounmikhi ; 7 Kanarese ; 8, MalayaJam ; 9. Modi ; 10. Sindhi ; Ih Tamil ; 
12. Telugu ; 13. Urdu. 

10 The relations l^riween comn^ercial banks and industries and the 
pofi^^ibiHty of developing such relation# on the lines of the German 
System are dealt with in the separate memorandum dealing with Uie 
financial requirements of industries. 

lU Existing comraerrtal hanks have invested a relatively large pro- 
portion of their resourcefi in Government eacurities as compared with 
MIK hut tJhe position should improve with the passing of the present 
trade depression, the ereaiion of a Beserve Bank and the development 
<yf p Bill Market in India. 



1:^. itdvaoceii fall under three classes (i) advances againat 

tangible and saleabie security lodged or pledged with the lender; (ii)^ 
clean advances against personal credit w itb a second signature to the 
prr>-note; (iii) clean advance against the personal credit ot the hot- 
rower only. 

Ill India advamies enr mmtiy of clfis^s (i) and (ii) while in western 
mnnirtm with highly developed banking systems, advances oO clasa 
(iii) occupy an iaiportant place. Tin* ditTcrence lictweeu the position 
of India and such other conntrieK is due to various reasons. The 
principal rea«#>n is the tradition established by the old Presidency 
Bankii and later followed by the Imperial Bank of India based on the 
restrictions !n3poj*ed upon them urnh'r ihe Acts govenung their opera* 
tions This tradition has U^en followed by other jomt Block hanks 
and has lH?en reinforced by the provisions of the Indian Companies 
Act wdiich demands a statement of lonns under a si*parate rlassihcation 
fihowdng secured and unsecured advances Tiie granting of unsecured 
loans on property appraised credit, instead of la ing regarded a- 
ideal hanking, i?i actually regarded by the ^haieholdera ns mnknvg for 
look of Jiafety for the bank niid evidence of unsound baiiking 

The other reasons are : — 

(a) the absence of touch and the lack of knowhdge resulting 
therefrom iM^tween borrower^ and lend^'rs in the principal 
Money Market centre^; 

(h) aViiWJnce of the policy of h>ne man, one bank’ which oblaiuB in 
western eou nt r ies ; 

(c) the practice in India has l>ecn mnterujliy assnsted V>y, and 

has HI its turn fostered, the Managing Agency system ; 

(d) absence of institutions like bSeyd*^' and T)uns’ for supplying 

informatiou ak'iut the financial standing of the banks* 
customers. 

13, We consider that banks in India gcncrallv should adopt at far 
m poswible a more progressive policy in the matter of granting tJean 
advances on the personal credit of lw>rrowcr‘' only In our opinion 
the change will lie facilitated by the growth of the priutice ‘One man, 
one liatik*. 

14, WV underwtand that individun! hankie at present maintain 
agenciefi for obtaining informal ion in regard their customers. The 
problem of pooling this information and organisiug some system of 
collecting reliable information suited to the needs of Indian customers 
and conforming aa much as poissible to Indian custom should ha 
atudied by the banka and the Banker#' Association proposed by u». 

15, In order to open up the field of banking, any exmting legal 
hindrancoi ought to \w examined and removed if poseible, Fleaae a©e 
in this connection the chapter on T/egiHlation and Legal Procedure’ in 
the awmmaTy of Provincial Banking Enquiry Committee#’ Reporta. 

10, The syit^cm of bank acceptance, which w'iderm the banking faci- 
{itiea offered by oommercial banka, especially for purposes where cheap 
and regular three montha" credit ia dc^sralde, does not obtain in India^ 
The introduction of the ayatem depends for it« swccesii on the creation 
of a diaootiiit market and a Eeaerre Bank,» as a bank giving accept- 
mnmk wania it« aeceptanoeit to be readily negotiable and to have a Cm- 
krid Banking Iiaystltotion wbidb will be ready in the Ismi rmort to die* 

aaeb acoeptaiieeii and tbua protect ihe acceptance market and the 
fiiimiEa of Hie banks giving tlietn nainca to the aeceptaneea tn Hhat 

^ I 
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17. There is no cooperation between banks doing commereiai 
businesa in India ^including indigenous bankers) which could imptove" 
the standard, eliminate the element of weakness, and Imter th© eonibi^ 
nation of smaller banks to larger tinita. An Ai««OidatioD of all auclt 
banks should formed as early as possible to render such cooperation 
passible and to represent the interests of such banks at large to other 
inftttuti<nts ijuiuding the future Reserve Bank and the Government. 

1^. The Mitfgestion that Postal Savings Banks should permit depO»it» 
being nifhtlrnwn bv cheques uiU tw* separately considered but tlie 
devebqvmcin of any other hanking business by these fsavings Banks is 
not recommended ai this stage nn it would make it more difflculi and 
less nttrnctne for joint stork hank* to open branches at suitable plac©a. 
It would aUo interfere with the desirable development of the indigen- 
otia bankers and of Co operative banks 
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Emuosvm vil 

FlKAi«ClAt HJBQriltEliMTII OF iKDtlSTEItSI* 

(fondu0i<m$ mmmunicaUd to the foreign banking experts* 

1. Generally Hpeaking iBitial block capital for industrial eater- 

priscB should be put up by private or public subacriptioa. Block 
capitai for sul^iiequent improveincnts and extensions as is not 

provided out of undivided profits shotild be provided by increase of 
#hare capital or by i«»ae of debentures; but pending a favourable 
opportunity for such further issues, commercial banks might be expect- 
ed to supply finance for these purposes in the form of temporary ad- 
vances provided that adequate security is forthcoming. 

2, Further the ideal arrangement i» that industrial enterprises idiould 
n\m provide out of their initial capital, the miniinurn riecessaj^y work- 
ing capitab the amount of which will dej>end on the particular facta 
connected with each industrial enterprise and that any extra require- 
ments for working capital might be met by short-term advances from 
commercial banks which would l>e entitled to require that the indus- 
trial enterprise maintains a safe and proper relation Wtween owned 
and borrowed capital. 

Z. Banks in (jcrmany make their advances against the security of 
the block, the liquid asset# of the industrial enterprises being left 
unencumliered m security for supplier# of raw material, etc., to the 
enterpriw^ In Canada, banks are prohibited by Kw from advancing 
against immovable property and advances; arc st^cured Ijy liquid 
assets, but banks are allowed to take real estate as additional cover 
to an existing debt. The practice thus varies from one country to 
another and no hard and fast rule can laid down regarding the 
fonn of scK'urity for advances. Industrial concerns in India may 
reasonably lie expected to have their working capital supplied by com- 
mercial banks, if ndc<iuale security to the satisfaction of the banka 
i« offered. 

4, Banks in India lend much less on peryonal security than is 
advanced in other countries. They demand tangible securities or 
nddiiional signatures of sureties, 

5. Fseful liaison V>ctween Imnks and industry may l>e created by the 
appointment of one of the Bankas Managing Directors, Gitneral 
Managers, or Managers as one of the Directors of the industrial con- 
cern financed by the hank. Besides the furnislung of periodical 
balance sheets and the representation of a memlM^r of the bank manage- 
inent on the boiird.«i of eompnnies. it i» necessary for the estaldishment 
of an effective liaiiion that the entire hanking Viusiness of an industrial 
concern requiring accommodation from a bank carrying on industrial 
finance should l>e concentrated in the hands of that hank and not split 
among m'eral banks. 

6 While it is true that the cotton Uvill industry in cei'tain centres of 
India has depended on the deposits, from the public and its private 
share capital lor its successful growth and development, it is desirabU 
that with the eo-<H>eratiou of banks these deposits ?ihould be replaced 
%y debenture capital as soon as possible. 

7. Both in connection with the above conversion operations 
and the further issue of diares and debentures for extensions Itnd 
ImproveTnetits, such of the exist ing commercial banks at arc well 
es^blished and carrying on their ordinary banking biitineas 
on the aafett and soundest lines might with some e^aniage to 
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th^ inciusrnes* foUaw^^ far as the Uemaiii 

tlud«r this system in to the ordioarj l^ankiug bueioeia which 

IS decidedly the most important department ol the Uerman feankj 
there is a departuient for iiidusttiai and atmilai fioiuice with a limitaa 
ahare of the bank s own roaouroea far carrying on hmincial trami^- 
tions anmtig from time to time in its relations with indusinai and 
similar jomt stAx^k eompaiues. The Uermau banka through de- 

par tnients make nhare and debenture mites for tlieir cu*stoiner» either 
Mparately ur h> forming syndicates, but they depend ui aJi cases ou 
early isule lu the capital market of the share of the issues they have 
taken o\cr The umouut invested for industrial concerns in such atixdi 
trauMct lOii*^ 1 % ki pt in coimrvative relation to the {diare capital and 
leserves of the hank^ and while it rcununs more or stable iu the 
aggregate, coinpohdion is changing as quickly as market eouditions 
w'lll allow. 

8 It is pmsible that the Imperial Bunk as soon as the Reserve 
Bank lom^s into being may make a ^tart in the above direction arid 
give a lead. The bulk of the pnni stock banks in India are at presgiiit 
not ready for this actiMty and even Die larger ones can only culti- 
vate It -slowly, with gieat caution and preferably under strong guid- 
ance as jmrt irqnUKK in strong Hyndicatem 

0 The svRtem Managing Agtmts in India t»cc«pie» an important 
place in th** orgaiiOsHtion «>f Industrie.^ Wc consider that an aiteuipt 
?>bouJd Im‘ made to inaku indindrial enterprises in India less dependent 
on this system for fuiuie development. The cstabhHhmeut of direct 
friendly udationn Iwdweeu industrial companiew and commercial banks 
i» desiraiilc cspeually ni view of the capital demamis that are likely ta 
arise in connection with mergers and reeonstnicliomi following the 
present ccononnc crisis 

10, The appointment of Advisory'^ fominittee in banks by the Board 
of Directors is Moy umdul and desirable 

11 in) As an exception Dj what jh said in (H above n Provincial 
Goveuuni nt may in the iluis hargt of itB re^^pon^duhtic^i for the develop 
ment of industrns within its terntoneH. find it necciii^ary D> erumre 
the supplv of hnaiHuil facildica to indufitrial concerns and in «uch 
ca^tx we nxoimnend the cHtabl ishment u{ a I*rovinci?il Tndustnal ror- 
poralmu working with capital inituilly or pcrmancnllv Hupplied by 
the Provincial Government We note that five of the Provincial 
Banking Enquiry C’ornmit{ee« have recommended the estabjishmeni of 
such injqitytireis. and have referred to particulnr tvpes of iiKia«trie» 
which need finnneial Our prOfuimD wDl cover the case of 

such iudustruvs, though they will not be necefiaarily restricted to them. 

T^jii recommendation ansumes that the devclofiment of irtduHtrii^ 
withm their tcTritoriefi will i>e one of the functions which will vent 
in the Provincial Of»vernmcnt under the constitution and that ihttrt 
will be no undue iffterferenre with their Imrrowing powers frona m 
central authority. 

(b) Government should take audh portion of the Hhare capital of 

Corporation m eannot Iw rhimd by public aubacription 

M The share capital may be aupplemented by debenture capital 
noiteasieoding twice the amount of the share capita! at the outset. 
There Aotild he no difficulty in raiaing tbi* proportion of <Ww»ntnre 
capital If the inveatmenta of the Corpciration are sound Tn ordet 
to attract inreatment in awch debentures, if it is found neceimary by 
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aovernm«Bt *o <t^r » Kua,ram#*e of ih* dehentow®, Qo»- 

«ram«nt laay give limited guarantee, limbed to the first issue 

of deiienturcs. or limited to a certain perira of'^rrency of the deben- 
ture 

^ {(f) GoviTmaent may, if necessary, purchase a portion of the dal>en- 
tur«*H uatii a regular market ha« been cr«atc*d for tbe«M5 debeniurea. 

^ (r) The industrial Corporation may secure additional resoureea 
by laking long term deposits from the public, but an immediate 
tiing in tbis direction with deposits for \tm than 2 years is gixaeslr* 
able m that might create competition with existing joint-stock banka 
When long term deposits are taken, the money thus acquired should 
lie lent out for the same period as that of the deposits. 

(/) In cases where Government suliscribes to the share or debenture 
capital of the industrial corporation or guarantees interest na its 
debentures, it should l>e entitled to l>e represented on the Board of 
Directors during the continuance of such interest in. and liability for, 
the concern. 

iff) Should the Provincial Government so desire, the Government 
Director will k>e entitled to for a reference to the Government if 
he does not agree witli the views of the majority in regard to iha^>ort- 
ant matters like increase or reduction of capital, granting of loans in 
any particular cases and appointment of Chief officials. 

(A) The Committee recommend that bye laws shoiild l>e framed by 
the Corporation defining the conditions under which financial facili- 
ties may granted by it to industrial concerns. When Government 
has an interest in the Corporation, such V»ye law^ will rix|uire the 
sanction of Government. 

12. When in a province an industrial C’orporation has been estab- 
lished on the lines contemplated in (11) alxive Government assistanc© 
in regard to capital under the State Aid to Industries Act should l>e 
given through that Corporation, 

13. There arc, and will be, certain industries mostly of a national 
or important character the development of which will fall within tho 
functioiis of the Federal or the Central Government and not of Pro- 
vineiai Governments. Further, Provincial Governments may theta- 
selves seek in certain other cases the formation of an AIMndia Bnak 
to secure proper liamon in the matter of finance and a direct 

lion with the large spending Departments of the Central Govetrsuneni^ 
aa well oa direct co-relation for the industries as a whole with Iraii* 
way ratfOS, customs, stores purchase and other policies of the Otnlrol 
Government. As the Central Government will have no territory of 
their own and as the collective benefit from the AlMndia Corpora- 
tion wdll (low back to the ProvinceSs the general economic coisotidera- 
tions leading to the eatablisiiment of such an AlMndia inatitution 
may find atrengih from the support of the Provincial Govertupmilii* 
There must, therefore, l>e ensoa in which the vehicle of giving lAig 
financial aid should preferably Iw an All -India Industrial Corporalion. 
We should like it to be clearly understood that otir recommen^tSoiWt 
do not rule out the formation of »uoh an institution when ita 
mial^ished to the saiiafaction of the Federal or the Central ticgisli^ 
tore, 

14. Small industries and some cottage industries ihoold^^Se 

leaped with the aid of co-operative banka It is not tlilt 

c«yo>perali%'e banka to have Indoiitrial or technical adviaorg oo their 
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f>«rmanent staff. A with <^mox^eii«p should %» 

able to carry on aUd thito should ha no dimonlty in 
ad%*icc and g^uidanoei from the people in charge of large «eale iaduih 
tri<m without any cost. <?erman experiencso in this held in wortll 
studying and this might he done by depuivng men to go and »tudjf tibt 
problem on the spot a« it is not possible to lay down general priin* 
ciples in the ease of small industries m in the c&m' of large indimiiitlt^ 

, Qpreritment assistance should be given in connection with propagandlt 
and education and there is no objection to Government providing fundi 
if the movement grows on a large scale and there h an actual lack irf 
funds. ' 

(This portion may require nmVncfment aa a result of later di»“ 
cussians with Dr. Friederich). | 

t5. The hardship caused to industry by the seasonal rise in tht 
Imperial Bank of India rata and the remedy therefor aa also th# 
establishment of investment trusts are dealt with in the section on 
the Money Market. 
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ENCLa^rRE VIIL 

FlKANCma OF Forkion Teade. 

Cmcl unions mmmunicaied to the foreign hanking experts, 

]. \\(* conBider that it u not desirable that the country should be 
dej»ertdent on the faeilities afforded by non Indian institutions for the 
financing of foreign trade. 

2. In view c>f the foregoing Btateioent we recommend the e^tab 
lishment of tit least one new Indian institution for financing the 
foreign trade of India. 

3. hurt hoi, in view of the fact that the chances of the successful 
entry and operation of such an institution depending upon private 
initiaiive and enterprise are meagre, we are of opinion that the said 
institution must exclusively handle the work (^onneeted with foreign 
r*^imttanecs of ( luvernment. It is understood that w'hen the RcHtirve 
Bank is cstablisheci, the Heserve Bank will take the place of the 
Controller of C’urrency in deciding the rate of Government remittance^ 

4. The State should subscribe the shaie capital of the hank at the 
start, and .10 years after the establishment of the hank the luestion 
of issuing shares to the public may be rcniewed by Government. 

5 The proposed Vmrik should be established m the next two years 
irrespective r»f the simultaneous establishment of the Reserve Bank 

6. It ha-s lajen suggested to u« by witnesses that joint sto<’k Wnka 
»bouM do exchange business. We consider it desirable that this 
policy should be pur»ut»d. This development should assist the natural 
growth of the Indian share in India’s foreign tiade, both directly 
by the facilities afforded to the customers of these hanks and in- 
directly b,\ providing a further stimulus to the foreign banks under 
the slress of competition to assist the Indian mei chants to a greater 
de^nci* 

7 in \iew of the C’ommittee’s jcrovisional conclusion No. 12 under 
the heading “Money Market'’ the inference follows that there i6 no 
reason why the Htato Exchange Bank, when it is established, shenid 
not foster the introduction of rupee lulls for import business. In 
fact, the Exchange Banks mav well make efforts immediately in this 
direction provided the importers are prepared to adopt the arrange- 
ment. 

^ It is recommended that any bank, Indian, or non-Indian^ 
wialiing to do banking business in India should be required to take 
out a liwnae from the Reserve Bank, when it is established. This is 
partly netcfsfsary in the interests of depositors and partly for giving 
tho Reserve Bank some control over the banka operating in the 
country. 

9, it has been urged before the Committee that the opening of ii^ir 
branches by tlie Exi^ange Banks and the Imperial Bank of India 
uffeot ^he branch banking activities of the other Indian joint stock 
bankx The Committee rt^commend that in order to ensure a VfcU 
ordeied devdopiiient and extension of joint stock banking in ^ 
country any bonk desiring to open a new branch in India should be 
required to obtain the approval of eome authority in India^ prefer* 
ably the Reserve Bank, before doing so* 
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10. IJbencefit should b© freely granted to the already estafeliahed 
baakii and it would be the business of the lieensing authority to see 
that the provisions of the law and any other conditions speeiEed in 
the licences are complied with. 

11. In addition to periodic statements from Exchange banks along 
with cthci mend>er lianks provided for in the lleserve Bank Bill, 
annual statements showing tneir assets and liabilities relating to their 
In«lian business, as prescribed by the Heserve Bank from time to 
time, should be furnished by the Exchange banks to the liescrvo 
Bunk as a condition of the grant of licences. Such statements will be 
cxiiihitfd by the Exchange Banks along with the balance sheet at all 
their 

12. Tlie returns to be submitted by the Exchange Banks to the 
Rescr\ f' bank shall Ijc audited in such manner as may be prescriiied 
by the Reserve Bank, 

iY./t - Conclusions Nos. B, 9, 11 and 12 have been included in the 
conclusions relating to the Rcgulalion of Banking. 
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ENCLOSURE IX. 


Mooty Maekkt in India. 


ConcluMonB cofrimvnicated to the foreign banking experts, 

1. The existing system of control of currency and credit in India 
which is in the hands of Government and the Imperial Bank of 
Ind’a respectively is defective. The Committee are of opinion that 
the control of currency and credit in India should be plated ae soon 
m possible in the hands of a single authority which may be lermed 
the Kcscivo Bank. 

KJi . — This recommendation has been made on the understanding'" 
that the Reserve Bank of the right type would be created. 

2. The establishment of a Reserve Bank would^ by mobilisation of 
banking and currency reserves in one hand, tend to reduce the chargee 
bonie by trade for the use of loanable money, other factors remaining 

the same. 

3. The creation of the Reserve Bank may be expected to diminish, 
if not remove the existing differences in the rates of the indigenous 
Money Markets and the Money Markets of the Presidency towns 
provided the rediscount and other facilities offered by it become 
effective and the number of banks and indigenous bankers enjoying 
those facilities are numerous enough for the requirements of the 
<5ountry 

4. It is dear that the borrowings of the Government of India in 
recent years have invited criticism in all quarters both in regard to 
the amiuint, the time and the terms and in regard to their effect on 
the general level of interest rates to the detriment of trade and 
industry and of the development of banking facilities. As it is 
not ix part of the function of this CommitU^ to enquire into this 
matter, we abstain from passing judgment in the matter. The Commit- 
tee, however, hope^ that when the Reserve Bank is established, Govern- 
ment would work in close co-operation with that bank in the matter of 
their borrowing operations (including rates for post office savings 
banks deposits and cash certiff cates) and that in those circumstances 
there will be no room for adverse criticism of the kind referred to. 

5. The present conception that th seasonal monetary stringcmeiy 
in India is Inevitable and that this stringency must bring about a vnde 
range of interest rates is erroneous and can be traced to the existing 
defective system of control of currency and credit. It will be one of 
the functions of the Reserve Bank, when it is created, to kmp snffih 
eteni free rtmrvea at l^e beginning of the busy season to supply tbs 
eountisy with the currency needed during ihe crop-mosinf 
season without the necessity of putting up the interest rate solely 
on this a<^anl The present syi^em of issue of emergency enrrenoy 
under which no issue is possible except at stated rates of intere^ 
has contributed to this unsatisfactory state of affairs. With the 
establishment of the Reserve Bank, the supply of additional gurres^y 
against proper account will he automatic, and the question of penal 
rates of interest would not arise. 


6. Owing to tie alm^nce of a well -developed and extensive Bill 
Market in India at present, it may not be possible for the 

Bank to make its iniluence felt without an additional provision 
enabling it to make loans and advaneea on the seourity of movablo 
goods, wares and merchandise, besides the warehouses*^ warrants or 
warenous^i receipts representing the same. We recommend that sue| 
provision should be made. The Heserve Bank need not necessarily 
avail itself of this provision to a large extent, but the mere fact of 
its existence will give it a strong innuenee on the level of inten^st 
rates, 

7. The liest‘rve Bank should not ordinarily cotiipete with Com- 
mereial banks for profit, but the Eeservo Bank ought to be in a posi- 
tion to operate in the open market and compete with the Commercial 
banks »o as to make its policy effective. 

8. As it will take some lime before a greater use of bills is made 
by the financial and business coinmuniity of India, it is necesMiary to 
exb?^nd and improve a« far and as soon as possible the system of 
giving credit against the security of movable goods, especially Uie 
products of the country. This will be facilitated by the development 
of warehouses adapted to the requirements of the various parts of the 
country. 

0- The following further measures to stimulate the use of bills 
ought to be con8id€*red : — 


(а) Stamp duty on bills of exchange should be uniform for all 

parts of India, 

(б) The pulilished rate of the Reserve Bank should be the di«- 

count rate for genuine first class trade hills and the rate 
demand loans against authorised securities should bo i»ome- 
what higher. 

(c) The use of vernaculars and the standardisation of that 

should be promoted. 

(d) Conditions for extension of the Bill market will be created 

by raising the standard and improving the banking 
methodn of the indigenous bankers whose knowledge uf 
ItK/il conditions and of the trade conditions which must 
form the basis of good bills, would enable that communitv 
to provide the commercial banks and the Eeserve Bank 
with a gradually growing number of genuine trade bills. 


10. Tlie published rate of the Reserve Bank should lie the minimum 
ra^ at whicii it is prepared to buy or rediscount first class irado 
bills and promissory notes of member banks and bankers, the Bank 
Mving full discretion in regard to the rates for ita open market 
operations. To stimulate the use of bills the Reserve Bank should use 
Its discretion to charge a higher rate for demand loans against 
authorised secuntiai and it may find it useful to have a larger margin 
between ^tfacse^ ra^ at the outset than will be necessary after the bill 
martot has developed. Should the Reserve Bank in the first few 
yeaw at any ra^ find it neoaasary to discount the paper of the 
p^lio wiOiout bank endorsement it should consider, whether It 
«*ooW art charje a tujjher rate of diacoant to the public than that 
caarged to m erober banka and banlrm. 

•Wbaww tea ward “ anuteoaaa " la naad in tek note it inottMlM « codown." 
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Trade Biils will include promissory potea arising out of 
h^ma ^df or commercial trade transactions bearing two or more good 

Eignetiircs<\ 

IL Subicet to any further discussions on the subject of indigen- 
ous bankers in conneiTtion with the memorandum on **Rural Finance"^ 
the following suggestions are accepted 

{a) The Committee are not in favour of any compulsory measures 
iii regard to bringing indigenous bankers within the Reserve Bank 
scheme. 

ih) Such of the indigenous bankers as desire to be placed on the 
approved list of the Reserve Bank and become eligible for the recog- 
nised financial fiK*ilitics from that institution up to limits presorihed 
by the latter, should undertake to specify the following conditions; — 

(i) For rediscount fneilities under section 17 (2) (a) of the 
Reserve Bank Bill of 192B such indigenous bankers as arc 
engaged in banking proper should bo eligible to bo placed 
on the approved list of the Reserve Bank in the same 
manner as joint-stock banks. 

(ii) Thej^ should (^nfortu to any standard rcgartling owned 

capital, etc., prescribed for this purpose by the Reserve 
Bank. 

(iii) They should agree to have proper books of accounts kept 

in the usual recognised manner and to have them audited 
annually by one of the recognised auditors. Thc^c hooks 
should also be available to the Reserve Bank for inspection 
and audit. 

12, The introdtiction of rupee bills in connection with the import 
trade of India primarily depends on the feasibility of an alteration 
oi the currenev in which the import hills are drawn and this will bo 
dealt with unuer the head Financing of Foreign Trade. It has l>een 
urged before us that with an import business on private account of 
rtpproximately Br. 230 crorcs a year, the natural bill market for this 
ourpoiie is India and not outside India. This is particularly justified 
by the fact that at the present time when most of the import bills are 
being drawn in sterling currencr>’^ the rate of interest payable by the 
Indian importer (from the date of purchase by the Ixmdon Bank of 
ueanec bill on him up to the date of maturity of the bill %}lut at 
least 18 days for remittAnce of the proceeds of the draft to tendon 
by A Demand Draft) is not based on the open market rate of dis- 
tiount in Ixiriidon hut on the Bank of England rate with a minimum 
of per cent, all through the year. 

13. The words * 'drawn and** in clause 17 (2) (a ) of the Bill should 
be dele^d with a view to widen the scope of the clause so as to indude 
rupee import bilk when they come into being. The clause as thus 
amended would read aa under:— 

*'tlie purchase^ sale and rediscount of bilk of exchange and 
nromissory not4sa, putable in India and arimng out of 
wan commercial or trade trMsa<^ons, bearing two or 
more good signatures, one of i^ieh shall be that of a 
edieduled bank, and maturing within nlne^ days from 
the date of such purdkase or rediscount, eadtusive of diift 
of grace 



14. In view of the fact that if indigenous bankers were included 
ifi the list of strheduled banks, » greater proportion of the ifrieul- 
turfil population would come within the purview of this clause than 
if the Ileserve Bank dealt only with the existing scheduled banks and 
Provincial C\M:>perativc Banks, it is not neccsaary to suggest any 
change in tlie limit prescribed under clause 17 (S) (h) of tho Bill for 
total value of the agricultural bills discounted or rediscounted. 

15. As regards the period of 6 months for agricultural tills in 
clause 17 (2) (6), the period may lie extendeeb if this is considered 
more suitable to meet the wnditions of agriculture in India. 

16. When any securities arc issued with the guarantee of Govern- 
ment Iroth for capital and interest, the ijuestion of including them in 
the securities specified in sub clause (8) of clause 17 of the Bill of 
U>28, should tie considered, 

17. The Henerve Bank should be permitted to act as agent for any 
Indian »State in the Hauie way as it is empowered to act as ag:uit for 
the (’cntral and Provincial Governments in clause 17 (11). 

IS. The words '‘ami the Beserve Fund ' should be inserted between 
‘'share capital'^ ami “of the Bank’' in the first proviso to suh clautte 
(14) of clause 17 of the Bill. The proviso as thus amended would 
read as under: — 

‘Provided that the total amount of such borrowings shall not 
at any time exceed the amount of the share captial and 
the Reserve Fund of the Bank." 

10. Omitted. 

20. The words “drawn and" should be deleted from line 10 of 
clause IH of the Bill, it lieing the necessary corollary to the amend* 
ment jireviously proposed in regard to BubK'Iause 2 (a) of clause 17. 
The clause a.s amended v^ould read an under:-*- 

“When, in the opinion of the Board, it is necesRary or expe- 
dient that action should be taken under this sexjiion in 
the interests of Indian trade or commerce, or for the 
jmrpoftc of enal>Ung the Bank to perform any of its func- 
tions under this Act, the Bank may, notwithstanding 
any limitation contained in sub clauses (a) and (b) of 
clause (2) of section 17, purchase, sell or discount any 
bills of exchange or promissory notes payable in Indi% 
and arising out of bona fijJe commercial or trade transao* 
lions, l>earin^ two or more good aignaturea and matur* 
ing within ninety days from the date of such purchase or 
discount, exclusive of days of grace," 

21. cost of internal remittance in India i# higher than in other 
countries and should be reduced as far an possible with a view to 
bttter utilization of the resources of the country thereby lowering the 
rates of interest generally throughout the country. It is understood 
that in Canada it is done free by banks if the places are near to one 
another, say within 300 or 400 miles, but a small charge is made if 
they are far apart; the charge for remittance in Java is only 1 guilder 
lor remittance of 1,000 guilders or above irrespective of the amount. 

22. If transfers of ^ money for member banks and bankers were 
made by the Keseire^Bank free of cost as a national service, it 
would have a good influence on equalisation of interest rates through- 
out the country. It will perhaps not be possible in the beginning to 
abotlih the charge but it might be possible at a later stage. 



678 


5S3* The Beserve Bank should have the direction of the Oleariug 
Hottl^e$ in India, 

24 , The eetablishment of investment trusts is a matter for private 
enterprise and may be looked upon a» the poaaibility, as banking 
and investment hamt grows in India. We do not recotnincnd any 
epeoial forms of State assistance to such institutions. 

25* The Reserve Bank, when it is started, will at the outset have 
a very smaii number of branches and would make use of tiie 
branches of the Indian Joint-Stock banks including the Imperial 
Bank at other places* 

20, In order to encourage the opening of branches by joint stock 
hanks, the Reserve Bank may plac^ for the first five years with every 
new branch opened fay an approved joint-stock bank at a centre 
where there are no joint stock banks a deposit of such sum on euA 
terms and conditions as it may consider necessary. 
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ENCLOSURE X. 

Thb Imusaial Bank of India* 

Condmion^ communicated to the foreign banking esptrU. 

1. The Reserve Bank wonld utiliiie the Imperial Bank aa its agents 
in the country wherever it has not got a briinch of its own for Bueh 
period after its establishment until the Board of the Reserve Bank 
were able to make permanent arrangements with the Imperial Bank 
or any other bank. 

S. The re^strictiuns imposed by the present Act on its transacting 
foreign exchange business or other class of businesui which are not 
imposed on the operations of Indian joint-stock banks sliould be 
withdrawn. 

3. Any other matters connected with the Imperial Bank Act will 
be considered by the Committee separately. 
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ENCLOSURE XI, 

IIegulation or Banking. 

ConcluaiofiS communicated to the foreign banking experts, 

Seed for legidaiion. 

The Committee are not in favour of elaborate banking regulations 
dealing with matters which had best be left to the discretion and 

of responsibility of the directorate and the management; such 
restriction is at times* likely to do more harm than good and hamper 
tlic activities of banks. At the same time the Committee are of 
opinion that the existing provisions in the Indian Companies Act 
governing banking companies arc inadequate?. Several important 
matters having a vital bearing on questions such as the stability of 
bankx the safety of shareholders and depositors and the prop'^r 
management of banks and the development of banking generally ro- 
main to Ims provided for. Some of these matters require anipiilic^ation 
of the existing statutory provisions; some can l>e met in the case of 
banks to be established in future by suitable provisions in the Memo- 
randum and Articles of Association of the different banking com- 
panies according to their respective requirements^ subject to the 
approval of the Registrar of Joint Stock Companies; eome might l>e 
left to the control of Directors and the supervision of Auditors; while 
some wHiuld He within the purview of the Reserve Bank when it is 
ostahlisbod. 

Statutory Proviitiom. 

2. There are two ways in which the existing regulations can 
amp tiffed: — 

(1) by the promulgation of a stpecial Bank Act comprising 
the necessary provisions governing all banking insiitutionfi^ 

(S) by the amendment and ainpliffcation of the Indian Com- 
p/Uiics Act as to f>rovidc for the additioual riintters 
which rtxiuire to bo dealt with by legislation. 

3. The majority of the Committee prefer the ffrst alternative. Th^e 
ft reign banks operating in India should also be brought w ithin the 
purview of the Act. 

4. The additional matters which should be provided for by legisla- 
tion are as undeit: — 

(1) The Act should lay down (a) that adequate provisions re- 

garding the subjects mentioned in paragraph 6 should be 
incorporated in the Memorandum and Articles of Asst>ci- 
ation of a company which wants to make use of the word 
'*baiik'\, or the words ’'savings bauk'\ "bankiDg com* 
pany^\ "banking house^*, "banking asaociation'* or ^Irnnk* 
ing institution", or any word or words of import equiva- 
lent thereto in connection with ifca operations; and that 
(6) an existing oonoern using ony such title should arrange 
to conform to such provisions within ffve years after the 
Banking Act is paM?d, failing which registration in its 
existing name would be cancelled. 

Penalty for unauthorised use of the title to be considered 
by the Committee later. 

(2) These Articles should prohibit activities other than banking* 

(a) The Act should give powers to the Registrar of Joint Stodc 
Oompani^ to refuse the registration of banks the Articles 
of Association of which are not in accordance with the 
provisions of the law. 
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<4) There should be a separate index of Hx namdi of 

of a baakinK company for ready reference and inspeyUon 
by shareholders, a* is provided for by section 96 of the 

(English) Compania® Act, 1925K 

(5) The authorised capital of a bank sliould not be more than 
double the subscribed capital and the paid-up capital 
should not be less than 50 per cent, of the subsa^ribcd 
capital before eonimencement of business. It should not 
commence business until its paid-up capital is lls. one 
lakh. 

'6) Auditors and Offk'ers of a bank should be rendered liable 
for omission to state material facts in their reports and 
ill the presentation of the accounts of the bank. 

<7) Any payment to any auditor or any account in addition to the 
amount of remuneration fixed at a general meeting of 
HharehoUlers shall be invalid unless fixed or confirmed by 
the sharcbolderto. 

<H) Ptfiviftion should he made for a temporary moratorium, on 
the recommendation of the lleserve Bank, with a view to 
preventing compulsory liquidation of a bonk which is in 
difficulties, 

<9) Pr<Jvision should bo made for the appointment by the 
cix'ditors of a Committee of Inspection on the linos of 
Section 240 of the English Companies Act, 1929, in ibo 
casti of liquidation of a bank. 

(10) In the case of compulsory^ liquidation there should be pro- 

visions on the lines of the English Companies Act, (Sco- 
tioUK 237-240) for safeguarding the interests of creditors, 

iV./f, — The precise provisionB will be settled later, 

(11) rrovision prescribing form of Balant^e Sheet and Profft and 

Loss Account. 

A./i, — The question whether the Form prescribed in the Indian 
ompanies Act is adequate ^ill be considered later. 

(12) ProviMon that the annual genera] meeting shall be held 

n<»t later than throe monthn after the close of the year. 

(13) In case of voluntary liquidation of a bank the appointment 

of a liquidator shall W made by or with the approval of 
the Board of Directors of the Reserve Bank. 

(14) Provision requiring institutions doing hanking businens 

in India to keep a separate register of shares owned by 
non-nationals. 

ci(i5) It is recommended that any bank, Indian or non-Indian, 
wishing to do banking business in India should be re- 
quired to take out a licence from the Reserve Bank, when 
it is established. Tliis is partly necessary in the interfsts 
of depositors and partly for giving the Eeserve Bank 
some control over the banks operating in the country 

<16) It hm b€‘en urged before the Committee that the opening 
of new branehet by the Exchange Banks and the Imperial 
Bank of India affect the branch hanking activities of the 
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other Indian joint stock banks. The Committee r^jcom- 
mend that in order to ensure a well orders development 
and extension of joint stock banking in the country any 
bank desiring to open a new branch in India shoild be 
required to obtain the approval of some autiiority in 
India, preferably the Heserve Bank, before doiiij; so. 

Licenses should be freely granted to the already established 
brinks and it would be the business of the licensing authority to fee 
that the provisions of the law and any other conditions specihed in 
the lic^enses are complied with. 

(17) In addition to periodic statements from Exchange banks 
along with other member banks provided for in the 
Beserve Bank Bill, annual statements showing theiy 'assets 
and liabilities relating to their Indian business, as pre« 
scribed by the Reserve Bank from time to time, should bo 
furnished by the Exchange Banks to the Reserve Bank 
as a condition of the grant of licenses. Such atatementa* 
will be exhibited by the Exchange banks along with the 
balance sheet at all their offices. 

(IS) The returns to be submitted by the banks to the Reserve 
Bank shall Vie audited in such manner as may be preiitcrib- 
ed by the Reserve Bank. 

5. Proposals relative to the following subjects ought to he left to 
the control of the Board of Directors and the supervision of Auditors. 
Attempts to regulate them by legsl provisions would tend to take the 
responsibility off the shoulders of directors and auditors and share- 
holders. 

(1) Provision for adequate rasem’c. 

A'./f. — Three members have asked that the matter be further discus- 
sed or that a limit be prescribed to the rate of dividend until the 
, Reserve amounted to the whole or a fixed proportion of the subscribed 
^ capital. 

(2) Loan* to a limited company, a director of which is also a 

director of the bank or to a limited company in wbicb 
any of the bank’s directors are members of the managing 
agent’s firm. 

(3) Valuation of investments and provision for bad and doubt- 

ful debts. 

The question regarding the manner in which the valusition 
should be shown in the Balance Bheet stands open for consideration. 

0. The following proposals ought to be met by the Articles of 
Asaociation : — 

(1) Prohibition to advance any loan on the security of the 

Bank’s own sharea. 

(2) Limitation of loans granted to managers, staff and 

Directors. 

(3) Proper regulation of the allocation of profits. 

( 4 ) Provision in order to enable shareholders to get the profit 

and loss aoeoimt together with the balance sheet and pro- 
vision that the report and the balance sheet should be 
posted to shareholders not later than 10 days before the 
day of the meeting. 



(5) Voting power of managers or other emplojws of tha hmK 

(fbe uominittee are of opinion that the proseiit prsuytioo 
in this should continue except tibat such pemona 

will not be alloweni to hold proxies for the purpose of 
voting on behalf of any shareholders), period of validity 
of a proxy and the voting power of individual share- 
holders. 

(6) Validity of votes tendered at the polls and time within 

which objections to the legality of a vote should be raised. 

(7) Bcstriction of the power of turectors to refuse to register 

shares. 

The K€?gistrar should scrutinise the Meinorandvim and Articles 
of^ Association and, if thev do not contain adequate safeguards in 
regard to these niatters to his satisfaction, be should refuse registra- 
tion until they have been properly amended. 


Matfen coming within the purtnew of the Ee^rrve 

S, Questions, such m preparation of monthly statements of liat^- 
lities and assets and the form of these statements, and amalgamation 
and reconstruction of banks in difficulties, may be dealt with by the 
Eeserve Bank, when it is started. 


Definition of the term *Bank* or * Banker*. 

9. The definition of Uie tenn *Bank% or *Banker\ has been regard- 
ed as well nigh impossible in other countries. It is much more ao 
in India where a d^nition cannot be drawn up without excluding 
many firniB of indigenous btipkers and individuals who do a conaidcr- 
r4b!e portion of the financing of the (xmntry. 

With a view' to encouraging indigenous bankers to adopt modern 
methods, it has l>een suggested that the term ‘Member of the (Ontrai) 
Bankers' Association^ be invented and that every T>ank or indigenous 
banker whose bills the licserve Bank decides to accept should have th# 
right to use this designation provided they undertake to abide by 
the rules of the Association, The Committee approve of this sugges- 
tion. 


Special Audit and Jnnpection. 

10. The Committee do not consider that any special form of Gov- 
ernment inspection would serve a useful purpose or be any greatiir 
safeguard than the present syste^m of auditing by authorised account^ 
ants. The pTOvisions of the Bank Act making* auditors of a In^tlr 
Ha|dc for omission to state material facts in their reports and in the 
presentation of the ectrounts of a bank, as suggested above, is all that 
IS required. 

11. The Committee have not come to any definite concUnion in 
regard to the proposals included in the attached list B. The Com- 
mittee understand that the experts are not in favour of these items 
being included in the lists of proposals classified under four different 
^oupi in paragraphs 4 , 5, 6 and 8 but that they are willing to leav# 
it to the Oommittee to come to any decision in the matter in view 
of the fact that the latter are more cognisant of local conditions than 
they are. 
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Staii^ment A. 

1. Proteetion should be giveu to banks against frauds in connac* 
tion with goods kept in the custody of eustomers on trust receipts 
by making such frauds a criminal ofTence. 

General agreement not arrived at. The matter will be dis- 
cufcFcd again. 

2. Directors and Auditors should be made liable for negligence in 
the discharge of their duties. 

3 CornpuUory liquidation should be under the supervision of the 
district court. 

The Governor General in Council should have the power to 
order, on the recommendation of the Ileserve Bonk, transfer of 
winding-up proceedings from one province to another. 

5. The question of costs of liquidation should be dealt with by 
the courts and delinquent directors or officers of the banJk should be 
prosecuted at public expense. 

Statement 

(1) Provision that the total clean advances made by a Bank or 

its advances against immovable property should not ex- 
ceed the paid* up capital, 

(2) Limitation of advances to an individual without securiry. 

(3) Limitation of the amount of advance.^ U> any single indivi- 

dual or to any single c‘oncern. 

(4) Ilestrictions on borrowing and prohibition of mortgage of 

uncalled capital. 

(6) Bestrictions on investment in immovable property. 

(0) Restrietiona on investment in shares and debentures of joint 
stock companies. 

(7) Kct^triciion.H ns to s^hort temi and long term business. 

(B) Prohibition of the Managing Agency Rystein. 

(i») Restriction of the business of co-operative l>anks to co-ope- 
rative banking. 

(10) Reservation of the field of agricultural linaiice for the co- 

operative banks. 

(11) Prohibition of a joint stock bank or its branches in towns 

having a population of less than 25,000. 

i 

(12) Provision for J^nsing all persons (which term indudes 

firms and bdnks) doing banking business, excepting joint 
stock banks incorporated in India and the co-opei^tive 
credit societies. 

(13) (u) Bdection of only firms of auditors of long standing ex- 
^ perienee for licenses or certificates to act as auditors of 

banks. 

(5) Appointment of two auditor®, one by the Directors and this 

other by the shareholders. 
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The Experts have ©xpressed Ihe view that if Jt i$ felt that MJ 
ipeeial form of Government injsj>ecuoii would serve a useful 
or be any gnjater safeguard than the present system of auditing by 
authorised accountant and that some of the existiiig hnns of im> 
ctmntants are not sufheientiy reliable to be entrusted with the work 
of auditing the accounts of a bank, some form of regulation based on 
the Canadian system, w’hich provides for the {M'lection of auditors by 
the Minister of Finance from a H«t of persons prepared in ‘vm>rd~ 
anct wdth the provisioiis of the law% be adopted, etV/c Section of 
Bank Af t of C^uiadH. The Experts feel, however, that th«i strengthen- 
ing of the Companies Act with regard to auditing io that the rud>- 
tor» rau8t make a report and be responsible for its nceuracy is all 
that is required. 

( 14 ) Provision enabling auditors to publish instances of 

w irulow-dressing in a schedule attached to the balance 
sheet. 

(15) Provision requiring auditors to bring to notice all irre- 

gularities discovered by them. 

(16) Provision to give right to auditor.^ to make any report 

they like and to attend and speak at all meetings of tha 
Bank. 

(IT) Provision to authorise auditors to pay surprise visits for 
the examination of bank acf'-ouiits. 

(JS) Probihition to make advances to the bank’s auditers either 
jointly with other persons or severally at short or long 
term with or without security. 

(1&) Prohibiting directors of a hank to vote as shareholders or 
to solicit proxies for the appointment or removal of 
au d iters. 

(20) Provision requiring that returns of up-eountry tiranchc^ 

of banks should be certified by qualified local auditors, 

(21) Arnendnieiit of tlie form of auditors' certificate. 

(22) Vesting of the power of investigation in the (Jontroller of 

Banks, whose appointment has been Kuggested, 

(23) Authorising shareholders of a bank holding l/K)th (and 

not l/5th as required under section I3B of the Indian 
Companies Act) of the shares issued by a bank to apply 
to the local Government for the investigation of ita 
affairs by inspectors. 

(24) Deletion of the clause requiring applicant for inspectum 

to give security of payment of the ooat of the inquiry, 
or in the alternative, reduction of the amount of Hceurity 
required. 

(25) Authorising the Controller of Banks to prosecute any 

perwns connected with the bank, who may be criminaily 
liable. 

(*8) Provision that the ^xp^msm of enquiry ghail be borne by 
the state if it result# in prosecution and in other cmen 
by the Bauk^ unless the Coutroller directs otherwise. 
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^2V^ Cojop^^lling a bank and ita officers Ui put itm aSmrn on a 
s^'J/islactory baais, should it be found necsessary m a rinsult 
of enquiry* 

<1^^) Prohibition against the director of a bank acting as a 
<hm*tor of another bank* 

(29) Provision requiring that a director of a bank shouhl not 

\m related to the Managing Director or the Manager of 
the Bank* 

(30) Disqaalilieations for the oihce of director of a bank. 

(31) Prohibition agr.inst the director of a bank actmg as its 

liquidator, 

{32) Bemoval of a dinn’tor from ojfice. 

(33) Ilctircment of di recto rn. 

(34) Prohibition against a director resigning before thr '-tatu* 

tory meeting and provision requiring a director y pr.*veiu-,» 
at the meeting to give such explanation as may bp required 
of him* 

(35) Voting |>owpr of direetorn f(U’ the appointment, reuKaai 

or re-nppointnient of Cbairniarq Directors, or auditors 
of a liank 

(36) Best fiction on the (hairinan of the Board of Directors 

acting in that cnpaciiy for more than three ye ir^ Aitbout 

re-election t>y the Conipany at a gi‘nera] meeting 

(37) Provision requiring directors to submit to the share holders 

such statements of afTairs as they nmy require. 

(3b) Pro\ision requiring inclusion of certain particulars in the 
Directors’ Report. 

(30) Pro\ nsion rtXiuiring that e\cry institution thung banking 
business in India should have a majority of Indian 
Directors, 

(40) Provision requiring a miairnum standard of quaJiScations 
for the Manager of a Bank. 

<41> Provision requiring that the name of the Manager should 
W HhovMi tsonspicuously. 

(42) Provision requiring that the term of the Managing Direc- 
tor or a Director should not exceed a stated period with- 
out re appointment by the .shareholders at a general 
meiding, 

;43) Pmhibition to pay to Managers or Managing I)*rcctors 
certain percsentages of annua) profits as part of tbeir re- 
muneration. 

,44) Power to depositors to elect their own repres^nitati ve.s on 
the Board of Directors, 

<45) Provision enabling a shareholder to obtain inspeetion of 
rninutes of proceetJings of general meetings or to get copiet 
ol extravU. 
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Provision couapelling the management of the bank to ^end 
copies of minutes of meetings to its sbarehoiders, 114. 

<47 > Provision rontining the Bankers’ Hen to partly paid shares 
only. 

(iB) Proposal to create a kind of Bankers mortgage® with cer- 
tain concescious. 

<49) Provision rfv^inring a hanking cwnpany to filo, with the 
Pegistrar of varfi Pnn i nce where it has brunches parti - 
vuiars of its luoriKages and changes. eUc 

« ry» Prohibiting share hawking. 

(51) ProhiVniion of Imnk transffos of shares. 

(52) Prescribing a lime limit within which transfers should be 

registered. 

(5rH Provisitnv requiring that a bank should furnish cop>es cf 
itH MeinorHuduin and Article® of Assixuatiou tct ar.y mcrr 
brr of the |)uldic on payment of a preHerilMnl fee. 

(54) Provision rravuiring that copies of contracts diHclosed in 
the prospectus of a banking company should be filed witt? 
the Pegistrur. 

<55) Names of the different joint stock t‘om|>anies in which the 
directors of a liank hold similar otI)ce» should be clearly 
Hulicated in the register of directors. 

(5li) 'Die re shouirl l)e a )»rovision enabling sharchol ders not only 
to uisjiect the register of members hut also to take <.*opies 
or extriw'ts. This would involve amendment of Section 
30 of the Indinn C*ornpanic.s Act. 

( 57 ) Creation of an office of Ilcgistrar of Banks. 

(5B) Prohibiting the t>|>ening td a new' branch by any banking 
institution in India without the permisiNion of tfu* (Vntral 
Ibujking Authority and provision recpiiririg information 
recarding chasing ni brunches. 

(59) Provision requiring the perinisxion of the f’cntral Banking 
AuHvoity f<o- opetiing Havings banks. 

^00) Prohibition of amalgamation of banking institutions with* 
•ml the permission of the Central Banking Institution. 

<fil) Prvdiibitjori to acquire controlling interest ir; hardcing 
inst itutiouiiv without the di^Iosure of such informatiem to 
the Central Banking Authority. 

( 62 ) Prohibition againsi any party, firrrp institution, or company 
ihrrsugh a foreigo country acquiring <xxtitn /fling 
intcre?*! in any irod it utif.ui doiitg bankijor f>ufcines?^ in this 
ct.m M t ry . 

i63) Sptxial safeguards for protecting the interests of depositor* 
and other Indian creditors Iti the event of winding u|> 
of non* Indian banka. 

(64) Propo^^aJ fh^it depositors of small amounts may be girgA 
proteetioo and preference by law. 
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(65) Pm^isioD, to the effect that a certificate should be obtained 
from the Advocate General or from the Registrar of Com- 
panies before anybody takes criminal proc^inp against 
a banking company. 

(t^) Amendment of Clause VI of Scrtion 126 of the Indian Com- 
panies Act, under which an application may be filed for 
the winding up of a company “if the court is of opinion 
that it is just and equitable that the Company should be 
wound up ”, 80 as to exclude banks and other credit insti- 
tutions from the operation of the section, 

(67) With a view to preventing l»ear raids every seller of a 

bank’s share* should lie required to give the actual number 
of shares at the time be sells them. 

(68) W'hethcr form F of the Balance Sheet prescribed by the 

Indian Companies Act should not l»e amended so as not to 
require banks to show separately debts in respect of which 
the bank is fully secured and thost' for which it holds no 
security other than the debtor 's persona! security, as 
such a provision is lielicved to affect a bank's policy iiv 
regard to unsecured advances. 
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ENCLOSOiE XII. 

Fixaxci.vo the Cceeext Needs op Aqricddtde** 

About million people or 73 per cent of India’s population (ao^ 
cording to the census of 1921) are supported by agriculture. It is the 
first source of India's economic life. In our opinion its future develop- 
ment to a large extent depends on tlui creation of prosperous agritul* 
ture. A large pen^uitagc of the Indian cultivators are at present deeply 
in debt. There are many reasons for this. The prirunpal question with 
which we }m\e to deal is how to supply cheap and suitable credit to 
them in order to finance their activities and improve their conditions. 

The supply of cheap credit^ even credit without interest* i« only of 
advantage to the agriculturist if production is or can be made, profit- 
able and his iudehledness decreased. Chenp credit alone Will not 
prcKiuce sound agriculture in IruHa. The MKial and economic eondi* 
tions of the cuhi\ato»r are-“accordiug to our information— so un- 
favounilde that it is difficult for him to obtain a net profit and so to 
get rid of his. def)t8 That is the main reason why the question of 
financing Indian agriculture is a difficult problem. 

Some r»f the unfavourable conditions may 1 h‘ mentioned here: 

1, I neerfninty concerning most crops in parts of India owing 

to drought conditions. 

2. S\vtcru of Inrid tenure. 

tc) Prevailing tenancy system. 

Sniall si?.e of holdings and their fragmentation. 

(r) I lent legal protection f;f the tenAuts with regard 

to terms of lease. 

{'/) Joint faiiiiiy system. 

<} hndficu'nt marketing of produce, 
t. iiiittuacy 

An energeru* Hiirariaii piJicy of refuriri vs necessary for the pur- 
pose of creatiirg /trophthfe agriculture under modern conditions. Un- 
IcKs this is brought about credit uilj reinain wauik and in consoqucncc 
the evmimard of cheap money beyond the power of the ryot. (Jovern- 
meat have undoubtedly dom* good work for agricuilturists with regard 
to cons^d idat um of holdings ‘and irrigation of land by canals and sink- 
ing wells XevertheiesH the field of activity in this dircs’tion is still 
very large, even apart from the ar^n which is Mill available for the 
purposf of creating further settlemeiiia. 

Tlie chief agencies for loans to agriculUiriMs have been : — 

(n) Money-lenders (both professional and nori-profesaional, in- 
cluding landowners, merchants, traders and other casual 
money-lcndera.) 

(^>) Co-operative Credit Societies. 

(f) Goiernment (takavis). 

(d) Commercial banks and bankers. 

Our task is to examine the moat suitable agencies. We have to bear 
in mind the special featuren of agricultural r^uireraentii as compared 
industry, commence and trade. The period for turning over 
tnrested working capital in agricnltura is longer than is nauiUly tl^ 



ia commc-rce. Agriculture also requires a relatively high fixed 
capital (compared with the working capital) to be saak fox Idag 
periods, for instance in : — 

(a) Land laiprovemeuts (irrigation and wells). 

{/j) Furehase of Land. 

While working capital for agriculture is required fur at least a 
period of 6 months to one year, capital for land improvoraent and 
purchase? has to lie invested for an indeiinite period of years. 

A repayoicut of the inveBted capital can only be made according to 
the net profits obtained from the investmenUs. Credit agencies for 
agricukure have to accommodate themsei\i.rs to its special require- 
ments, FixihJ credits fur long-term loans to afn iculturo cannot tiierc- 
fore be a field of activity for conirm i aal It is only the supply 

of short teriii credits lor Ikuuunng the current needs <vf agneuiture 
which is suitable for Cominercial Banking. 

( >n the other hand, comoieiaual banks can only in tiudr own 
interest deal with mure suro;tantial people than mofct agriculturists in 
India are ami rauKt realise their inuney advanced iw a slautcr time 
than the average agriculturist is aide U> comply wiih. With rt'gard 
to this divergence la-twecn ccinuncnual bankii^g ami agricultural credit 
it is {litHcult to sec liuw under Indian conditions comimrciai banking 
can devadtjj) linking relations to anv up|ire<n;l>ie c.xUuil direct with 
tile cuUiviitors. 

I’lie f\% ( professio: ini anti non lo ofc'-sionai) have ugi to 

now lasui thi‘ ciin‘f agency bn* tiiiancmg tin* Indian ag lu cull \U' ist. 
They have undoubUully rendmed a \ ahi.-dth‘ mu v jr. t.j agriculraie. (hi 
the other hand they diarge relatuely h)uh rat‘ s of iiit^-rests. esjua inlJy 
from t}K)se |>eopie who cannot g:jv<‘ any subsiantial scrum v, in other 
word<, from tla^ poorest ami weakest tteopbu it may In* roncoded 
that tiiesc high rates are equivalent to iIh- riske- l urii by tlc' Icmhvrs and 
loans arc not nsuaMv' being advanced ou groumis of generosity or 
phi laid hropliy, but fr«r making profit^. We are e?f ilte rqdnion 

that it is urgently neccs.^aiy le» proteet the ngrifuilturist s aicaiuf-r. 
usurious nianey lemb-rs. W'e do not, think that the aim ran be .achieved 
by st rengtiuming the ''Usurious l.a>jins A<*t of PoS." 

The be^t weapon against the usurious dtsaiing of incuicy leridarB is 
undoubiediy the ro'Oprnrt i rr l>o<b credit and marketing. 

The cxperiotice of other cov,nt ries, esy^rciaUy in Uenvmi'.y, prove ihiB. 
Tin:* K’iovernments of tiie proviTi(a:*s in Britmli Jmiia liave been making 
the utmost endeavour to expand th»: w'ork of co t>|>eration in their 
respe<qive Provinces for the la^t years. Not w itlistanding thff efforts 
made in British India only al>out 15 millioTi f)Cop!e or on an 
average 6 per c‘'mt. of tlm tiUal rjopelation of about milliont 

people have up to now been touehed by the movement. All possible endea- 
vour ahanld be made to make the co-operative movement more efficient. 
Co operative credit sotueties arc decidedly the most suitable cn*<lit agen- 
cies for financing the curreut needs of the agriculturi»ts. This has 
lieen the most useful and successful work of the co-operative move- 
ment, in many European count rje«i and especially so in Germany. The 
special Rtructure of the co-operative organisation based on self-help 
enal>le« it to provide relatively cheap short-term working capitaL It 
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is a fuDdaraenta! principle of the cooperative credit bus^iness^ to procure 
the requisite means by collect ing call aiui fixed deposits from members^ 
and noii-memt>ers. The accumulation ol share caj^ital and rcBerve^ is of 
the greatest import^ince for the fiiianciiig aciivitity of a cooperative 
society. i>iJt it can only play a second part with regard to the limited 
mean^i of the meudK*rs. It is due to this that ilie co o|>eriitivo credit 
KO<*ictoo> are tiot able u> s^.upply to a large extent irnvg-tcrm credits fco 
agriculturists, ft may therefore t>e said (l:at it is neccssiiry for the* 
Indian ( > cv;,,*] /nive eredit Tnovement to draw its fullest attention to 
the devf''’o'r'nc'nr of .sho! t -trnn t‘redits, the supply of working capj- 
iak' Bu:inc-s; on a larger ^rnle in h>r?g-tcrrn credits makes it inipos- 
Slide for the society to finnnc<* curreoc credit ncefls and to repay 
pmnpliy alu-n repHired, 

. fj-tr rrn to agncniture f4»r land iinproveiueut. purcJiasc 

of land. etr-,. requ trim's special i ukI it.utioi.i.'jf. We sfu'dl deal W'ith this 
in M sp.M/i i] |i;v|>cr. Here it may oe F.tattui tisat co ipkeridavc credit 
suOicties uhieh coihoU depo.-'its are not- siiitablc iig;,nudes for llie Hup- 
|>i\ of b'U'g-tern} inorTKCg':' cr. slits. It is tlu'rcbjrc wrving to (expect 
that ^ >^0 cratn * fO'edit vccich’*-- can diseVnergr* io a grenat (‘Xtent tlie old 
d*'ht (O' i lu' agriculf a ri'-ts due to th(' money !c!ui<’r?<. 

It Will be a task of the bauki;ig nv:Uilu tions lor /on/; term iTiMiits 
to Coil uicr the |)ossibility of inking over old d»bi^ of lundowm'i's and 
tfuj' ciiidaing P,> rcj>ay their debts v itlun a rtausonnblc pc’nod. 

It <wtly ihrough chicient uiorlgiige. Ininks Unu 1-iic [U'oblcru of dis 
ctiarguig lilt' Indian agneuiturists old will l>c solved and only 

unch r tin' ahine rncnliom d condition tlial tfic agricultnrai prixiuel ion 
is or can fu* made profitable- 

li/i'tf fi‘jA (*i bf {/one to fjtokc tht cu oi/t' t ut t vr cudii tfioveinta t ttioiC 
for iOs principal ta^k of su)>plyu.»g cheap working cupitaL 
in tins rc;i]>ecr ue iia\e to make trie toiiuvung main pioj>oKaiM refer' 
ring to t(C' various defects of the co op(»rut i ve. systvin slated in the 

iiicnii i epor Is. 

]. / Lt:.aJ ti i if\- , ■■'■{i) r Tfie liriU, fiunlann id al jirii,un|>le of c'o- 

<qjcri,uojn s-- .oo'/ 4? /p. All posidbie endt.-avou rs sinn.ild lhcrefor(‘> la*' 
inauc ih.oughout India in' make tiie local coeiety a Mclf -hupportiaK 
institution, more or b*ss indv’peudent of itic credit of iiic eenlrai liankn. 
The local ti^icjciy stmuld make every effort to eoJiect all free money 
available in its dtstr jet e*f activity. Thrift lias t-o Ihi induced and 
promoted mainly l>y education. Tiie loea! Ht-cndy haF as in other 
countries l-o l>econu* the '‘savings and ]»mn'' bank for the village, the 
balancing centre for demand and sn[>j)!y <>f nnme'y, Bp to now the 
I'rrimary soeief are in nearlt’ all provinci'-s wuth the excetitfo/t of 
the ih/mbay I* residency almost cxciueivcly <-nly agencies for dm di«- 
tribiiti<»n of inoney^ ^’Uppiitnl by the Centraj and Ibovincial liankw. 
That IS an unsound positifoi. By good manatp-rm-nt and fhrougii, 
audit fo-eveid.ing' failure of c-o-opcrativc credit s^^eifUncH conruieiice wiB 
be iiisrdrcd and investors wji* l>e induced to dejxvsit tlicir Hjiare money 
with these s<x:ietj"'S. A reasonalde rate of irdcrext allowfui on deposits 
e^pta'ialiy on xaviriga, wdll, |vromot^ the «-aving habit. With regard U> 
priiitary mxdeti-cs, we arc of opinion that !r>w' debit ratcH of interest 
can only in course of time he obtained by starting with relatively high 
crmiit ratcin In this rcj^par-t wa suggest that i!K*nd>cr» should on 
principle rece-ive a somewhat higher rate of irderest on chfpoi^iim than 
it<m-menil>ers. This will induce many people who now lend out money 
U> deposit it with a aolverti credit society so that the debit and eredit 
rates can automatieaily be lowered according to tin* ir»crcA?ijng tiipplv 
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of money. It is wrong in our opinion to stirt wi^ low credit r»t^ 
in order to get low debit rates. Low credit rates will maintain tiia 
money4ending hminem of individuals posseasing money. Wt are not 
in fa\<mr of the policy of Co-operative DepartmeniB of Provincial 
Governmentfci «5tandardiring tlie rates of interest for deposits and 
creditH in the credit societies throughout the whole prov-nce. Tbii 
may hamper the activity with regard to the deposit businesa* 

(2) More mlf-adrninifitration and self-responsibility for the local 
society according to the co-operative idea. 

(a) Wo propose to give the Managing Committee (consistiog # 5 
or 6 people) more power with regard to the Management, Fixing 
credits for each member should not be a matter of the ‘^GenfsraS 
Meeting'’ but of the Managing Committoe in aecwdance witb a special 
' Supervising Board" consisting of 3-6 people. A special task of 
the General Melting shall in this respect be: — 

(an) To hx the maxi mum credit limit up tx> which credit fbay be 
granted to memlx^rs in so far as good securities are procured 
and the character of the appltcant is satisfactory. 

{bh) To sanction credits to members of the Managing Committee 
and the “Supervising Board". 

(/;) It shall be laid down in the Co operative Societies Act and 
the By laws that the members of the Managing Conunittee and “Super- 
vising Board" are jointly and severally responsible for credits grant- 
ed witliout the mquisite care. 

(r) A “Supervising Board" with the task of sujicrvising the 
iiianagcmcnt shall be prescribed by the co oj>crative law*. A special 
iaisk of this Board shall bo to tix credits and cxiuninc securities in 
consultation with the Managing Cornmiitoe. This Board would 1>6 
of the greatest importance for urban societies wiih a bigger numlar of 
inemlHM's. 

(d) Every possible endeavour should be made by the Co-operative 
Department or Ity the undermentioned Auditing Unions" to get a 
well trained Secretary and Treasurer for each society. Tl^ey shall 
receive a fee according to their wowk. The experience in other 
countries of employing schofd niasfcrs and retired officials in these 
capacities has hren very sttti<ifactory. 

(3) Alombership must not V>e confined : 

(u) To a special creed, caste or calling, to agriculturists or » 
special class of them. Artisans, small traders, retired 
officials, etc., may lie included. 

(h) To a certain maximum niindier of people (Bengal 560, Bombay 
too). The creation of credit societies with less than 25 
membt'rs cannot, however, be advocatetl. 

(4) Greater elasticity of credit. 

(^i) We think it necessary that credit limits and the reqtuRite securities 
?d}ou!d be fixed lor each rneml»cr requiring credit — at once at the begin- 
iitg of a new business year. In case of real need money should bo 
advanced within the fixed credit limits and according to the meiiaft 
of the soeiety, Ixiana should not be given in one lump, but successive* 
ly according to the needs of the debtor. Granting credits on current 
account and cheque tranaactiona may be introduced in advanced 
societies. 
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(b) Repayment of iredit® should not be restricted to the aarne 

l^ieiiod for ail dehtora but should Ijnj hxed according to the epeeial 
needs of the members. The period of repayment of short-term credits 
should not under coiisideratioa exceed 2 years. ' ^ ^ 

(c) The Managing Committee and Supervising Board must be 
alioued to lend out repaid money to memlvers without asking the 
Ontral Bank. 

(d) Every operati\e credit society w ith deposits has t/) keep a 

reasonable l balance w ith a ('entrai Co operative Bank or should 

always have Hme of credit with it for repayment of deposits. 

(5) A ( o operative Society Invs to l>e free of politics, (Star Madrrs 
Tie port, t*age 162.) 


IT,— f'rA'THVL CoOCKRATfVE BaNKS. 

The ( eutral Hanks should be the ImlrincMig cent res for tlie primary 
cevopijrat; VC credit socteln\<^ and the tinaneing institutioim for other 
kindt^ of societies (for iUNtauee, supply and ronrkrting ma'icties) in so 
far as hrjancing e'jjinf>t be done by primary local societies. In order 
to make the (ovitral Hanks cflleieut for this task we propose — 

(1) Exclusion v>f individual uuunbers witli the exception of the 
Managers of (k ntral Hank.^^ who have to lH*f*on>e ineivd>erH. Thiis pro- 
posal will Huggc'^a that : no creditH shall l>e granted to individual!^, 

(2) Limited 1 nihility witli a ‘ Heserve liiibllity” of about 5 -10 

linngi the sharm No share undor—say Rs, 3(>(k 

(3) The working sfdiere of a Central Ibnik should be neither too 
s anil! nor t a» large. Idle ideal would be one ( Vntrai Bank for eaeli 
politic/d district. Long distances and bad rneanB of eomtnunieatton 
may* however, nnake it re’cessary that more than one C’entra) Bank 
shou!<l !><• establislicd in I hat area, Considerat ion, }'io\v»w“er. might Im 
gi\o‘n t-* the possibility f»f estaid i<^hi ng suliofijces or branehen under 
^ijch ('vjfjditiorw it’ preferenee to fUartini? other Ceutrul Banks. If it 
can /o,oi{h'd Uf- ar*‘ not in favo?ir c.f starting several Central Banks 
in a p^ditic'a] 

(;’) AH money f r.^nsart ions with primary societies should l>c done 
and errdit V shonlil be granted on current aceount, in order to rpeeci 
up the ai tieitv Im twia^n the primary societies am) the Central Banks, 
rbmlhig in clnsiue^ and elraring instead of ready money should be 
promotiHl, 

(51 Toj> balaricujg has to W done with a Provincial (Cooperative 
Bank, 

The Management of a Central Baitk «honl<i lie in accordance 
with husj rn'S,slikc and e/vor>erntivc principles, Manoger« of the bc«t 
character, well trained in l^anking aro! co-e)perat inn are essential. 

(7) The joint interests of the Cimtral Baiiks of a Province Khould 
be promoted l«y common meetings held several time^ a year. 

I T h “P fiov rxcT At Coom? at t ve B ankw . 

(1) These* shall t>e the Apex, Banks for the ro operative moi^emenfc 
of a Province. They have to link up the general money market and 
mmmereial banking with oo operatiA^e hanking. 

For ^is reason, under normal coipHtions, they should not dei^l 
with primary credit !w>cietieft (tA> l)e found in the Bombay Presidency) 
hut only with Central Banks, 
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(2) Wc are in farour of the estaWishnient of a Provincial Bank tor 
the Xuiit^id Provmccft. 

(3) We are not in favour of Frovineia, CVvoperative Banks being 

established under the Co-operative Societies Act with regard to the 
Ji ability of primai'y societies and Oiitral Banks to the Proyincial 
Baiiks. The failure of a ProviiK ial Bank tnider such conditions might 
vto y serioM'-tly if not indeed destroy Hie y hole co-operatiTe, move- 

ment in a Itrovince. Provincial Pranks shovdd therefore be transformed 
into registered instilntjoas with the finar.cial partieipation of the 
Provinces, This sugge;.'tion is based on i\w experience in Germany. 

(4) An Apex Biink for the co-of>erat ive credit iriovement has to 
he maiiUg.Mi an or <i inary lujsines.s {'riiicijdes vvirJi this ptovisi> that 
the Ivirsiness has to Ih: acconunodaled tr> the sevecia! r<^cp,nren*ents of 
eO'Operat ion . 

(5) are agrjrsrt co-operative Aper-i Ibinks’ advancing loans to 
Land Wortguge ]b’ink« fi>r hmaterin inortgrig<' (‘redit. We cannot 
approve tho issui' of nrortgage dchenturcs as is done iir^ BombaAn 
Madras and tht> Ibinjab. 

(Of It is a sp^uiai task of the Provirscia] Banks to develop facilities 
for tlic iratesfer (cf tiioney on heh/?lf of the co-o|> Tativo movement 
(clca ring system'). 

(7) Wc no need to stan an ’'Andnclia Co oj > era tire Bank"'. 

iV. --A udit of (hvorKHA'n vk Suru:nF'>. 

It is of the greatest, import ance to have a tliorcmgh aii<ht in order 
to ]>reverjt bad nianagcuient artd endjc/./lcaujii, and P.# Jiiuke the co- 
operative work so elhcirnt a.s t«> ijispive tiie ccudulcfjce of tiie investing 
public. Tiie audit pneMudbed iiy tiie <Jo-o|)erative Socu'ti<>s Act, 1012, 
ims up to now, as a rule tKa*n enected b\ Ci.veMiUn nt (Hhcials, There 

are, however, exccjiliom-. m ilw ibinjai* {i.*r InstaKoe tlie audit is 

being performed by officials of the [‘uuj.nb Ci> <>perative I nion Ltd., 
under i-cuitrol of (iovcrnuHoit <U!icrrs. \\ ilh regard to Ireck of auditing 
KTOverrunent staff in licngal ‘drmny .rocieiie.s were audited by the 
supervising staff of tlir f'cntral Bank’ '' ( Benj^nal Kei>ort, 152). in 

Rome Pr<»vince>‘ s|U'cui! ku 1 uions Ixa-i, formed, as for 

instanC:<i in Bombay and Madras. In other Pro\'ince,s for insTt^nce 

BenKru^’-' ■■■ladVr red to above Cctitral P*nnks ai c snie'rvisnig the alTdiat- 

ed co-operaf Ivc societii'sv Several r<‘ports exp^a-ss the opinioii that 
the legal audit of ro-ojyerative ^(Kdeties Im- not been efTicient enough. 
Beasorm have been indicatmL As a s^mious dra\vba(k unist indeed be 
considered the frtXiuent change of Rogisirnr*'! respori&ible for the 

audit and of other Idgh Governintmi officials in rharge of the co- 
operative movcinent. An efficient Ocvcrnnicnta! audit would rcvpnre 
that the Provinciai novernments keep a special 5?taff well trained in 
co-operation, the different activities of the vnriotiH kinds of co-opera- 
tive so<deties, in book kecoinr and in audit. The position of a Pro* 
rioeoti Proi'e^rnr ,*^o?ch/ h/- onJjt hy nffjriah'' IraintA fif^d 

e-Tptrie7ieed in ro-oprruf fo?o Cori5;itlering these points and the effi- 
■''Cicitt!y of the OTiditing of Auditing Unions of Un'mpean 

countries like Germany, Austria, etc., we suggest that Provincial 
Governments should form special Auditing Unions for each politiea? 
District with at least, saw 50t> co-ot>erative societies — ^>iherriae one 
’^ITpion for E Districts— and join nil District Unions of a Provitice to 
an apex Provincial Union 



*■ Aiicirtuig UaionH la thi?, referx^ed ■ iO-^above. 

tered associatioa^ formed by the co-operative societies, oeo#al ted 
pruiiaiy, creKlii and other kinds of aocieties within the working diRtrict 
the I nio!n Thm^ Unions with the purpose of the 

audit of the affiliated co-operative sricioties have to be licensed by the 
Ooreranieat. The latter shall l>e informed of and are always aliowcd 
to atte:i«i the (htieral .Meetings of ih«^ Muddiiig Unions, The licte# 
conferred o,; a union can he uitlidnnvri hy the Oov'ei'nment in CXlSd 
that urou; does not discharge its duties with regard to auditiitg 
affiliated eo''-c*|>cr:itivc societies, Ti.ier<‘ is, however, no juterference in, 
the nianagrmcnt of «;ucli a imiorn It combines in its activities both 
audit and suiiervlsion of the soeieties. training a special Btaif fot 
lh>i^ purrvo-:' and nl] work ctuinecting vviUi promoting co-operaiion- 

Takiny iido ronsidiouit ion the sp**ciiil conditions of India, WU5 atO 
of 0 |>ini .n ifi 0 the above prctpos^Ml Audit ing T'nions should be manag- 
ed by 'penial trained (k'n'cr nment officials. The staff of these uniotti 
shall, letw. \cr. be cinfdoycd luol paid by them. In order to mak^ 
the ofaria] nia nayement mota‘ efficient we piopo-^e, 

(oN d'ljc > oci^n r^rnnary and c^mt rah affiliated to such a uniOin 
sliould he io‘prerrot r(i in tie; Managing Coriim ittee, 

itA Sp 'f'ia! Tion <ffih'inl Advisory Ibeards for the most importanti 
arti\iiii" of tfc' affidiated f'Oei'O ffi's should l>e formed and licard on 
iin|>o!0 ant n'o/'O i^y Mannyintr Cominiltee, 

TIa’ iM ist important tasks of the Auditing District Unions §hall 
lie : 

(//) Anrld of tfie affidiatnd priiriary societies. 

ih\ Sn pi-rv i:^i, !;g and lolvi^iiig tin' existing soriefies. 

(As } urnnng m‘w daooje-rati ve noeedle'^' arcording to the needs of 
lie* populafiom 

(>/) Training a v}>p<dal auditing, prevising and advising 
.‘■ t.aff t^sr CO <>rirr.af ion. 

(r) Tsaiiaing SeerrluneH ami TreaaurrrH fr»r lariinary societies, 

(/) f’\pa-ndiug the idra of co-opfralive work espreialiy by 
attending i-umtings. 

The lat arr: suf'Cess of I fje ro operat i vc movemrnt in India will more 
or Ic'S dr-ornd tm a tla^iroug}! audit lU'uni ring a well tniJned Btaff from 
the l>or<!v?aj (rt thr* t<uo Mo-t (uircful attention should therefore be 
devot(^-,i t/'j tht* 'a'^ks mentioned umbo' rtoint (d) anef (eg Teople with 
t|m bos; fpiaJdjos ‘C mind anti citaraett r are euftcntial, ft ’dnaild be 
a ruh- that mt amloor e itlMuse ttmrcuHds apruTm i n'cship, no iicspectOr 
or a {oghn'r ofVc'ial of a union Khail 1?^ emp’ncvetl ujifnaut having f)a.,ssed. 
the lower ‘'tages of co-operative work. 

There should be a r/o^c conn triton hfiivecn Avditlnff Vuiori and 
ih'f (An trot liank(A), an interchange of important report*^ 

ftata' 5,0 cuts m,-i primary socifd, ies in order lo avoid a vccond auficrvision 
cf thenr,. 

The ProrincinI Pfuon^ m the ap«x of the Di?striet Unions should 
Ixvtmi as wudi as the latter by fiovernnwni officials with the Regktrte 
at the tsipe He j^haM i>€ aSBistccl by a Financial Adviser arid a Cbfef 
Accoinitont proposed in another paper. The f:tafF Mhould be non-offi- 
employees of the Tffidonff. The Marmg'ing' rommiftcc nhall 1x0 
supplemented by representatives of the Di«tn>l Unions and the Pte- 
rincial "Co operative Bank. 
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Tba ,iA& of tta Proviiiciftl Unions should be :— 

(a) Supomsirig the al&liatad Ubtriet Unions by collectio|f inforni- 
ation, looking after their work, giving advice and instrmtiomi, tfeete- 
by taidog into consideration the special condition» of the Districts, 
t (6) Audit of Central Banks and other central co>op«rativa 
aoftiftiai, 

(t) Representing the whole co operative movement of a Province 
and attending to its interests. 

j[4) Arranging meetings of the Manager^ of the Di^rict Unions, 
Central Banks, and other central co-operative societies in order to 
deal with special aubjects of the actual co-operative work. The meet- 
ings should be held at least every three months, 

(r) Special Committees with advisory power should l>e constituted 
for the most important subjects of co-operative activity, especially 

Auditing. 

Co-operative Credit, 

Co-ofierative Marketing. 

“’‘The riieml>crs of these Committees should be ofBcials and non-offi- 

diis. 

' (/) Instituting #^pecial depariments for statistics and for the forms 
itHd Isjoks re+juired hy the MHaeties of the afhliated District Unions. 

(ff) Publishing a Magazine in order to spread the co operatne idea 
and to bring forw’ard the co-operative vM>rk 

p The various Provincial Unions in India shall have their apex in 
tkd **Cfniral f Vi-opcra^ifr VounciV\ proposed in another paper. Tims 
C3ouncil should JKvrve the common neoes.sities of the ro-opcrativc move- 
•uent all over India, 

The Co-operalive Socittes Act^ 19^2, should be amended m accord- 
4||k9d with our proposal of forming ‘^Auditing Unions'’. 

FlNANCIXa TBS U.N'rONS, 

frW The expenses of the -ttw/iNap Dixtrtf't ( have to l»e covered by 

aoutributions from the afhhated central and primary societies. 

T^r !*rorin('iaI Unions shiiil be financed by contributions of tfa# 
Pl^ict Unions and the Provincial Hanks. For the hrst few years 
|t1may l>e net»«?ssary that the C’o-operativ© Unions should l>o subsidised 
Ay the Government. 


V — GltNBEAl. REMABK9. 

The future efficiency of the co-operative movement in India will 
depend first of all on the activity of the leaders and their feeling tos- 
gtmsihility. Attention should especially be paid to creating a wel! 
ta^d^^^naolidated, self-supporting co-operative credit movement, jfot 
of societies in a Province is decisive but thein effieitney. 
InoRIcient societi^ discredit the co-operative work. It is not so difficult 
to form new societies as to run existing societies on sound UnaiK*^ ll 
effieieticy of the co-operative movement in India is to increoal tn 
extent aa the number of societies has been increased M &l 
Mines gone by^ then hard work will have to be done. Tull aosisliiiee 
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of tlie GovernineJil, active and ilnftnctnl help f<!>r the oedwntf^ 

itkg work V iil probably be necessary.’ It should, however, be the nidt 

create a eeif-supporting and responsible co-operative movement. 
VO-operative work will em?ounter great dil^culties, as it has ia 
^ast. whirh can only l»e mastered by energy and patience, 

Co-operative work will considerably Im forwarded by the 
the Govenuiieiit to establisli in the villages primary schools for reaaCI^ 
ing the illiteracy of the people. 

In financing Indian agriculture, the Govemmtfit will always 
help in times of emergfmry in consetpicnco of crop failures. Special 
fields of (iovernriicut’s activity will also remain, land improvement bjf 
consolidation and irrigation and settlement of people. 

As wo have pointed out Credit Co-operative Movement will imd 
can d<» the ix'st work in the supfilv of short term credit in order 
finance the current needs of the aiffiliated memlwirs. The Co-operatif<> 
Movement in India will improve and remain sound if it conccntrJI^Il 
on this rememlM*ring that co-operation ig not only of the greatcafc 

economic hut also of ethical and moral importance for tiding 
social and economic contrasts. 



ANNEXUEE. 


“FlNANClNO THE CTREEST XERHS OR AOBICUETUB*”. 

Mftia References. 

(«) General Mefererjces, 

(1) Metnorancium ‘'Agricultural Credit” supplied by the 
Secretary. 

(2) '*Some Cooperative Statistici»^* a«< on the 30th Jun« 
1930, Rupplied by Secretary. 

(3) Provincial Reports. 

(4) Impressions and facts got during itinerating in India, 

(b) Some special references to the Provincial reports may be give© 
on our proposals, made on . 


1 —PfUMMiY Local So<'irTn>, 


Point (!) Bengal page 133 (ubovr), 135 (bclou), 136, Bihar and. 
flrissa page UB (paragraph 282) Bombay page 247 (rceorD- 
mendation 125). Centrally Administered Areas page 239 

(paragraph 126). 

Point (2) (ft) Bombay page 159. 

(flra)— 

(bb) Bengal page 153 (Loans to panchayat) page 254. 

(b) Centrally Administered Areas page 223 (paragraph tltlh 
232 (paragraph 120), 

(f) Bengal page 1">3 (above) 

<^/) rnibf d Provincf‘s page 176 (l>e}o\v) 

Point (3) (a) Bombay page 247, 248 (recommendations 119, 133, 
134, 135). UnUed ProvinceK page 185 (paragraph 297). 

(6) Bengal “Rules under fWKrlion 43 of the Co-operative Societien 
Act, 1012^' paragraph 27. Bombay 156 (below). 

Point (d) Bengal page 15v3 (paragraph 275), 158. 159, 160. Bihar 
and Orissa page 135 (paragraph 251), Madras page 
(paragraph 324), 248. Lnitedi Province# page ^|SS 

(paragraph 302), (ei) Bengal page 255 (recommendgfio» 
184). Bombay page (recommendations 115, 116 and 117). 
Madras page 156 (above). (5) Centrally Adminiatiared 
Areas page 235 (paragraph 123), (c) Madras page, 151 

(paragraph 317) CO United Provinces page 196, / 

Point (5) Madraa page 16SI 



lL~-CKirmAi Co-o?KEAn\ isi Baxkh, 


IJiiJied Provinces page 196 (paragraph 314). 

Point (1) Bengal page 53 (above) 146, 150 (paragraph 
Point (;2) — 

Point ( 3 ) Bengal page 153, 154 (paxagraph S2T6), (reeommendm* 
tioti 171). Bcnnbay page 100, (recomniemlation HI), 

Bihar and Orinsa page 161 (paragraph 307). 

Point (4) lU ngal page 15.3 (paragraph iJ75). 254 (recommendAtion 
no). Bihar ar.d Orissa page 135 (paragraph 251). 
Boinl>ay page 159. .Madras page 155 (paragraph 324). 
United Provinees page IBS, BO (paragraph 302). 

Point (5) Bengal page 15B (paragravdi 205). (r^^wmmtnda^ 
tions 11*4, IW). Pun j ah page 110 (paragraph 156). 

Poifit (6) Bombay j»«gc 174, ('ontnilly Adminiftteretl Arena 
page :^23 (paragraph 117). Madras page 162 (paragraph 
340). 

'>Point (7)— 


1 1 L — PilOVlXClAt Co OPEBATtVE BaKKS. 

Point (1) Is'f ^"^erfion Bombay page ITS, 204 (recommeridation 
147). Sf^rtion Bengal page 154 (above), 14B (below), 

15S (paragra|)h 203) page 253 (recommendation 166). 
Bombay page 36 (above). 171. Punjab page 199 (para- 
graph 165). 

Point (2) Fnitcd Provinces page 103. 

Point (3)— 

Point ( 4 )— 

Point (5) Bombay tjage 171. Madras, ‘^Balance Sheet of the 
M^ulras rerdral Urban Bank 30th June I930'h Punjab 
page 43, 1 10. 

Point (6) — 

Point (7), 5IadraR page 170, 249 (recommendation 65). 

I V. — A t'DiT or Co- of'ER AT I \n Socikti i;». 

Bengil page MB (above), Bl, 152 (''Paucity of novemmant 
page 253 (recommendationa 15B, 164, 165, 166). 

Bihar and Orisaa page 247 (paragraph 490 point 9). 

Bombay page 161, 247 (recommendation 120). 

CentraUy Administered Arem page 231, 

Madras page 163, 

Punjab page 160. 

Provinces page 179 (paragraph 2B7), 181 (paragraph S90V 
page 182 (paragraph 291), lim (paragraph 309)^ pag# $0 
(recommendation 131), 



ENCLOSURE 


FKOK Mk. a. P. MacDoCOAIX, to the SFXEETAETt I?<n>UJr 
BAKKiKa E^gwiEY Committee, dated the 19th I^koh 10?l 

I have made certain niodifieations in the two meinoratidjt t Maei!K|p 
before the Ooramittee in tiic Hg^ht of our discussions and forwu-rd hefe*; ^ 

with the memoranda so modified. 

#■ 


Lund and the Cultivafor, 


Wlien a specialist in called in to prcficrihe for a patient sulferiE 
from debility he makes a Ihorouerh diagno-is. When experts are asked 
to advise on the affairg of an industrial company they must make a 
similar investigation. 

; The iKtmomic position of the Indian cultivator is not healthy. He 
is deeply in debt. If a remedy is to he found we must ex am me th| 
reasons, Hi» economic strncture is built up as follows 

1. Land. 

2. Ownership and tenure. 

3. Climate 

4. Cultivation. 

5. Educatiofi. 

6. Marketing 

7. FinancH^ 

We shall make a brief review of each of tiujs . 


Land It has been stated that tin? soil of India is naturally poor. 
This is not correct. It has iK^comc ptK>r, Tin- great river valleys mual 
at one time have l>c<'n amongst the most fertile in *the world. * Iti 
Denmark and tjennany the greatA»r part of the land in its origiaal 
stat-e consisted of barren wastes of sand growuig nothing but gorse and 
heather. By hard work arul educivtion it has iK^rorne very fertik. 


Countless generations of cultivators Imvc reduced the natural ferti* 
lity of Indian Lauds until the hoU is now producing almost the inini- 
mtitn qiuintity per acre, Statistics with regard to w^heat clearly prove 
busjhek per acre is the average. It is, perhaps, the lowest of 

S " if muntry. Continuous cropping without manure wdli impoveridi 
e richest soils. There are other factors such as the deplorabl# waet« 
^ manure by its use as fuel. In westem countries fertility i» 
maintained by using straw and the residue of crops as manure* In 
India all the straw is used for cattle fodder. If the output pea 
in terms of wheat wore raised to that of France, the wealth cl Ike 
edfintry would l>e increai^d by £6©9,000,000. If the output w%r6 iH 
terina of English prodiiction it would be raised by £1,900,000*9 
|lar. Yet England is by no means highly cwltivated. This dc^ 
any allowance for part of the land in India prodacing two 
yi^r In the other countries referred to only one eab t*# ^own:;i^ 
Jhit- ^vantage shoidd^ any loss from dronglit It baa bee®^ 
irtaWl TOit the verv intall boldiApt in India are responsihte 



is partly true bat Bopinarl: i* a country bt atoall boldk^s where by 
aducatioa and oc^oparatioa, they have succeeded in Wilding up tb# 
most |»rodw<^^*^ agidculture in the world. In terms of Danish whald: 
production the increased wealth to India would be £lj500>000,000 per 
year. It is not, therefore, the soil that i« r^onsible for the poverty" 
of Kural India. The advice to grow more is in no way intended to 
aneourage unbalanced production which may injure thi' cultivator 
instead of helping him, 

L{in4 Omituhip and Tenure, — No country can prosper unless thess 
oonditious are sound. The cultivator must have security and the 
assurance that for whatever improvements he makes he will reap the 
reward. Land holding under remindars who do nothing to improve 
the conditions of their tenants and Httle or nothing to improve the 
standard of cultivation is not a good system. We refer to them else* 
where. All seinindars are not bad landlords, nor is the major portion 
of the soil of India held by them. It is held W ryots themselvt^ 
as owners or as tenants under Governmen|, Peasant pro|>rietorsbip 
and tenure under Government are the best systems of laud holding 
known to the world. We have, therefore, to look further afield for the 
causes of poverty on lands lield from the State or und4?r peaaaiit pro- 
prietorship. One of these is the fragmentation of holdings. We have 
heard of one farm of 12 acres l>eing broken into a hundred scattered 
plots and of u field, two furrows in breadth and two oiilos in length. 
There can no prosperity under such couditiotis. It is n result of 
inheritance laws. Somewhat similar conditions prevaibnl at one time 
in Europe, though they did not reach such lengths of absurdity. legis- 
lation wan |)aaft<‘d in order to remedy this state of affairs. In India 
a move has l>een made through co-ofieration to bring al>oiit a remedy. 
Land Consolidation Societies have attained Bnexsesw, If Indij* 

waits until this reform is effected by co-operation mainly generations 
will pass. Not only m but it will be costly. It would rcHiuire a large 
staff in each provinc4? concentrating on nothing but this se<-tion of co- 
operative work. IIV MUffgefit that thr mmt urgent rrtptiremrfit before 
ihe cotmtry to day m thr pa^^ng of leguJatitm to bring eonHoUdution 
of kaldi/ig* info being at the enrUeH pouddt^ moment. Agriculture 
in India will never make real progress until the holdings Of th« 
country arc <v>ii soli dated. Progressive farming h ttnpoesibU*. It 
entails w^ante of time, energy and wealtli. The longer the delay in 
faring ihe need, the greater will the danger of India having to 
face mxial convulHions which will endanger her whole future, Bufil- 
cient oviderice is forthcoming fmm what has already l»een done to 
prove that the ryot would derive enormous Iwnefit. Public opinion 
must be awakened te> the need of passing legiHlation, not only to save 
the ryot but to save the country. As a practical agriculturist I am 
prepared to nay that the loss from this cause alone, even under primi 
tive cultivation must an)o\int to ten rupees per acre, per year— 220 
crores of money. If the remindar proldem is solved together with 
the one which w'e have just, n^ferred to, then India would have a land 
tenure system that« could compare favourably to tl»at of any country 
in the world. The wmallneas of the individual holdings has been blamed 
for the poverty of the ryot. A large proportion are not eoonomto 
unite even if consolidated. The average is small and varies frofn 
Province to Province. We have no atatistioa at hand, but our imprai* 
tiofi l« that mich holdinga in Denmark produce more food per acre 
lioee of 50 acres in that country. If a rcaionahle livelihood is to 
lie gained from amall holdings, cultivatton must lie carried on in . an 
edtremeiy intentivc form. Thi# h no* done in India. 
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The breaking up ot holdings in ntW proceeding. This mmt be put si> 
end to. A similar positiou arose in Franee where legialaiion wm pars- 
ed in recent ye&r» prohibiting any further fragmentation. Small 
holdings are no handicap to the production of the maximum amount 
of produce per acre. The size of the farms in the Channel Islands are 
no greater than in India. The soil is no better nor the climate. Pet 
acre cultivated tliese kiands produce more food than any other part 
of England. Intensive cultivation is therefore of i^ital necessity. 
This can only l>e brought al)Out by intensive education. The small 
larmer, if be had the knowledge, has the time to make each square 
yard of his small farm an oasis of fertility. The small sia^c of the 
farms is a handicap, to the production of surplus wealth, but this 
makes it all the more necessary that the country should realise that 
the highest possible standard attainable by man should be the goal to 
aim at. At prcfient it is the lowest. 

C'ltmafc.— It has been said that the climate of India with its un- 
certain rainfall makes for poverty and famine. Certain districts 
suffer, but this could be very largely csounteracted by the consolidation 
of holdings, by the development of irrigation and by giving careful 
attention to the poasibiliiies of conserving moisture. India as a 
whole does not suffer from climatic conditions. They are such, that if 
made proper use of, she would be one of the wealthiest agricultural 
countries in the world. The possibilities of fruit culture have berdiy 
been touched. They arc, nevertbeleas, very great. 

Cultimtion ^ — The land is not cultivated as deeply as in western 
countries. It may he that under the climatic conditions prevailing in 
India, deep cultivation is not required. It is an advantage where hard 
pan is formed by the continuous ploughing but in India the intense- 
sunshine in itself breaks up this pan. The soil is reasonably clean and 
free from weeds. Advantage would arise from the introduction of 
modern ploughs and sowing machines for seed. The great advance 
which must be made ig by improving the fertility of the soil, and by 
iiiing improved seeds and at the same time concentrating on growing 
crops of most value per acre. We shall give three simple example^^ 
to Aow what can be done. The Lyallpur Experimental Farm, Punjab, 
has raised, its milk yield by breeding cows for milk, from an average 
of 5 lbs. per cow per day to 12 lbs. The yield of wheat i» 25 maunds 
per acre. The average for India is about 7 maunds. Modem varieties 
of sugar-cane produce 80 maunds of gur per acre, old varieties 20 
maands. 

Edmaiion * — It is only by determined effort of the nation that sound 
progresa can l>e made. The education of the ryot must be one of 
governing factors. It is essential that it should, in the ffrst place, be 
based on agricultural education. Denmark, in leas than half a century 
raised itself from a bankrupt country to prosperity by one means only — 
the development of her one aaaet — ^the land. Her land in 1850 was no 
better farmed than Indian soil i» now. It was the poorest in Europe. 
It is now the richest^ Education was the golden Imy. 

is little good o bring millions of acres undcor 
cultivation or increase the produce of the land to the value of millions 
of poimdi per year, tmless the necessary steps are taken to ensure 
that these products will secure a ready sale. Marketing will be dealt 
with in another paper. 

To temedT existing evils by credits alone may alleviaio 
the misery of the ryot as an opiate relieves pain. It will not curr 
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the troubles from which the misery arises. The credit problem is onlf 
part of the whole an important part we admit. The suggestion which 
we make elsewhere will, we bo|^>e, be of some assistance in develo|>ing 
long and short term credits. If the ryot is to l>e relieved of his crush- 
ing load of indebtedness, co-operative effort must not confineil as it 
is so largely at present, to Credit Banks* The movement must work 
in close co-operation with the educational author ities> the agricultural 
research department and the marketing organisation which must be 
^tablished. The mind of the nation muKt be awakened to the enormoim 
poasibiHties there are in the development of the w'calth of the land of 
India and thereby ensuring moral and material progress, 

The propcw^als which we shall make and which are based on the 
review of the Rural Problem as outlined in the alK)ve statement can 
be summarised as follows: — 

1. A Central Co-operative Council should be established : 

(а) To co-ordinate all co-operative interests throughout 

India. 

(б) To organise an educational centre for the training of 

an efficient staff in the principles of co-operation in- 
cluding banking, accounting, agriculture, rural eco- 
nomic and social welfare. 

(c) To promote co-operative marketing. 

(d) To study the development of co-operation. 

(c) To stimulate voluntary efforts on behalf of the move- 
ment. 

2. Proposals with regard to Mortgage Banks. 

3. The introduction of sound banking and accounting methods. 

4 * To consider the possibility of utilising the services and 
capital of the money-lender. 

6. Propmials wiUi regard to the Reserve Bank and the introduc- 
tion of the Current Account system. 

6. Marketing. We propose that a National Marketing Organ i- 
sation should be established. 

W© arc of opinion that it is a matter of vital necessity to organise 
marketing especially of export produce. 


A Central Co-operative ConneiL 

The Royal Commission on Agriculture and all other authorities who 
have studied the subject are agreed that the economic and social im- 
provement of the peasant can mtii be accomplished by organised self 
help through co-operation. It is ideal which must be aimed at. If 
real progress i© to be made, the full magnitude of the tai4c mmi l>e 
realised. It is one of the greatest which any country has ever attempt^ 
ed to bring into being, but it is also on® of the most difflmilt. As at 
present oonstituted, generations will pass before even the majority of 
e^tivators are touched by the co-operative movement. 

Oo-operatioa throuidiout India has suffered seriously from the 
lade of a oo-ordinatinf authority. Prcwincial Oovemments have been 
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gympatbetic. They have given considerable financial and administara* 
tive support, but their outlook has been provincial. In many cases it 
haa been in the nature of financial support in order to stave off disaster 
arising from mis-manageinent. No clear line of advance haa yet l>cea 
mapped out nor has any {?oinprehensive scheme been ev^^lved whii^ a>ould 
erifdile the united strength of the Nation to l)e brought to bear on this 
all important movement. It has up to now largely confined itself to 
the short-term credit problem. This is only a very small part of the 
work which must ultimately be undertaken if the goal which i» aimed 
at is to be achieved. The formation of short-term credit societies is 
the simplest part of the whole. In the Madras report the following 
statement appears— 

‘‘The ryot is eager to borrow but is not so eager to repay". It is 
easier to establish a short-term credit society in a village than it is to 
form a Rural Reconstruction Society, a Marketing Society or a Land 
Oonsolidation Society. We have indeed reason to believe that many 
credit societies have lioon formed in villages under conditions which 
afforded no chance of real success. In certain of the provinces the c*o* 
operative movement has had a surplus of money to deal with. 
Inspectors and the general staff are human. Their advance in the 
has largely dependent on the statistical progress made by 
them in the formation of societies. During our tour throughout the 
country we formed the impression that such insiancas were by no means 
isolated. Inter-provincial rivalry may also have something to do with 
this unsatisfactory and unhealthy position. 

Another weak factor is the lack of educational facilities for the 
technical ataff. We refer to the inspectorate, the banking, accounting 
and propaganda staffs, Mr. Darling in hi« report for ism’ll on co opera- 
tion in the Punjab makes the following atatement “ yet through 

my tour 1 was forcibly struck not only by the lock of understanding 
on the part of the general body of iiiemlier.s of most of the districts but 
still more by the inability of the ordinary sub-inspector to teach some 
are gofKl lecturers, few are good teachers . It is impossible to 
frame a more damning criticism of cooperation as it exists in the 
mwt progressive province in India. It is at the same time an uncon- 
scious trilnite to the success of the leaders, who in spite of this handi- 
cap have made progress. If this cun be said of the Putvjab, a province 
that has had a unique record of having had four great leaders of co- 
operation, it is easy to realise what inu‘«t Iw* the pv>flitiori in other pro 
vinces. Education in the principles of (*o-operation is aVisolutely essen- 
tial if real progress is to he made. 

How is the staff to be taught to teach ? 

Education can never be brought to the doors of the village if the 
staff are not educated. It in therefore essential that the provincial 
authorities idiould have a full underatanding of their requirementa in 
this respect. It would be a waste of local effort and of public monies 
to suggest that an educational centre should be established in each pro- 
vince, if one central ochool would suffice. Education of a high stand- 
ard is of such vital importance that it would require a» heads of that 
school the bent teachers that India could produce. If ea43h of the pro- 
vinces were to establiah such a sdhool this woiild mean not only a great 
waste of public monies but the leywering of the standard of education. 
A school under a central authority would be lem costly and more 
efficient. Tt bail been auggeated that co-operative claimes held in the 
TJniverstties would be lailBclent. We do not agree. The training of a 



cooperative staff ahould be looked 00 as a highly teehnicaJ and special- 
ised subject and of aufficient importance to warrant a school of its own. 

subjects which would amongst others have to Ik? studied are educa* 
tional propaganda, progressive farmitiig methods, banking, a<x30unting, 
rural economics and rural industries. Co-operation is not philan- 
thropy. It is a business and must he run on business lines. Even the 
educational side must be based on the business of farming. There is 
not a country in the world where there is co operation that the neglect 
of this fundamental ffict has not resulted in s^'rious huancial losses and 
waste of time and energy. As training is necessary to the Inisinesa 
man under modern condition.s, m in it to the to operative organiser. 

In another memo which lias been issued, we have referred to the 
nee^d for establishing Kura! Ue<‘onstruetion Societies. This part of the 
movement i.s likely to prove to Ih' much more diificult than the formU' 
tioii of credit sotieties, but the ultimate result to Ihj attained will bo 
of distinctly greater value. Reconstniciion jwKielies would Ui a means 
of breaking down ciistorns which are a severe drag on the economic and 
sotial progress of the natifui. This in itself will have an inuiiense 
effect on reducing the debt load of the people, Thrift will be encour- 
aged in many other ways through such scKieties. The si tuple princijdes 
or improved farming rnethodfi can also be introduced, such as the use 
of l)etter r>f^ed, U'-tter cultivation and the conHcrvaiion of manners, 
Thrf)ugh such KOideties the villagers could be taught to combine against 
the oppression of the zemindars. We have actually MHm a Rural Re- 
construction Society which has made itself reapoimible for the pay 
aieni of the rent of the village through the wxdety. If this liecame 
general then it would obviously l)e extremely difTicuIt, if not an im- 
possible task, for the zemindare to force unduly high rents from their 
tenants or compel them to give free service. Without an educated staff 
the formation of such 8o<'ieiies is imp<^w«sible. 

The co-operative movement is of such iraportanco that it is neceB- 
sary to have an agency to co-ordinate the wdioie throughout the whole 
of India. ExperieiuH* gained in one province should made available 
for the others. There idiould ooneentration of the combined thought 
of all the provinces at a given centre, Research work on all the many 
and varied problems should Iw? constantly proceeding. If co-operation 
in any province is not advancing on sure lines, then there should 
some authority resen ting the whole movement which would l>e res- 
ponsible for overcoming the wcokncHS. The army or t o operators in 
India can no more afford to have a weak division than can an army in 
the field. If the banking section is weak in one province then it reacts 
on the financial security of the others and (»n the confidence of the 
public in the stability of <' 0 -operative lianking in general. Lack of 
confidence means dear money. 

Provincial Iroundariea are political They are not economic. The 
jnter<ests of the ryots on the Imrders of all the provincen are identical 
It is only l>y co-ordination of all, these inL* rests through one directing 
channel that the combined strength of the cnlitvaior can b<» made 
effective. If such a liody was now in Iieing and a united re^uiest wotn 
put forward by the Central Council to demand legislation with regard 
to consolidation of holdings more than half the imttle was won Barik- 
ing and acfouniing should also have a inmiral organisation which w ould 
act m a foundation for these two vital points of structure. 

Co-operative marketing h another line of te%e&rch for which c 
central organisation is essential. The gemrni marketing of the 
Nations^ produce must tic looked on from a broader aspect than would 
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be poB$ib}e under >>fcrict cooperation. This is referred ^ in another 
rneruo. in which it m suggested that a National Marketing Organisa- 
lion should l>e ewtablished. It would, however, l>e the business of the 
Ceiiirai Co operative ( outicil to work in cHiiij unction with this body. 
The uiif>ortanee aruJ luagnitude of the work which has to he done is 
Hikh tiiaf u is ei^^^eMtiai that a Centrai Coordinating authority, to 
ill* culhd .1 Central Ci» operative Council, should in* established undcu^ 
a hpecia! department of state. This department «hoiiid l«? a Ministry 
of Agri<k»lturo and Land, it is in our opinion imperative that this 
Ministry should have no duties attached to it other than thos<‘ coTicerrt 
♦ d with the Hural ecoiiomics. We uniier‘<tan^ that at prcf^ent there 
are t}ir**e port c«>nibined - edueation, health ami land, and that 

there ar<* also certain other Bubaidiary duties attached to this Ministry. 
The Ministry of Agricuilture and Land should be relieved of health and 
education. We arc also of the opinion that the Ministry should be 
divided into distinct departments with responsitde heads in charge of 
each under a Minister and Secretary. In a siibstxpient memorandum 
on marketing it is onr intention to suggest that a National Marketing 
Organisation should also be included in the purview of this Ministry. 
ITdesH full recognition is given to the enormous importiince of the 
work to be undertaken, no good will result. At the head of each of 
tfiesc sections must W men of iiidisputalilc ability and powers of 
organiHation. On the Co-operative Council for all India, there should 
lie two repreHcntativcH from each province. They shall l>e nominated 
by the Crovimdal Co-Ofjerative Unions. The (Tiairman shall be the 
executive offieer in charge of the whole. The J'rovincml Governments 
should make thennadves responsible for the costs of mnintai?»ing the 
Efiueat ional Institute, The Central Governinent shruild in the initial 
stage hear all other cemts and salari**s. As the co-operative organisa- 
tion grows in strength, a levy from the Provincial I nions shojild tilti- 
mately enahle the movement to finance itself, lU al and speedv progres- 
can never l>e made unless the resources of all India are utilised. We 
are of the opinion that if properly organised there are great numhers 
of people wlio would give vohintery services to the causes of co operk 
lion. We are also, of opinion that a propaganda department conduct- 
ed with vision could tuake use of the press in a manner which would 
Vie invaluiiVde. There are many organisations which could ho used with 
great effect in rousing and forming public opinion. 

If a Council similar to what we propose had been in existence for 
the last few years and had been carried on witli efficiency, the sugges- 
tions whicli we arc now making would it is more than likely have already 
i»een in operation. Many enquiries have been held and numl>erjt of co~ 
0|>erntivc experts, from every Province in India have viRite<i Europe 
and other countries. There is not yet uniformity. The experienee 
gained l>v such enquiries and visits sViould not l)e limited to one Fro- 
vinec. hut should he made use of by the whole cooperative movement 
throughoitt India. The longer the delay the more diverge wdl) Vrecome 
live inctlnKls in operation in each Province, l^ltimaiely unification will 
Iveeome impossible or at lea^t inconiparaldy more diScult. Even from 
the point of view of the desirability of establishing a unifying social 
force throughout India the opportunity of strengthening the 
arAigaruation tlirough the c^> operative inoveinent should not be !o»t 
sight of. 

Mortgage Banks are iustitvitions for the pnrptw of lending monies 
on long term investTnent on S!<>«nd realisable aeeuritiea to enable land- 
ownera to secure the advantage of cheap money. Before they can bo 
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irecogniseci as a safe investment, certain alterations must be m^e in 
the laws of the land. In the Punjab and elsewhere the aUenation of 
Lands Act makes it impossible to recognise land rnortgagea as a sound 
gilt edge investment. Where it is in operation it is not possiblo to 
secure the right to a free sale of land wliich through the detault of 
the mortgage may have to be taken over by the lender. Be has no claim 
to ownership; therefore a mortgage is not a mortgage under the cor- 
rect sense of the term. Mortgage Banks can only recoup themselves 
against loss by letting the land to a tenant. This is not a Hufheient 
gafegimrd. It is not for a bank to net as landlord on a large scale. 
The cost involvetl is too great. There is also a risk of delcrioratiofi 
of the holding through had fanning, the drying up of wellu, alkaline 
troubles, The cost of managemerjt of a large numl>er of small scat- 

tered lioldings is also a very’ serious handicap. These are o»dy some of * 
the many difheulties- In the Punjab, the mmt pros|>erous provinee in 
India, one third of the borrowers arc defaulters. This is an impossible 
position for a mortgage hank to face wdth ecpianimity under the 
existing law». 

We are of the opinion that unleaa the Act referred to can Ix'j amend- 
ed, it Will not be possible for a mortgage bank to function in such a 
way as to Im* an attractive Debenturea investment. An alteratioti 
should be made in the Act which would give the right to Co-opeiative 
Mortgage Banka to sell lauds coming into their poascHsion through 
default in payment of principal and interest. We understand that the 
Act wns passed to prevent the accumulation of land in the hands of 
land grabl>cTs, who were not agriculturists. The Act does not prevent 
zemindars who may also l>e land grablxTs and money denders from 
adding to their holdings. A Cooperative Mortgage Bank is designed 
for the purpose of providitig farmers with easy capital at the least nos 
silde raU» of interest. It is only reasonable that agriculturist combin* 
ing in a co-operative unit for such purposes should be recognised os 
such under the Act, If a Imdy of farmers agree to purchase their 
existing bolding.s as a company, we assume that the Act would rwognise 
their right to .‘ttdl their holdings, either in one block or sc^parately, :m 
they might thiiik fit. We can see no difference in principle to farmers 
combining through a strictly co-operative society to secure cheap 
money in order to carry on their individual holdings. 

It in perhaps outside our tenns of reference to make other sugges- 
tions with regard to the Act. We understand that it is only the 
recognised agricultural class who are enabled to purchase land. This 
prevents the non agriculturist or his son who may have a keen denira 
to take up farming as a profession from doing mk We also understand 
that the son of an agricultxirist w’ho may leave the land to follow a 
profession in a city or elaewhere, can continue to buy land m an in- 
vestment. We are not concerned with the obvious hardship to the non- 
posaeasing claas; vve are concerned with its implication from the point 
o_f view of improving the financial position of the country. The adop- 
tion of ^oiuid progrtwftive meihod.s makes wealth, Our experience in 
mir respective countries is that it is a distinct advantage to agriculture 
to have a perfolation of the quicker lirained more adoptabic busincM 
mentality coming into the industry. This das# is more likely to lie axs- 
ponsive to ^ieniific knowk^dge and they have the means to introduce 
better machinery and more up to-dak^ methcKla An owner of this class 
can do no possible harm. On the contrary, great can result. We do 
pot put this point forward as a recommendafton, we are aware tbaf^ 
it is higldy controversial. In other districts the Hindu family law 
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acttf m a Beribas bandicap to safe advanoe^ on land. li Mortgage 
Bankd are to become of real u»e for the purpose of raising cheap money 
then this law also must l)e amended. There ig a further dfifficulty. 
Lenders can not secure reasonable and speedv^ redress against defaulters 
owing to legal uncertainties and delays. This is referred to in the 
Punjab Provincial Report page 120. Wc have heard of a current say- 
ing ‘*If you have a good case corupromiftc out of court, if it is a bad 
case Many laws have l>een passed to save the debtors from rhe 

money lenders. It is not inconceivable that this may be one of the 
reasona why money lenders are forced to charge what would appear to 
l)c excessive ratcH of interest Where undue protection is given to the 
unscrupulous l>orrower, the psychological efTeet must be harmful. The 
great majorit^^ of borrowers are honest people intending if possible to 
pay their debts. By the introduction of safeguards this class suffers. 

A high standard of business integrity can never be foRtered by protect- 
ing the rogue. We suggest that the time is ripe for an examination by 
coinpetiuit authorities of existing laws. We are not satisfied that they 
are working to the advantage of the country as a whole. 

If the Land Alienation Act is amended in such a way as to recognise 
Co-operative Banks m zdmindars, we feel confident that together with 
the addition of other safeguards which we rcconuneiuh sound Mortgage 
Banks can W estahlishcd. We regard ihig as es-Rcntial. If it is found 
to be impossible then it is our opinion that no new Mortgage Banks 
should V>e opened until further experience has been gained by those 
already in exiHlencc. 

This rec<>mmcndation i« not intended to touch any policy which has 
been hitherto purwued by the Government to prevent expropriation of 
Agricultural classca and the resale by the Co-operative I>aTid Mortgage 
Bank may be restricted to by claases if the Provincin] Ivegislatures so 
d«ckle. 

We do not favour the proposal that Ooverninent should give further 
financial support unless the alterations already referred to can he 
introduced. 

The following is our opinion with regard to the main questions 
which have l>een summarised in the report of the Centra! Banking 
Enquiry Committee . 

(1) What ?diOuid be the c-eonomic DurpoKfR for which long term land 
mortgage credit might lie Iwneficially applied to agriculturists? We 
agree with the decision arrived at by the Registrars Conference of 1926, 
that no money should Iv advanced which is not economically profitable 
to the borrower, and with the principal objects as outlined by them, 
which are as foIlow*»; 

(«) The redemption of land and houses of agriculturists. 

(b) The improvement of lands and methods of cultivation and 
the building of houses of agriculturists. 

(r) The liquidation of old debts, 

(d) The purchase of land in special cases only to be prescribed 
^ in the by-laws. 

(%) The period must depend on the purpose for which the money ia 
to he advanced* They should W granted for stated periods of S, 10, 15, 
with a maximum of 20 years. Sound management should enable banks 
to extend the period even to 30 years, but we do not recommeTui Ibis 
until success has been attained The repaying capacfiiy of the borrow- 
er is an important element. 
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(3) Whoncv hliould mortgage banks derive their working capital t 
There is only one way by which Land Mortgage Corporatione can be 
financed on sound banking principles: — 

1. Share capital, 

2, Debentures. 

(а) The share capiul sliould be provided by the provincial Gov- 

ernment with a paid up issue of 10 per cent, of the amount 
which may be required to establish the (orporation. 

(б) The Debentures should l)e issued in the market without a 

special guarantee of the <jovernim>nt. We consider it 
sulBcient safeguard that the eaintai taken up by the Gov- 
ernrnent will Ih^ liable for payment of i’cdemi>tion and 
interest of the deiientures together witli HOund mortgage 
securitieri. We aie of the opinion that if the nm?»sary 
alterations are made in the iaws <»f the land, and if sound 
business Miauageinent is introdneed. tfu* tlt'beniurei^ of 
mortgage l>anks would sp«*edilv 1 h* recognised as. gilt cdged 
securities. 

{( ) The pro|K»rtion of share ca|>ilal to the dehenturefA issued 
sliould Ik* as 1 to fn 

(d) Ii, order to safeguard the risk to the corporation arising from 
drought or other uncontrollable causes impairing the 
ability td the ryot to meet his obligations^ we suggest the 
following : 

That dclHMitures Bhovild be isHued for a period amounting U> 
25 per cent, longer than the average period for which 
the loans are granted, in other words, if the loan 
period i.s 15 years then the debentures should Ih» issued 
in U*rm« of 20 years. 

(4) Should land banks be permitted in receive deposits like the co- 
operative central hanks or the joint stock hanks, and if so, for what 
purpose s and under what safeguards regarding luAd resources, etc. f 

If our recommendations are accepted, this {)i>iijt does not aris-^ 
District land banks should act as an agency for the sale of del>cnturea 
to la* issued by the provincial mortgage w-ofieration 

(5) W'hat nhould he tlte relation between the Land Mortgage Bank 
and the ordinary Rural Credit Society where they co-exi»t ? 

The relation between Land Mortgage Banks and »hort-term credit 
banks siroiild la? a very ckne one. It is indeed esmuitiaJ not only 
save over lapping but also administrative and HuperviHioM expenses. 
Me suggest that the District Land Hjink should hcum*d. where poa 
«ibk% in the same buildi/ig as the Onfral Bank of the area. (*arefu! 
consideration should \w given to the iidvi^abtlity of comldning th^ 
manageiTierit of these banks under one head with of course the neces- 
sary* assjBianco. It would Iw* possilde tn secure a higher standard of 
management. If the man at the iofi can lie de|*ended on, then el!i 
ciericy and security can Iw relied on. The Central Bank and the 
Land Bank would have the further lieneht of having the advantage of 
knowdedge in the posswion of the respective i>anks about the financial 
|>o««ition and integrity of their clients. The transfer of luoney from 
one bank to another must of crnirse luc jftnVtly prohibited. 

(6) Should the Government give any finaneial assistance to there 
hankie, and if so, what form should it take, 

This question has already Iieen answered in the main. The propor- 
tion of loan to tho security will largely depend on the alterations 
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wbich may be made in the existing Jaws to which we have already 
referred, in the event of the aiterations being made, we suggest that 
5(.i per cent, should allow a safe margin. Advarjces should be limited 
in the early years to a sum not excee<iitig E«. 5,000/-. We cannot 
recommend that large Idocks of capital should be granted on any 
giiigie property until experience has Wen gained. We suggest that the 
payment of capital and interest should W done on the lines adopted 
by the English Land Mortgage Corporation. They are combined in 
oiMi charge which is worked oni on a percentage basis. 

It is highly advisable that the general financial position of the bor- 
rower should be investigated before a mortgage is granted. good 

will resuit in a loan being grantetl to a cuUivator whose net income 
renders it impossibh* for him to meet his debt charges with reasoriabli? 
regularity. Wc also suggest that should be taken to place the 

giving of loans under the “Land Improveiiients Ix)an Act” w ith rntn t- 
gage bankiB. A st^parate memo is attached which outlines the methods 
adopted in the Punjab for baaing the amount of loan granttui. The 
memo is by one of the acting officers in the Punjab at our request. 

Reference has l>een made to the advisability of establishing one 
Central Mortgage Corporation to include the whole of India. We 
cannot recommend this. The conditions existing between the various 
provinces are diverse, moreover the area to Ik* covered is too grt at. 
We recomn:iend that a Mortgage Co operation should Ik; established in 
each province atid financred on the lines already indicated. The Corpo- 
ration would advance moneys to District Mortgage Co operative Banks. 
In the event of our recommendation with regard to bankers and ac- 
countants l>eing adopted, we suggest that they also should be on the 
Directorate together with another of indisputahle ability and author- 
ity in the province. The remainder of the Directorate would consist 
of repreHeiitatives from the District Mortgage Banks, would 

recommend that the bye-laws of the Mortgage Banks already in exist- 
ence in the Punjab should Iw used as the basis for the rules and bye-laws 
of the District Banks. 

1. The standard of OHaessment in the Punjal» is a proportion of the 
“net assets’b 

The “net assets” of an estate means the average surplus which tJbe 
estate is anticipated to yield after deduction of the expenses of culti- 
vation. A full fair rent paid by a tenant at will, though often fall- 
ing .*<hort of the net assumed for the purposes of asscBsment to 

he a sufficiently near approximation to the net aswjts of the land on 
which it is paid. 

2, Prior to the recent (19*2^) Punjab Land Revenue Amendment Act, 
the theoretical standard of asvsessment was “half net assets”, but this 
standard was never approached in practice. The I.4ind Revenue Amend- 
ment Act (1028) reduced the standard of awsfanent from one half to 
one quarter of the net assets, and it also extended the term of future 
settlements in fully developed tracts to forty years. The previous 
pi^ricKl of settlement had varied from 20 to 30 years. The half net 
assets represented a maximum— the aasessment of an estate %vn« always 
ffxad according circumstances^ Accordingly the percentage of net 
assets even under the old assessment rules varied considerably, dis- 
trict by district, the range being from about 2i) to 33 per cent. occa- 
sionally approaching 40 per cent. The passing of the Amendment Act 
(lf>28) involved fin fulfilment of a promise) a reduction in the mmm- 
menf of several districts w*hsch had l>een assessed after I9S1, in order 
to keep the assessment within the statritory limit of 25 per cent, of 
the net assets prescribed by the new act. 
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3. 45 per cent, of the cultivated area of the province is tilled by 
the proprietors thenisiclves. b per cent i» in the cultivating posaoaaion 
of occupancy tenant*. 47 per cent, is in the hands of tenants at will 
out of which 33 per cent, pay in kind. 9 per cent, pay cash rents 
(mainly in the 8E of the province). Other rents are land revenue 
plus a propricton fee (4 j>er cent) etc. 

4. With so niueh land under hutnr or kind re/d, the two factors in 

the produce i stinuitc, nc., {>riccs lu/d outturnB are very unporUiut. It 
has ever been tlie practice in fixing couimutation prices for the purpose 
of ass4^ssnienl to adof>t a very cautious range of |>rsces, The ari3a 
under wheal in the Punjab is 9J 19 million acrcB, Wheat prices 
were <j»ie“war) IN. 3 or Ic/vs. Since Punjah wheat pritM's bav^e 

varied from Rk. 3 to Rs. 5 3 per inaund, up to J029. Settlement 
ofFieern have rarely tafen anything like the average price prevailing 
in the decade preceding a settlenicnt as their conunutation price. 1 
have not figures to hand, but I remember my D. O. K. settlenient (1919) 
when I took Hh. 2 '4 per maund for wheat which seemed safe enough. 
The high j>rices which |>revailed postwar liave iniidc aswsaments very 
light and have encouraged a fantastic denire (o take up land an in- 
vestment, 

5. In the year Ife2U the sale price of land for the province os a whole 
represented 2 15 years purchase of the land revenue on the land — in the 
previous year the figure worked out at 273. Likewise the mortgage 
value of the land, the ownership of which was mortgaged in 1929 re- 
presented IIB times the land revenue aRscaament, or about the same 
figure as in the previous year. Agricultural prices only experienced 
their catastrophe decline at the Imginning of 1930 and the sale and 
mortgage vab/eR of the Riicceeding year (not yet available) will show 
a heavy drop, l>ut there ia plenty of room for it. 

6. In view of the acub'. depression in prices a circular ha« l>eeD 

i^cently issued (January 1031) to the effect that no advance will l)« 
made to a mortgage hank if the maximum loan allowed under its rules 
exceeds Rs or 20 times the land revenue of the land mortgaged 

whichever is less. The land revenue criterion is eminently safer, 

7. I append some figures which may he of interest, 

/l/rr^/j7c rrcaiyjffl faU ftrict^ p*r actr of C ujranwnln land. 

Year ending September 102^. Year ending f^eptesmbar 1929 

402. Eg. 372. 

Ai'eragr morigofjf monfy per aerr on the whole area mortgaged* 

Year ending fvepf endx»r J029 Ye»^r ending ?^epteml er 1029 

Es. 174. Rh 172, 


fnrtdrnre of land rertnur in the province per acre. 

On total area. On cultivated urea. 

lU. J-MI. m. M5-7. 


Varying j>er dmtriet from — 
Rs. 0'3'S (Mianwali) 

til 

R«. 5'Odl (Lvailpar). 


R #. 0 «'0 

to 

R«, 5-7 >4 


Thit is for the year ending Heptemher 1929. 



Vo-op^raiti^e Banking and Auditing E Xpert b. 

The eoH(>|>erative mo vument in ludia i» based on what ia known as 
the Kaiffeiaen 8yst<?in, with certain modificationa to meet local re- 
{|uirem€mt» of the C'ountry. Our tour throughout India, together with 
the voluminouft evidentse which has bc^n prepared by the Royal Agri- 
cultural Commission and also by the various reports issued by the 
Provincial Banking Committees, gives the impression that the 
foundations of the organisation arc sound. Unfortunately there are 
flaw^s in the buildings which must be repaired. Reference jkas been 
made to them in the report on Rural Finance which has already been 
issued. They will be found from pages 133 to 142^. They are of such 
importance as to dcrrmrul the most careful atterttion of the Committee 
With regard to short term credit hanks, iher^* are two of vital im- 
|K>rtanee, One is the auditing system, the other is banking. 

Co-operative credit societies should always he If>oked on as banking 
institutionH for taking deposits from members or others and lending 
this money out to other niemljcrs on good sci urity. The ))ronioters of 
<x>-opcraiioa are often enthu.siasts who look oti co-operaiion with 
almost religious fervour. It in seldom that the visionary and the 
Huuiui business man are to he found in one person, Many Tai.stakes 
have been made and much money lost by neglecting this fundamental 
need of eflIicientTy. One of the greatot rnisUikes which has been made 
by eo-operative credit bankn, not only in India but throughc»at the 
world, na» been the ncglwd of recognising the necessity of introduc- 
ing sound banking technique- It has been too readily aSsSumed that 
this knowledge can be secured by studying the theory of hanking. 
This is m impossible as to expert that the theory of mechanics can 
alone produce a .skilled engineer. 

In studying a technical point of this nature, which w^e suggest is 
one of great importani’c, it may he of advantage to consider the 
experience of other countrjcfi. Scottish experience might prove to be 
of inU*rc»t and some value. The reason given for the success of 
Scotch farmers during the nineteenth century and the early part of 
the twentieth century, is that rural etlpcation was developetl in 
Scotland at an earlier period than in any other country in the world. 
There is another reason — the enterprise of Scottish bankers. The 
large city banks in (Jiaasgow and Edinlmrgh were the first in the 
world to realise the advantages no| only to themselves but to trade, 
of ofHming up branches throughout the country. This system expand* 
cd rapidly until in the (*ourse of little over a generation every araal! 
market town in Kcotland contained one or, in the majority of case*?, 
more branches f>f these banks The methcKi adopted by the governors 
of the banks was a very wise one. They did not send out into the 
country city bred managers, they made ubc of local talent. Country 
lawyers of standing or land agents were employed. Trained clerks 
were plawd at their disposal. Bank Managers had, therefore, an 
intimate knowledge of the |:mpulation whose requirements they were 
out to meet. 

Banks cn<x>u raged loans on personal security to hard working 
farmers of integrity. Managers who knew^ local tionditions senred two 
purfuises. Depositors felt that their money would be safe. The banks, 
on the other band, had the aasuram^ that they were lending money 
through agents who had an intimate knowledge of the people with 
whom they were dealing. 

We have no figures before us, but the increase of deposits and crediti 
handled by hanks in Scotland during the first half of the Rtneteenth 
tmiury must have been very great 
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Farmers of hooejjt reputation goon found that they had easy Ineana of 
increasing their prcKluction by aecuring loans at a cheap rate of 
interest from the banks. They were also encouraged by this means to 
enter into vast scheincs of improvement in draining waterlogged land 
and rebuilding their homesteads. These improved buildings and drain* 
age schemes resuUtxl in greater efficiency. 

The banks never charged a higher rate of inmrt>st than 1 per cent 
above bank rate with a minimum of 5 per cent, nor do<^» it vary. The 
point arising out of this is of vast importantH\ Because comparatively 
aim pie but sound banking methods were available, HiMsttisn farmers 
had the advantage of securing cheaper credits than any farmers through- 
out the world. This credit was not confined to men who wnild only 
give security. It was granted with freedom, provided the reputation 
of the farmer wa.n sound and that the agent was satished that the 
money was lieiiig spent on the purchaae of stock or for increasing the 
productivity of his holding. 

There i« a difference between the Indian ryot and the Bijoitiah 
farmer. The latter di&likes debt and will, genarally speaking, only 
enter into debt if he thinks hia position will be improvoa by doing so. 
After the debt luis been incurred he will make the utmost possible effort 
to pay off the debt as quickly as possible. The attitude of the Indian 
ryot towardn debt differenf, but agaiEMii this disadvantage the c?o- 
operative credit banks in IfKiia have one distinct advantage. They 
have the unlimited assets of the memliers as a charge* against the debt. 

The Scottinh farmer is also, from a banking point of view, much more 
attractive becau.se of tin.' sizes of his holding. Fifty acres is considered 
a small farm there. It is hardly necessary to add that co operation is 
the only {)08sible credit system which can improve the position of 
rural India. 

Scottish banking methods not only provided cheap and ample ctedita 
but at the same time encouragc'd deposits and the t'urrcrii mit'ount and 
checpie niethml t>f doing bu*iiues'<, The hoarding of .savings in the pro- 
verbial stocking l>eeame n thing of the past, Depewiis in the coffers of 
the banks, winch were t>revi(inHly lying idle, expanded credit enornr 
ouslv. in other words money bred money. 

The systenc wa.s also rc’spornsilde for introdnenng efficient l/usiness 
methods Huch as b«x>k-keeping and sr.ntnd marketing into ordinary fanro 
ing practice. The Hale of prcKluce wan centraliHed in large, widVequip- 
X>ed markelB, where the* maximum of competition was ensured. The 
cheque paying and receiving method, being easier than caf^h trarsac* 
tion, also encouraged business and increased production. 

H the same precautions were taken in securing efficient banking 
throughout the whole co-operative movement in India, as there are in 
Scotland and other western countries, the progress of txeoperatioii in 
this country would have been greater and the ryot would benefit by 
receiving hi« loans at a lower rate of interest. Ineffieieney meana 
dear money. To deal leniently with the baeksHder or default^^r, as 
it so often docs in the co ojKurative society, mcretv means that the 
hard working and thrifty ryot has got to pay for the foHieii of bis 
neighbour or of the organisation. We suggest that, in order to ^afeguird 
the interest of depositors and of the cwltivat.ora who have ultimately 
to bear the burden, trained bankers should lie added to the staff of 
each xiroviDoe. It is possible that one hanker of indisputable ability 
and experience would tie auffident, md that under ht« guidance a staff 
sufficient to safei^ard the atrictlv hanking aide of the movement would 
\WY soon be trailed. The Fun j ah has the advantage of a banker of 
thk dascnpticm whose work has, we were informed, already been of 
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cnoriTJOu* benefit to thia province. Mr. Darling in hi» annual report 
ior 1031 make® the following Btatement with reference to this apfwiint- 
nieiit: ‘VHia long experience of joint stock banking is not only of 
great use to the Registrar but his advit*^* i» freely sought after by the 
(Jeatral Bank«*\ 

When the banking and auditing technique of the co-operative move- 
ment in India is as perfect as it is in European banking instfiutions 
then it will be found that Co-operative Banking will grow of its own 
mofnentum. The result of these reforms m the courst.^ of a few ytars 
will probably l>e that money could be lent to tlie cultivator perhajrs at 
2 per cent, less than at preaent. The cost of ensuring efikierit manage- 
ment through banking and auditing would prove to l>e a fraction of 
this amount. 

Co-operation is not philanthropy, it is a business institution. It 
is not a co-operative system dealing with a perwntage of the rural popu- 
lation which must be envisaged; it ia an organisation that will ulti- 
mately turn that oomparatively trifling percxuitage of the whole into a 
hundred per cent, unit. Thia can never be brought about unless the 
highest poftftible degree of efficiency can l>e secured in the internal orga- 
nisation. 


Expert Accountant. 

We also advocate that to each Provincial Centre there should be 
attached a highly trained expert ac*countant. lie would, under the re- 
giittrar, be responaible for supervising audits and the methods to be 
adopted^ and the training of the auditing staff throughout the Pro- 
vince. A man of marked ability is essential. The Registrar would 
then, in having under his control real expert a.s8i.siance in Banking and 
auditing, be in a position to give more of his time to the general 
organiftaiion and spread the movement throughout his provintx;. His 
energies must be devoted to a greater extent than is now' the case tt> 
extending the sphere of co-operation in the manner which we have 
outlined elsewhere. 


ReffiHrur. 

The status of the Registrar should be one of the very highest in the 
Province. All authorities are agreed that in co<q>eration lies the one 
hope of rural India. The responsibility of the Registrar is, there- 
fore, very great and is of such a nature that it should only be placed 
on the shoulders of men of proved capacity and administrative ability 
of the very highest order. 

Current 'AceounU and Chtq%tett. 

Another of the aims of co-operative banking must be to introduce, 
in however simple a form, a current acx'ount and cheque paying system. 
It is our opinion that no reform can W of greater advantage, in the 
banking senae, than this. The development of the Current Account and 
ch^ue paying method of transaHing business is a very great step *n 
advice. In England the habit is univeraa! amongst large end smalf 
cultivators. Joint Stock Banks are now endeavouring to extend the 
sjrstetm in Bueh a way as to meet the needs of the miMmt of the:r 
customers. W© have already referred to the adv^antage which modern 
baftking conferred on Scottish farraertt Current accounts and cheques 
have simplified business and laid the foundations for simple book- 
keeping amongid^ the agricultural commanity. It encouraged the 
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deposit habit. If a cultivator is paid in hard cash or notes then 
he is much more likely to keep his ffaviiig^ in the provorbial stocking. 
Another eftect of the theque haiiit is the as.sisUiaee it gives in the deve- 
loping of organise?*! nuukeiing. When ti cultivator can only hi* paid 
in cash he will think twice aWat taking his crop to a t-entrai Market 
where he runs the risk oi leasing the money received *>r of having it 
stolen from him on his return journey. He is, therefore, glad to sell 
his j>rodnce on his fann to a local dealer. Tlie first step on the nuid to 
ByvStematic and sound market ing methods is to have the fanners' pro 
duce sent to a ct ntral depot where it can he handled and graded 
efBcientiy. From this pr»int of view alone, it is highly dedral)ic that 
the (urrciit am>unt system in houccer .simple a form and however 
iimiled a ssale should Im* one of the aims of the cooperative bunking 
inoveriurnt. During our tour lluvughout the country nothing gave us 
greater picasure than to fiinl that a start has In'cn made even by A 
primary soiiety. The Ichni C<vopcrjiti\ e 8<H'iety Limited^ a i>rinmry 
smiety on the outskirts of Laliorc vvhi<‘h has taken afA'ps to eslahiii^h 
thin system. Drawing of ch<s|ues on current atwunts waa introduced 
on the Int of February. We are satisfied that the Society has reached 
such a stage of develofiment that there is every likelihood of real sui- 
cesK being attained. We suggest that the aii<mtion of the leaders of 
the C'o operative Movement should be drawn to the po.ssibilitic» of 
intrcKliicing thia system in a very guarded way. In thoBc Kocieties that 
have reached a sufficiently udvam*f»d stage of development the addition 
of exjicit bankers to the eo-operative staff w ill he of enornious value in 
bringing this alnnit. 

We would remind the Committee of the w ords of Jules Simon - “The 
greatest banker in the world i» he who dispoaes of the proletarian's 
might’’. The introduction of the current account system would i>c a 
great advanc!c towards this end. 

In order to encourage the use of cheques we would urge the desir 
aldlity of Government fuxepting j>^y^ieat of land revenue in thi# way. 
It would be a dir<H.’t iruxmtive of no rnenn value. 


Co-op< ration and the Jit^ervt Hunk. 


Consideration must he given to the financial requirement» of the co- 
operative eystem in so far as they cannot Ik* met out of deposits At 
the present of development m^veral Provincial Cooperative Banka 

have more money at their disposal than can Ik* used for grunting sound 
creditiL Large amounts arc invested in Government Becunticf^. Thcfie 
are the first re»ourt?es to lx* tapped when the demand for creditw is such 
that a larger working capital is required. By working capital we mean 
the amount needed for meeting the normal demand apart from erner- 
geacy exigencies during the busy season. Government securities should 
be eoJd, »o far as neceoaary, to meet the normal demand The remain- 
ing aocurities can 1x5 ufK*d ai^ collateral for credits either from Com- 
mercial Banks or (in the event of its lietng established) the Reserve 
Bank in order to meet the temporary emergency requirements. 

We must also give con«ideration to the way in which further finan- 
cial requirements, which may and probaldy will arise in future, should 
be satisfied. At the outset it must be made clear that apart from tern- 
jKirarv exigencies, the Keiterve Bank cannot grant mtich help under 
ordinary conditions. It i» necesnary that this bank should keep it# 
positioti fully liquid. The Co-operative Banks do not at present 
finance marketing or trade transactioria. The strength of the llenerve 
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Bank would be endangered to a serious extent if it were foreed to tie 
up part of its resources in credits in order to supply those banks with 
what we have described as working capital. 

We suggest that the Government should consider the advisability of 
fiiacing a part of the monies derived from postal savings at their dis- 
posal. This in our opinion should la* done under the direction end 
control of the Ei^serve Bank. It could satisfy itself better than the Gov- 
ernment almit the aoundness of the demand and the desirability of 
their compHanc*e. The Bank in short would act as Agents for the 
Government. 

Finally, we feel compelled to stress the necessity for the co-operative 
banking movement restricting, as far as possible, the disbursement of 
its profits and to build up strong reserves out of these profits. These 
reserves — we refer to those of the Central and Provintial Banks — 
should not be nu’d for granting credits, but should be invested in gilt- 
edged securities. They will uitimately enable the movement to effect a 
gradual reduction in the rate of interest charged on its credits. He- 
serves will aim) enable it to obtain credits in times of emergency. 

Uuml Iiecon»{ruc(ion Societien. 

While we were at Lucknow we visited three villages in which co- 
operative societies had been established. The first two were typical ex- 
amples of the failure of credit stx ieties; one mewiy was in the process 
of liquidation and the other was not, we were inclined to believe, 
solvent. We investigated in each case the reason for this. We aie 
of the opinion that more than one reason is responsible; illiteracy, 
their iualulity to realise the simple principles of co-operaiion, their 
fear of incurrinjK joint responsibility for debts incurred by their 
stHuetietc The main reason probably arose from a bad example of land- 
lordism. In each case the landlord was non-resident, hia rents were 
iTOllected by an agent. The landlord dared not visit the village in per- 
son, the rents were (ollected <»n his behalf by an agent, but even the 
agent could not visit the village unless iu*coiiu>aiued by oth**rs. I'ho 
landlord did not only secure hrs legal rents but also coin|)*‘lled the 
villagers, by various meaics, to contribute further monies to los ex- 
chequer in the cveul of a new car being l)ought by hiiir Tenants wer« 
by one means or another forced to pay extra ntonies. The average 
incrett?M‘d beyond fixed rental was about 50 per cent. In the event of 
rents or the additional monicg (barged not Ixung forthcoming^ tha 
villagers were l>eivteQ and in some cases a form of torture waa used 
such ns being forised to stami on two bricks wide nptirt in hot sunshine 
for txmtftiderable periods. 

In the other cnacs the landlords were residents, alxrut nine in num- 
ber, Before our arrival the villagers were informed that no comnlaints 
must he made to us but we came to the conclusion that here also lh« 
»emindar sysitem was working unaatisfoi'torily and was very largely 
rcHponsihle for the posit iotj of the credit soiriety. About 5 per 
above fixed rental was fort^d out of the ryot® and lalmur had 

also to W given during the planting and harvesting acaiain. The 
xemimlars were amongst the biggest creditors of the iwx^iety, and the 
liquidators was having great difficulty in securing repayment of debts 
incurred. We came to the conclusion that in each of the two ia»<*s 
referred to the beneficial results of a prosperous credit society, granting 
loans on less rates of interest than money-lenders, would disappear into 
the hands of the semindar. 

If these two oases are typical of the tKmition in villages owned li| 
aemlndars in ttie United Provinces, then it is a waste of public monies 



and efforts to endcavoin to iiitmduee- a sottnd co-operatives credit »\ stern 
until legislative steps lire taken to safeguard the interest of the ryot 
against rapacious landlords. 

The thirtl aiul last village was an example of Huceessful <N>-operativc 
effort. lier«‘ also credit scx'ieties had heen established t^^une years ago. 
It was not functioning suecesHfully, Tw’o ^^nd a half years ago a rural 
reeonstrin tion society generally known as a rural uplift society, wiwi 
start ed. The ol>jeets are— 

(1) To irnprove the physical, »<»cial and moral conditions of (he 

rnt rnbers, and their efTicicncy generally. 

(2) To introduce improvements in agriculture and in cattle 

husbandry. 

b'O To inirodine improvements in (*oitage itulustricB to improve 
communications and ensure improved marketing of xillage 
produce, 

( <0 To assist in arrangementtt for the e<lucalion of members and 
their chiklrcu and for their training in the art of expression 
ihr<u!gh games, songs, dramas design and worship and of 
other useful occupations vvhich render life of the coininunity 
mcoe pleasing and liberal. 

(5) To s[ircad correct knowledge nlKUit hygiene and Inman 

nutrition and about infectious diseases. Also ti> undertake 
welfare work for expectant motbers and children, 

(6) To provide ineanK for equitable settlement of disputes and 

thereby discourage uniH?ceH.sar.y and frivolous legiFlatiou. 

(7) To promote other measures designed l<i emxmrage in the 

members a spirit and practice of thrift, mutual help and 
seif help 

The name of the village is Dhanwara. It is WMthin 17 miles ol 
Lucknow . We conHid«*rcd it to be one of the most successful coofierativo 
efforts whith wc have ever seen. We were assured liV the registrar of 

the Province — Mr who aecom|>anied us, that previous ta this 

"establishment of the uplift society it w^a» a typical village in his 
province. We have no reason to doubt tbiH, 

Tlgi^ vilbig<‘ comistii of 250 inhabiiantH The land is of nvtsrage 
^ It i»elongs Ui a lady xemirnlar who is non resident. It is 

by a retired government official who i« very strongly of the 
opimon that great progress has been made by the village since the 
Speietv was establiRhed. There are two socieiit^H^ one the credit society 
and the other the one referr^^I to. The former has 20 ryots and tire 
fatter 60. Every ryot is a member and every member pays one rupee 
per year contribution. The management corisistK of 9 rep resenta lives, 
together with the local revenue offic?er, known as a tahsildar, the c<>- 
opiU^ation iriftt>cctor and the health officer, who are ex-offirto members. 
Tha*%ociety wax started by the inspector. 

We inspected the village and part of the crops. A communal 
garden was shown u« in which flowers were lieiiig grown. It was well 
kept. We saw the children and their teacher at work^ their bright 
and happy appearam^e together with their keen intelligent faces im- 
presaed ns. A simple village library, containing about one hundred 
l>ookii, has been started and it is appreciated by the inhabitants* 
In the same building is a Utile diiq>ensary containing Indian and 
Ehiropean drugs- T^revious to the fetariing of the society the number 
of ) iterates on an average in the SSatrict was about 4 or 5 per cent, 
now 30 per cent, can rea^ and write. Not only are the young ebildrcn 



taught, but thens is also an adult claHs. Admonitions ou neat enamel 
|)lates are placed on the walls and trees. The fire brigade gave us a 
di^i-[>Jay of fire drill. The general cleanliness of the streets Aiid the 
houHis was very nmrkeii. The wells have been improved. We were lU' 
fornud that a great improvement had been effected in the general 
( b-Mraincss and liygienic habits of the people. Mariure is no longer 
allowed to lie left in or near the houses ; it is now stored in firoper 
pits on the outskirts of the village or in the fields. Drainage pits 
iuive also ijei^xi made. Wc .saw inif^roved varieticH of wheat growing, 
whicJi the ryots informed us produced 25 per cent, more than the old 
si a fid a rd kinds. 

The villagers arc also planting iinjiroved sugarcane. Modern Meston 
ploughs have not only been introduced but arc being extensively used. 
Irrigation wells have been iniproved and their use is now' very largely 
on the CO operative principles. Games and stiorts, including gymnas- 
are be<oming popular. A display was given us. Dramas are got 
uji and are greatly enjoyed. On festival days the whole village now 
conibines and the feasts and entcrlaiijinent.s are much less costly than 
l>efore the dancing girls for imtance are no longer engaged and the 
crushing debts formerly incurreti for marriages and other ccr^unonie? 
are now unknown. Even a voluntxiry police system, to safeguard the 
village again^it theft has also been established. Ail disputes are now* 
ficttlcd hy the ftocidy. Since it has been started not a ‘^inule ease 
has been taken to the courts. IlnbitB of thrift find econoiuy have 
taken firm root. Every male member nniftt be sent to Kchoot i lues 
arc intiicted if this is not done. Young gnds are also cTUouraged to 
attend. Owing to the nti ict caste system girls over eight veurs nf ago 
larinot attend, l>ut we are told that, in the event of the vilSag*^ being 
givc'U the services of a lady teacher, parentfi would rdlow* the older 
girls to make use of her services. 

We asked the villagers, who were as.semblcd to meet us, vhaf their 
choice would be if forced to choose between their u|i}ift soidcty and 
tEcir credit society. Their vote was unanimous in favour of the 
former, and was given in such a manner as to leave no drudu in rur 
minds. This is verv important th** credit society is now m a .‘ound 
position financially. Arudlier interesting development of, I csvnsidert 
far reaching eoTc^eipiences is that all the rents are now paid through 
th*' swiety to the ngent of the zemirular. 

We were satisfied not only from the facts whi(‘h were placed before 
US, but cvcTi more from tiie general tone of the village, that however 
uionian our desiription would appear to be it i» not overdrawn. 

We w'cre assured by all the {uirties that the village was a sir^icMy 
represxmiative one before the s<K*iety was started. It has, it imnd b« 
aiimitted, a distinxd advantage leaving a lady zemindar who was not 
rapaciotift. 

The first impression to draw from this example, is whether there 
is rnvt (o operative work to be done of even greater imporcanoc tRf^n 
the establishment of cnulit soedetieB, and indeed bx'fore credit sg^ieties 
cau, generally speaking, function properly. Before credit can be 
adrimrexl with any safety the integrity of the land individually and 
wnectively must be of a respect ahby high standard. If done collect- 
ively through a -opera live society, then they have to l>e irained not 

only in the simple principles of co-operation, hut in iindeTmtanoing 
the. implications of collective responsibility. Without this it would’ 
he impossihle to look forward to a self-supporting co-operatts'c move- 
ment. It h highly neee«jiary that whatever i» demes this should he the 
goal to aim at. 



719 


The second lesson whit ft w e ciln learu on the sueecssful result of 
€OH>peration in this village, ia unlessa steps are taken to eiiueato 
the villagers in the need of reducing their expenditure on inarriage'i 
aid festivals, the public monies expended on saving the ryot in paying 
exorbitant rates of interest are very largely lost tr> him in other ways. 
Perhaps the most important facl^jr of all is the possibility of the ryot# 
by operative effort, to save himself from bad iandlords* 1/ the co* 
operative spirit, as seen in actual operation in this village, can b» 
introduced throughout the country, then eoofieratum can be much 
more effective in putting an end to the malpnictKajs of the «en)indar 
than any form of legislation. Not only will it be much more difhoivlt 
for the zemindar to screw monies out of his tenants^ but if the village 
can tH>nil>ine to safeguard thernsehe*i and t'ollectively refuse to submit 
to unfair treatment, the zcmnidar is powerless to do any harm. 

A very careful enquiry should, therefore, be* made into the poasibi 
lity of introducing, if iu5t before credit scHueties are e4ital)litiheii, then 
at the same time, Kurai Ivecon si ruction ScKueties. 


The Monty Ltndcr* 


Tht‘ money lender has, in the past, filled a useful purpose. With- 
out his moneys agriculture and trade could not have been carried oik 
W hen CO oi>erativc ( redit banks were establinhed to prtivide capital to 
the agriculturist at less cost, it was taken for granted that the money 
lender was an enemy who inuKt be destroyt^d. It might luive beea 
belter to have made an endeavour U> liis wealth and experience 
inside the <0 tiperat ive movement* The money lender must reahsc 
that nothing is permanent and that hi^ unorganised fnetbids can no 
longer meet the requirements of the modern world. The cooperative 
organisation shnuld not, on the other hand, refuse to cf)fm»d<?r the 
possibility of making uhc of his capital and experience. It may bo 
that, if this <ombifuit i<ui of forcen can be brought into being, w'o Hhall . 
have an organiJuiiion capable of overcoming all difficulties. Wo shall 
then ha\e the organised strength of the cultivator on the one haud 
and on the other the coUective wealth, business experience and money 
sense of tlic bania. It is probable that hia capital will pr^ivide all 
the iiet*e.ssary funds required to finance the movement. Wc ruggeat 
that it is only l»y this means that the whole of rural India can b» coino 
one great Cooperative Banking unit within reasiormble time. There 
are dangers, just m there are in harneasing any great forces, hut 
they ^rg not irmuperable. 


' It* haa been too readily aoticpt^d that in making such attempt 
money lenders will prove to be the more powerful force of the two, 
that he will kill the weaker. Is this fear justified I Against the 
unorganised cultivator he is all powerful, but that he ah3 His claea. 
can injure a people, who can use their combined strength through «»eh 

? mighty force as co operation has proved 4i«elf to Ik?, in by no means 
ikely. 

We suggeat that the leaders of cooperation should consider tho 
poosiKlity of welcoming the co-operation of the money lender, not only 
in the country, but in the towns, on the following terrm^: — 


(1) That he should bteome a member of hia lo<!al Rociety. 

(2) That after joining hi« society no further loans shall be 

granted by him. 



(Z) That no moneyit advanwd by (jo-operative banka to ikbtoiis 
fthall Ik? accepted by him to ncpvin himself for loans 
' standing, excepting under the following circumistaucei*-; 

(V/) When local directors give their unanimous consent. 

{b) When certified by the district inspector. 

(c) That any money advanced by the WK'iety to repay a money 

lender debt shall be covered by the money lenders invest- 
ing in the society at least double the amount repaid to 
him, 

(d) Thai the amount of the repaid debt shall be (?onsid«?red as 

a long term investment which cannot be recalled for a 
period of 5 ( 1) years. 

(4) He shall be allowed to fill any position to which he may be 

elected by the vote of the members. His experience as a 
dirc(f/Or or on the inanagcrnent staff of central or provin- 
cial bank, might prove to be invaluable and would over- 
come the anomalous f)OHition which exists at present that 
all directors represent del)tors. 

(5) Thai he shall give his wholehearted support to his srK*iefy 

and that his experience and Influence shall be unre-^a^rvodly 
at the ficrvice of his fellow^ natnuhers. 

(fi) Any recognised money lender investing to the extent of 
1,{XX) or over in a primary society shall 1 m* given the 
**.ntno rate of interest as the society pays on advanc*® from 
its central bank. 

It has been suggesttMl that the money lender has nothing to gain 
by joining the movement. This is not correct. To an ever increasing 
extent the hand of his fellow^s is against him. He lends without 
siHjurity. Through operation with the organised and unlimited 
Bccnrity of the memWrs his loans are incomparably safer, A 7 per 
<Hmt. investment is safer for him than 15 per wnt. unsecured. His 
position w ill be improved. Hia support will be welcomed and he will 
no longer be looked on with suspicion by his fellow men. 

Tile trend of every (?ountry in the world is towards the censoHda- 
‘tion of interests It is ru)! possible for the money lender to stand 
indefinitely against this current. 

The counter vsuggestion that Co-o|)crative Credit Bank« will be 
endangered by making use of the money lender h unworthy < f a greid 
movement. Caution is nocesaary. Action dictated by fear muftt 
always he had action. Provided the safeguards already suggested are 
applied, then co-o|>erator» must have sufficient faith in its abilities to 
oontnd its own future. 

■ The money lender is no mean force for the co-operative movement 
to fight Why waste endlm time and effort in trying to kill himt 
Such a waste of effort is only pcrmissihle when it haa !>eeo proved that 
a combination of forces i6r the common good i» impossible. We 
suggest that this has not yet been proved because no con<x?rted attempt 
has l>een made. The essence of good leadership is to secure victory 
at the^ least cost in capital and effort. ; w 
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ENCIOStTRB XrV. 

Marketiko. 

Thera is one great problem Im^fore India — to inorean^^ the prosperity 
of the ryot. If this can be done then not only will the economic but ako 
the social positiow of the country be revolut ion ised to the advantage 
of alb There arc only two wayH—Oo-operation (in its hroadcHt aj»pcet) 
and Marketing. 

In the cconomicH of prodiiction a factor known us the law of 
diminishing returns ctmtes ii^to operation. In many highly developed 
countries a poiiit has beert reach* d when it has liccome impossible tx> 
increas** produclioii except at (he saerifuM'* of j>rofit». Before that stage 
is arrived at increased production actually reduces eostn atui thereby 
increaHes profits. Thus has Ix'cn the line followed by inont countries. 
In others, notably (’anada, the grain ladts <d America and AnJ*trali.*i* 
costs of production have been rethiced l>y mass production liy puveer 
machinery with the miiunnun aiiu*unt of labbur employed. To such 
an extent has this method develoiu-d that in (crtajn distriiis of 
America CW fores of wheat land cati he cultivated and harvcHtcd pe?t* 
man emploved. Progress in such a way i.s for many ohvioua reaspna 
irnpoasihb* in India. She muni advance on Ih*^ lines of increased pro- 
duct ion, She has hardly started to do ho. There is room for vast 
develapinent bcf**re life profits of her cultivators arc adversely alTected 
by the law already referred to. 

The governifig factor in the development of agriculture and trado 
is demand. India has spent 115 croren of rupees in bringing into culti- 
vation million acres of irrigated lambs. On thin land H\m has entab 
lished two miliionH of small rultivators. Ko e‘ITort- Ihvh been matlc U* 
ensure them a market for their output. Their produce haa aggravaiccl 
a dimrase which had alreack^ been in exiHtcnce~~thc congCHtion of tho 
interna! market. 

Ryot» who have settled on the virgin irrigated w>ilH of the Punjab 
have improved their position. It ia to some extent at tho cx|vmBO ol 
their fellow ryots who have remained on their old crop weary holdings, 
on land exhausted by countless generations of cultivators. Even tho 
tillers of irrigated lands have not reaped the full advaritage of their 
efforts because of the congestion to which reference has been made. In a 
country like India it is the export market which makes the price, not 
the home. If because of inferior quality, uncertainty of supplies pr 
lack of uniformity, Indian export produce makes less tlian that of 
other countries, then the price on the Home market In correspondingly 
leiMi- If steps are not taken to organised export in such a way to meet 
the modern re<}uirement» of world trade, then the greater the quantity 
of produce grown in the country, the greater will lie the intertml con- 
result in increasing the poverty of the ryot, and 
^en Teas will not only he and hia family eat of his own produce, 
hut also the millions of village workers who supply his nsquirements. 
The triftible doea not end here, industry srhich is dependent on the pre^t 
pertty y>f"the Bn^al Population—^ per cent, of the whole— will find itii 
maritel^ fferioitaly resiricted, India is a country of thirty-six million 
homeateadih small in area and therefore, under the existing fnethoda of 
ctiltbraiioft,^ wi^ a small output. No other country, with the excep- 
tion of China i$ less organjsad. More than any other country doea 
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»hc require organised marketiiAg for the following reasons:— The d5fer- 
Hity of quality and class of produce. Almost every crop in the worH 
h "grown by her cultivators in relatively speaking, minute quautiti^s. 
The ainount of surplus available from each cultivator is trifling— 
collectively it is enormous. The difficultit^s of successful marketing are 
added to by the ryot growing mixed crops such as wheat and barley. 
In a country of such vast extent, long and heavy expenditure rail 
transport charges has to be borne by a cormiderable proportion of the 
crop. Bulk transport is the only possible way to reduce this expendi- 
ture. 

Facilities for collecting and export have, it is stated by competent 
authorities, actually declined in recent yearn. The great export firms 
hai‘e, for iri.slance, withdrawn their agencies from many important 
markets, particularly in the Punjab. This is remarkable in a province 
where such intenw^ development has taken place and where we would 
have been justified in expecting greater activities on the part of the 
large exiiort inejThants. Mr. Owen lloberts, a well known expert on 
the marketing of wheat in the l^unjab, who has spent conKideraVile 
ainount of time in investigating the position, has made the statement 
that marketing in tluit province is simply chaotic. We are satinfied 
from the invcfd igat ions which we liave made that this is not an ov^'r- 
Htoiement. It Ims been stated that there is oite million ions of wheat 
lying in the Punjab at pre«a*iit, wliile Cahutta is buying Australian 
wdieat. It has been landed even at Karachi - a gilbertian stab* of 
affairs. A proposal has been made that the import of wheat should 
be |>rohibited. This is a laxy man’s remedy, cspiM ially in a country 
which rummally exports wheat. The only sound remedy is to fight 
wifh moderji weafions Organis^Ml Marketing. 

Even the Belling of tea would appear to l,»e most urisa tin factory. The 
Prasident of the Tea BuyerB^ AsBOciation in a sjieech made the other 
day referred to the gloomy out.bmk in that trade — '^lle blamed tho 
atitedeluviftn methods of selling tea”. 

As the organifwui competition of the re.st of the world is increasing, 
Indian produce is being disjilaced. Standardisation and organi«|itio« 
are now the wnkh words in every great country. There is a determin* 
-od striving after elllcieacy. This is to l>e ioiuul with Canadian, 
Australian and Argentine wheat. Even Ilmvsian wheat is now l>eing 
sold through one organiHation. New Zealand and Daniah butter has 
captured the world market hecause of organisation in nuirketing. 
This aho applies to Danmh haeon. Argentine meat rules the world 
rharket because of organisiition. South African. Californian, and 
Canadian fruit growers are entirely dependent for their export trade 
on tlie efficient methodg adopted by these respective couniricB in placing 
tbe fruit on the world’s market. To Buch an extent have nations 
inteuxwtod themselves in organised marketing that in Ireland, Denmark 
and HoUand eggs are now refused an export license unlesa they secure 
the Ooveriiuient hall mark of quality. 

Baring the last decade grading in western countries ha® beconse 
almost universal for all products. Canada was the first country to 
standardise gtadea For many years her wheat has l>een sold on the 
e.xchang<^s of Winnipeg, Chicago, London, Eottmlam and Hamburg to 
extent of millions of jKmnds a day on the declared grade ^uality 
widch i» rarely chaHenged. A bushel of wheat has on the iproangeis 
a world market and can he^ transferred as easily from hand to hand 
as ^rlin^ money. Good quality Indian wheat is as aa Cana- 
dian. It IS hardly necessary to ask what ft« position is in the. worlds 



market. This arises not only from the mixture of various quaUties 
of wheat but also from varying ainourits of We arij inf<!fHiied 

that 5 per ceut and even more is a common average. No oovtntry 
nITord to pay freight charges on exporting grit. In dealing with large 
vpiantities of agricultnriil produce, this in itself ainouat.H to a severe 
handicap. And even greater is the difficulty of ensuring steady and 
contiriuous siipfdies. Wheat, for instance, is of little interest to large 
flour millers ujiless they can tw eimired of staUnl quantities when 
reviuired. Milling is now a highly specialised and techrucal trade. 
The miller sells his flour as the Canadian produc^^r sells his wheate«^ 
on standard quality. It is only in this that the iiviller can retain 
his market. The linker a!.*^o must know exactly what grade of dour 
is buying. To enable the rniHer to give this guarantet. the proportions 
of various grades of grain used by him nnist be dehnitc. Aflultcration 
of gr.ain atul ♦4hcr [iroduce whitdi is so frequently done by the trader 
and tile ryot in tlieir t nde,>vours to increase th(dr meagre profits, 
merely a<ld:> to the ultimnle difheulty of securing the best pri<*e, Th^ 
r>e»t and tlie eollectiisg merchant try to det^'ivc each other. The issl- 
lecting rneji'hant and the shop kecfii^r do the same. The shop keeper 
in iiis endeavotir to seeurc a profit, adnlterntes the which he sells 

to the consumer. In the aggregate the profits of the innumerabh* 
lonnhf r trade rs nm^t be very great. Individunl profits are rniall 
they always are where there is a teeming |>opulati(m in India. The 
fiirlit for .a hare liveliliood will always bring forward Kulfuient com 
petition to .s<‘(*nre to the ryot a price Ih.st will leave the country trader 
with a \ery small margin. Tt is not <1 h‘ excess firoftlH of the traders 
that the royt ha.s to complain of and suffers from, it in the hopeless 
inetriciencv of tho whole sy.stt m 

During the cour.s^* of the diHcuHsitui at tlie meetiugtt of the Dentral 
Hanking Knquiry Committee', the decline of tlie JndigenouH Hanker 
has been referred to, Comnetition from tlie iTnjicrifi) Hank, the big 
Fvehangc Hanks mid tin* Jfunt Stock Banks has htnm stated as thn 

reason. 

Tim decline of llie Hill Market haH also received attention. The 
rcdswin gi\cn ftas hecn— I, Biarnp DiitirB. 2. Cm^\ (Vedits, The Bill 
Market < ati f»nly operate sins-ensfully if there is a free snle of gtiodH, 
When goods liccomc stick v and difficult to dear, billa become danger- 
ous. f 'areful con.siderat ioTi should Iw given to tins phris<-^ of the prob 
hm. In (THtr opinion, the decline of the Indigenous Banker and of tjie 
interr>;iJ fnaTo-ial org^jnisation of the country is partly due to ant^ 
qimted methods of marketing. The Indian menhant ojierating ort an 
internal market congested with goods which do nf>t meet a ready export 
sale is a had bank client. The hanker, the merchant and the ryot 
all suffer. An the position of the latter (HO |>er cent, of tlie potmlaiioH) 
becomes more difficult it reacts on the trade of the country. If is only 
bv the ryot rnannfaetiiring goods for which he finds a spf^edy and profit- 
able sale that the real wealth of the country can W increased. The 
troubles of the Indigenoim Banker and the ryot arixi'!, to some extent, 
trom the game cause — marketing in wbirb there has been no change 
for eminWe«» years. 

Internal congestioTi not only clisorgarnses the money market, it 
results in what must collectively !«* an enormous los« in the actu^al 
waate of produce. The holding up of good* in small parcel?*, ewn 
under Ibe best conditions of storage, remilts in eerious loss. It takes 
piiice in the wheat staeJe of tha rvot> in his store and in the pit or 
store of the small trader who collet^ts the produce. Every hold np 
alcmif the line of disfribution tDeans waste of time, waste of credit. 
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increa3i?ed transport and storage costa. Even in England where wheat 
ij *»tored on farms un threshed in large ricks, the wastage between the 
^months of September and May has been estimated at 5 per cent. ; it 
must l>e much greater under conditions such as exist in India. I sug* 
gest that, }f the loi^ from this cause alone could be estimated, it would 
shock the Nation, 

Until India can improve her position on the world^s market, she 
rnuit remain a poor country and banking can never make rtal progress. 
Banking follows trade, it does not lead trade. Banking develops as 
the country does. It cannot l>e made without trade. Trade cannot l>e 
made without goods. Goods are worthless unless they secure a market 
During a Inxm) period antiquated metho<ift of production and sale may 
suffice "-gfx»ds of whatever quality will find a market at some price. 
In tirneH rvf depression it Is a hopelesH task for the merchant to sell 
inferior ungraded goods on the world’s market at anything like a 
reasonable price. 

Dr. Trip in his memorandum On the Money-Market has pointed 
out how a well developed system of warehouse's could assist the credit 
po»itioii of the country. They would not only expand credit. They 
would be (jf cnoriuous aHsistunce in the reorganisiat ion of marketing 
Them? warehouses would form the nucleus for the centralisation of pro 
duce. If they are to made use of then there must l>e some authority 
to organise the trade. The experience which the Punjab Government 
has had in crectirjg a wheat elevator is a sufficient ]>roof that t>o do ho 
w'iihout the cooperation of the various interesUs will merely result in 
the building of stores throughout the country whi(h will m‘ver \h* made 
use of. Not the least important of the many duties of the Marketing 
Board which W'c propose sltonld Im‘ CHtablished would he to pull 
various interests together for this purpose. 

The establishment of co-operative marketing will in such a country 
as India l»e slow. It will, however, Iw one of the duties of the Market- 
ing Board, in consultation with the co-operative authorities, to assist 
and support the promotion of co-operative marketing. It is more 
necessary in n country of small holders than it is where farms are 
large. The smaller a consignment for sale, the more hands does it have 
to pass through before it meets the export trader or the large wholesale 
merchant and the greater is the loss to the ryot. Ha must l>e persuad- 
ed to centralise his produce. There is only one way in which this can 
bt? done “ to prove to him that w hen he does so he is going to meet a 
l>6tter market for his goods. If co-operative marketing can lie cstah- 
lishcd another great advantage will result. It will enable the produce 
of the country to l>e used as security for the provision of cheap credits. 

In one of the Provincial Committee’s Reports it is suggested that a 
Marketing Officer should he appointed under the Registrar. This aug- 
gestion is only trifling with a part of the economic structure which is 
of supreme and vital importance. The only attempt which i» being 
made at the present moment by Co-operative Societies in the marketing 
line is to estahlish Commission Shops in the local market. These shops 
net m agents for their members. They sell in the local market, under 
exactly the same conditions as other traders. The management is not 
more efficient It is indeed perhaps inferior. It is claimed that by 
thiis means a c\ilti valor may save half a rupee per maund in commis- 
sion* This may be of some benefit, but it only touches the very fringe 
of this great proldem. The congeation of the internal market is left 
exactly as it was. During our tour throughout India we saw two co- 
operative marketing agencies. One of th«»ie was in Madras, it is called 
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the 'Triplecane Co-operative 8oeiety^^ Thia is a small trading society 
buying from farmers or in the wholesale market and selling 
suuicrf^. The Management informed us that they find great diffloulty 
in making progress owing to the impossibility of securing adcqua^ 
commission on the sales. The Managing Director of the Hoi^iety stated 
that profits were exceedingly low, the average in the retail trade Iming 
6 per cent. If these figures are correct, then tile costs of l<K!al distri- 
bution under existing organisation are low. It is diflkult for any 
retail co operative society to make progress under such conditions. The 
other organisation which we saw^ in operation wafi a Comnnssion Shop 
in the Punjab near Lyallpur. The Management in the latter caiski wa^ 
iiiefhcient. Book keeping was elemerjt^iry and there was difficulty in 
explaining the book delgs. For the sifc of the business they w^ere ex 
cessive. Co oj>crative Marketing is not worth doing if existing 
methods cannot be inpiroved on. If it is to be of any real nsaisiance 
to producers in India, then the whole proldeni must l>e tackled on 
entirely different lines. The co operative movement throughout Tndin 
has no (dear line of advance. It is uncertain m to its f\ilurc procedure 
with regard to marketirig la^caum* it hiis no clear understanding of the 
goal to Ik* ainuMi at: Th(‘re is only one — clearing the Hne of mrrplua 
goods. 


At Hothaiustead Kxperiinentnl Farin in England there is mu} plot 
of laiul which has been devoted contiuuouH wheat prtHiuction for 
alKUit half u century. No inamires of any kind are apx>lied, Tho 
yearly output Inis Ivecome static at about P2 InisheJji or 750 lbs. per acr(?. 
The jinpressioii is that production at this rate can go on indehnitely. 
The land is l)y no means naturally rich. If Indian production was 
raised even thin level the increahed revenue would, in terms of whemt, 
be X‘n:-M3E0(X) j)er year or 108 crores of rupees. If increamd p?x>duc- 
tion in more valuabl(‘ eomincKlitiea w(*re considered, then iho increaiu'd 
wealth would l>e much greater. By im|)roving the cultivation and 
fiualiinH of (H)tton and suRarcane, theri the incrmise per acre would 
be distinctly greater. The possibilities of increasing the prcnluction 
of sugar are almost illimitable. At the presKuit moment spaamodic 
efforts are being made to establish mills in various parts of the coiintr5* 
but no co-ordinated and organ i»i?d effort i» being made. There in 
another form of production for w’hieh the soil and climate of India 
are particularly suited—fruit — there dcKW not appear to be a single 
fruit which India cannot produce with great perfection. Many large 
tracts of the foot hills of the HimalayaH are, we are informed, ideally 
adapted for the cultivation of the more temperate fruits. The w'arnier 
regions are equally well suited for tropical fruits including mangoes. 
California by organised marketing boa brought vast wealth to her state. 
In 1877 one car load of citrus fruit was shipped from that state, now 
approximately 00,000 car loads are l>cing shipped annually. Other 
daases of fruit have made similar progress. The value of the citrus 
fruit exported now amoxintu to BO million dollars per year- The value 
of the iimtjer required or packing Ikjxcs is 0 million dollars — an 
industry in itself. This would have l>een utterly impossible but for 
organised marketing. Experts inform us that the soils and climate 
of many parta of the irrigated tract# of India are comparable to 
California for fruit production. More revenue per acre can l>e deriv- 
ed from fruit than from any other class of food siutfs. Tt is only by 
concentrated effort through balk marketing and standardisation of the 
product that Canada and Booth Africa have also succeeded in captur- 
ing their share of the world’s market Tn this one line of prodtico 
alone a very large increase could lie made in the agricultural wealllt 
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India. Even in England where cnn»itlerabie attention has hetn 
given to fruit culture in recent years, in certain districte specially 
adaf>ted for fruit, the value of the land has increased from £20 per 
acre to per acre : the gniss receipts have also increased from £8 or 
1 10 per Mere to £ltM) per acre. In some eases this figure has been con- 
siderably exceeded. 

All these possibilities are open to India, but it is only by concen- 
trated ellort that these vast avenues of wealth will be made available. 
Money as is well known to the Banking Committee breeds money. 
There is no single reform that is more likely to revolutionise the eco- 
nomic situation in India than by increasing the products to be derived 
from the soil and then»d>y in<'reaHing the wealth of 80<),(¥)0,CX)0 people. 
It is one of the greatest economic |>rr>blefns the world. There must 
be no shirking re»|>onsibiiity however great the tafk. 

It may he said that the organisation of fruit cultivation in India 
is purely agricultural To j»roduce fruit or any other commodity 
V>efore the market is asnured will merely result ir^ the fruit rotting on 
the trees as, I am informed, if has done in the northern Punjab for 
the last 2 or ft years. Fruit growdug countries have been compelled 
not only to effect organised marketing l)ut also to estaidish canT\iiig 
factories to make us<^ of surplus <'rops. California is supplying the 
w'orhl Wny should India nol have Imr .dmre • 

The question of orgfinised rnarkeiiTtg is of greater Nntionnl import- 
4[ince than that of Kural Credits. To supply credit requirements of 
the ryot is important, but as we have poirrted out in a previous memo- 
rafKiuni it i.s not so much ho as it is to cure the distunses from which 
the i ndehtedness arine. One of those is the low average productioi^ of 
the cu 1 1 i vutitui. Protlueiion can never l>e stijrnilnted until the ’\eti eari 
secure a fret' and sure flow for his suroluH produce to the world’s 
market. It is only i»y the development of th<‘ external trade of India 
that she will ever t-nke her place in the world of trade and commerce, 
which her vast wealth in land, populatioii and climate would justify. 
Her agricultural possibilities, under a prtq^er organisation, ara 
ftmongst the richest in the world. Her rescnirccs at the present 
moment are only beljig Hcratched. 

Indian handicraft for which the country is pre eminently famed 
would derive great benefst fr»an a Marl eCnig Board. If advantage 
weri^ taken of the world demand for the innumerable articles which her 
workers produce, UiC outfiut could be greatly increased. There should 
be an Agent and 8ho\v Hooms in every great capital in the World. It 
would be the duty of a Marketing Board to organise the various handp 
crafts in such a way as would enable the trrwies ultimately to l>ear the 
iwcmmrj expenditure. A small levy on the good.s sold could l>c arrang- 
ed for. Xfcrman cottage Industries are organised into guilds for thia 
purpose arul through them their manu fact u red goods are marketed 
wdth great cfReiency and wdth great lamcht to the members. Indian 
workers are amonjDc«t the most skilful in the world. The posaibilities 
of improving their position by this means alone are illimitable but it 
is» mmsmiry that some authority should he reaponsihle for organising 
tlie crafts, 

I shall not attempt with the exception of jute to make detailed sxtg- 
Ijestionat m to w^hai procedure should he adopted for the various corn- 
modi ties which India produces. This can only lie done after a most 
eareful and detailed inveBtigation and in consultation and close co- 
operation Vith all the interests involved. There is only one way by 
wrhieh it can he accomplished— -by tlie eaiablishment of a Cenira! 



Marketing Board under a reconstructed Miiastry <*f Agricultuto,^ Wti 
suggest that this ministry ia the pro|>er authority because it is agriiSiil- 
turai and iiural production for which organisation is most re<iuimi 
In order to co ordinate the interests of the Provinces, the Board abould 
consist of one representative from each. The chninnau should bo 
executive oftker nj>poi!ited by the CentrtU (•overnment, it is t^ssential 
that l^e should luuierstaiul modern trade and marketing re<|uiremeijts. 
Sub Cornrnittecs rf*pn^scnting the various interests would be appointed 
by the marketing department and would act in au advisorj^ capacity. 
The marketing of eveiy class cf product would have to Ik* carefully 
iin esligabd. 'Hie Ikmrd would require an adctpraie fitalT, with poa- 
siidy, a l)ran<h in each province, at the head of which woiild l>e flt» 
asslstxuvt wavrhing with local coinmitiecs. It shall he one of the nuiiu 
duties of the Board to make a survey of the conditions which govern 
the sales <^f the various }>roducis, from the ryot to the final market. 
Present costs of distribution will have to he known and the possibilities 
of not only improving existing methods but of discovering new iuarket4 
must l>c gone carefully into, Kaeh class «>f |)rr>duct will have to l>d 
taken mq>arate]y. The prohlcms affecting grain are, for instance* 
entin ly different from cotton. Even the various olasHCH of grain Winy 
have to hf' (Considered Hcjoirnlely. To secure a speedy sale for wheat 
from (he looducing areas to the consumers w ill require special (‘or« • 
ftideration compared to barky and maize. A start has already lassn 
made in the Bombay Pre.sidency and to a lesser degree in the Ibrnjab 
with cot tore It should be the aim of the Central Atarketing Board to 
secure in everv Proviiua* tlie siand.'irdisntion of cotton on sucli a basis 
m would enable it to U‘ sold to manufacturers on its grade mark as 
Cnna^lian wheat is. The ullttnatc goal should be the development of 
cf> opr r.nt i ve market ir)g in such a way an to iumbh’ colton growers 
through salt’s assocint ion*< to comluct this businesw on their own behalf- 
rjrowers )f tea in India. Ceylon. Sumatra and Java have within tho 
last year arranged for a limitation of their output in the hope that 
this will er.ahb’ (hc'u to secure better pric«*H. We suggest (hat th« 
attenqd is fored»iorned to failure unless growers are a)«o prepared to 
organise the marketing of their product Oilseeds, tohacco, fruit, tea* 
sugar, wool and hide, all these and mnnv others %vin only yield to 
freatmetd after rbe-e in vcstigal ions and determined effort is made by 
a AT n rk « * ting cju r d . 

These are ojily a few’ of the many tasks which it will Irc the duty of 
the Board to undertake. 1 am dealing with the rnark<?ting of jute in 
another paper. 


pRorosKD Jute Conthou Co-oeehatiov, 

In recent years attempt s have h**«?n made to contrail the |)rice of 
imbircr, coffee and wheal by different methods. All have failed fof 
reaitons w hich are well kuowm. 

Jute in the only crop of any magnitude wdneh under existing condi- 
tion, lands itself to such a form of control as would ensure a stabilised 
price to the grower. Many Indian <K^onomi«i» have pointed out that 
it is ft monopoly and that therefore it should Im possible to secure bo 
the producer a paying price. If it i» a monopoly to India* then this 
ought to lw& pfmible. There is reason to believe that it i«. Aitempta 
have already l^een made in Java to estabHiih the crop there, and also 
in America and West Africa, but they have failed. It would Ise diffi- 
ealt to imagiwe a more auitable goaniry than Java— the elimate and 
aoil in parte not dissimilar and dbeap labour. In any caae it is not 
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grown in any oUber part of the world, though it has in the past been 
a "paying crop of great value. There is, therefore justification for 
believing that so far m the producer is concerned it i» a monopoly 
crop. a« long as the price is not raised unduly* 

There is also some ground for suggesting that the manufactured 
article ha» to a considerable degree a monopoly. There are only two 
products in corapetition with it—hemp and paper. The former coats 
several times more and is too expensive to cnticr into competition with 
the ordinary jute product. Paper, up to the present, is only in com- 
petition with jute for cement bags, and the demand for jute would 
only Iw endangered if monopoly powers were used to raise the price 
unjustifiably beyond an economic figure. But it is no less possible that 
a well equipped rcHcaroh ass<Kiation could discover other purposes, as 
yet unknown, for which jute could l>e used. 

It is possible with jute to regulate prodtiction. Further all exports 
can be cleared through two ports— Calcutta and Chittagong. 

To enable control to be effective, it would be necessary to taka, the 
f ol low i ng ste ps— 

(1) A jute Corporation shall be estal)lished. %vith powers to fix 
prices for the raw material, to eliminate uniu'cessary costs 
of distribution, to control output arul, if ne(M^Bsary, to 
undertake disIriVmtion and effect all payments. The capi- 
tal of the Corporation shall l>e held by the Provincial Gov- 
ernments in jute gT<iwing areas in proportion to the 
average areas grown. The management shall bo vested in a 
directorate rej»res«^nting the various intcrestH involved. The 
constitution of the Directorate .shall be as follows: — 

(1) Overseas manufacturers—Two representatives for Europe 

One representative for America. 

(2) Indian Jute Mills Association — Two represent stives, 

(n) Calcutta Baled Jut49 Association— -One Representative. 

(4) Calcutta Jute Hhippers Association — One Representative. 

(5) Calcutta Jute Dealers Association — Two Representatives. 

(6) Bengal Jute Asfi<x:iation — One representative. 

(7) Directors of agriculture to represent the cultivator. Five 

representatives, 

(8) Eepre«<mtative of Banking interests— One. Full exacittive 

powers shall be vested in the Directorate. 

A*o#e,— “The interests of the producer will be fully aafegahrd' 
ed by the Government holding the entire capital of the 
Cor|>oration and having the power to dissolve the Cor- 
poration in the event of monopoly powers being used 
adirersely. 

Xhis is merely the outline of a scheme for stablisation of prici and 
control of production. If the producer and the businesa interest are 
ready and willing to contribute the Share Capital, then Uic Govefrn- 
merit share may lie diminished as the other interests increase the Share 
Capital, 

If the constitution of the Board is not suited to local conditioiis it 
may be examined and modified laiitably. 





Pricey shall fixed in advance in cim^iultatiou with the various 
interests involved. Maimfaeturera and export balera (on l>chalf l»t 
their clients) shall \h* lK)und to purohaHii all their requirements through 
the at the stated price. 

The ('orpt>ration shall be responsible for all surplus jute and feball 
withhold Ranic from the market unless for purjurms which sliall not ba 
ia conipctirion with the mamifactured Jute fabric. 

Producers shall be formed into lot'al associations, which shall be 
co-operative j^ocieties and subj^'Ct to the rules and regulations of ^ucln 
They shall responsible tor the wl lection and transport of supplies to 
local depots The collecting asiSOciation» shatll also be responsible for 
distributing all paymerds to their inernlaTfe. 

At each itK'al depot the repix'seiitative apfioint^Ki by the local imO' 
xuation shall take ovt‘r the jute by weight from the iweinbers. It ahail 
then lie lianded over by him to tiie iMffan. Kach lot to bo moved Itltd 
kef>t separate. The shall be responsible for delivery tO the 

f^Vntral Depot as taken over l»y him Each individual parcel shall be 
reweighed and priced under the existing systiun The final price to 
the ipower sliall then i»e determuted and credited to his account. 

Payment of 75 per cent of itie price fixed liy the (Corporation shall 
be made t<» tin* assfKuation on delivery ami weighment of the jute to ibo 
lu<"ai depot. The luilaiice shall be jiaid when taken ovt>r by the central 
de}) 0 ( pincha.Hcrs after assortment. 

Elach aHs<K:iation siiall keej) an exact record of outtnit of all imitnlKsrs 
and of tlie acreage of their holding They shall employ a competont 
manager. The records of the asHocintions shall In* regularly inspected 
i»y official.s of the (\>r|K)ration. The (Virporation sfinll hav*^ power** to 
static all fiisputcM, The fiaso(’iaiion shall limit or increase the output 
of eacli member pro rofa according to the rer|inremcnts of the Corpora- 
tion. 

E!ach con.signfinmt received by the. awsociation from its mcmlicrji shall 
be weighed and marked at the prdnt of collection. 

It would be advisable to use tht' existing chnnnelB c»f trade, as the 
agents of tlie Corporation on a commission basis. Agreementa to l*«! 
'entered into for stated tnriods. 

After the raw material i.s in »U>re it is a matter of ordinary buHines* 
routine to siijiply, l>y whatever channels arc decided on, the require- 
ments of manufacturers throughout the world. Existing storage capa- 
city shall made of. It may l*e found ne<‘e«sary to eroct oxtra 
atwinmodation for the handling of surplus jute. Manufacturers will 
have, ttothing to gain by refusing to take their yesars supply, to the 
limil of their storage capacity, whenever the material can la* despatched 
to t|»nn. 

Manufa<!turerR shall notify the Corporation of their re<| ui remen tS w 
at the beginning of each season, and shall be iKuind to take the amount 
»i>ecified. Tlie difficulty of financing the acaxoiEs requirementa by th^ 
Corporation would largely disappear. Jute at fixed prj<sa« would then 
W recogniiwfd as a safe security. The hanks as at present could hold 
a lien on the g<K’>d«. The banker and the manufacturer should there- 
fore welcome the proposal of fixing prices, as it reltcves them lK>th of 
great uncertainty. Manufacturcra, having l>ecn relieved of existing 
speculative risks in purchasing their raw material, would lie in a posi- 
tion to devote all their energies to improving their technical and sales 
organisations and to reducing tlieir costa of production, ft ia well 
known that the speculative rkka of purchaaing requirements of raw 
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matfM'ial are a distinct handicap to manufacturers. The retail price 
ol the manufactured article would not be influcncc^d to any ajl^pTecuabk 
extent by the difference of say four rupees per maund on the raw 
matcriaL 

It is not inconceivable that under proper orgariiBation material re* 
ductiuns ciHiid not be made in the cost of distribution. 

The yield of jute in Bengal in 192S 29 was 4*1,000,000 maunds and 5ta 
value at 9 rupees was £29,0(X>,00(). In 19^'10 the average price wm 
al)out Hs. 4/4 landed Calcutta. It has been calculated that the cost of 
distribution is Bs. 2/H/> per rnaund apart from speculatjon and profits. 
OiiC rupee per rnaund iitcanB £'3,250.0iXt It is imnecessary at this stage 
to enter into further details with regard to the distributing orgauisa^ 
tion which should lx> set up. It is merely a matter of sound bu«in<^ 
organ bation and efftcient accounting. The magnitude of the control 
need not prejudice the proposal. 

The greatest difficulty will be found in the control of the crop out- 
put, but it is Ity no means insuperable. The allocation can be based 
on the previous outfiiit of the ryot. Restriction is no hardship where 
land can 1 k^ used for growing other crops. Where other crops cannot 
he grown on. it is calculated at 45 per cent, of the land, the ryot can 
leave a small proportion of his bud failcnv. A certain income from 
jute ig of much greater valu^ to him. L^^gislation would be nece^ssary. 
Powders would lie required even to the extent of refusing to allow^ any 
but recognistul growers U) cultivate the crop. 

8urplus in any given year of 50 per cent, need lie no serious handi- 
cap. A considerable carry over is indeeil necessary and is doubllesa 
tfie ordinary practice of the trade (Jladstone onee said that “Faint 
heartedness was the master vice of the politician “ If it can l»e prt>vcd 
that the mmornic difftcnlticH are not in«upernblc, then the lienefits of 
such a scheme to the Indian ryot, and perhaps to the world, arc suib 
that however great the administrat ive difficulties it should l>o put in 
operation. 

The existing methods of distribution are : — 

1. The Cultivator. 

2 The Faria an<l Be pari. 

3. Merchants (Marwaris and European ) 

4. Mills, halers and shippers 

There are only three grades^-*- 

F Standard (1st quality). 

2. Lightening (2nd quality). 

3. Hearts (3rd quality). 

The variation in price is approximately ns follows— 

V, When bt — Rs. 30 per bale 

When 2nd- Rs. 27— Rs. 27/8 per bale. 

^ When 3rd— Ra. 23 — R», 24 per bale. 

T||e great^wi difficulty in establishing a sucrcasful jute control will 
probably arise from thr taking over of existing stocks apart from the 
irrowing crojp of the r^t. The whole position musst he very carefnlly 
and a decision arrived at as to whether it would be suffl- 
eient to leave them for diapoaal through the ordinary channek of 
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trade. If control is confined to the crop in the haiid^s of the cjiiltivator 
then tiieE4i \iiU considerable speculaiion in the istocka held by the 
mereh^uits and traviers. If the prtisent kv«l at prices is taken at 
four rupees per inaund, mei chants would hold up the Rtoeks ageinat 
the price that is hxed for control. They would receive a gratnitoua pn>Pt 
of— iiiy Its. i per ruaund if the pricK? vvas fixed ni lU, H Tliis wemW 
result in many millions of poinids Inong made by tlie incrchantli 
without an;^ risk to themselves. Moreover, the intTchant ju holding 
up the .stocks for 3i rise would disorgainse the demand through eontruh 

Jt may, therefore, lie necessary to take over existing Htocks, It \nx^ 
lieen suggested that in order to overcome the didiculty of the manufac* 
tiil'er having made forwiird sales eonfracts that he should twj 
ailovsed a MX months ftMpf>ly of jute. In the event of any manufacturer 
haring any more jute in stewk, the samplca aliouJd taken over bjr 
the ( kvrporatiun In the event of any manufacturer having lean than a 
six mont)»H’ supply in hand, he would be given the balance at the j)ric« 
jute IS taken over by the C'orporalion from the ruenchiintfi. Maimfac* 
tnrers who refuse to hand over any quantity beyond a six months’ sup- 
ply would be informed that if they refuse to do control prices wouhl 
be raistd against them to the extent to one to two rupecH jier inaund. 
A fair pr<jfit would be allowed ta> the merchanls on the ati»cks in their 
hauiis, and all Ktenks would have to be dedared. 

V It has lM*en suggested ihiit Uie far tan and the would wuth- 

hold stocks of jute in their hands to hand over to the (!orporalion in 
the loilovving year’s crc»p at enhanced prices. It may k”' that a coni' 
paratively smiill percentage of jute could b«' manipulnted in this vvuiy, 
luit all traders will licensed and the (.’orj>oration will have power 
to cancel the license of any merchant or trader who doas not comply 
with the r^'quircraents of the Corporation. Farm^ and bt parttn rnurtl/ 
also (let las c their stoeks. In the event of any btpnfi endeavouring to 
manipulate his sufiphes, his license would lie withdrawn The right to 
wjShdraw a lieense gives {he c<irporati<»n great powers. It would 
mean thul in future the fn fiati would f»e out of ImKineas. The ftiock® 
in the hands of the Iff/mri which could not 1>6 traciNi would amount 
to a very small percentage of the vCiole, As the (’orporution will mmcc 
a c^msiderable profit on jute taken over, the fuuincuil stability of the 
Corporation would not he « fTccted by a comparatively mnal! proper 
titm of illicit sf<H‘kH having to be taken over in the following year’H 
crops. VVe arc informed on gofvd authc*rity that old jute (vin be fq>ot* 
ted W'jth comparative" ease, if ao, farnix and hrparun will run great 
risks. They wdll pr<rhahly find that it is not worth their while. 

Payments to the cultivator will he made in the following way-- 
Associations as we have already suggested will he established t/O which 
wilpdie attaelied groups of vdllagcu. One cultivator from each village 
fthall be appointed to the Committee of Management. A Secretary 
Manager fhall be elected by them and ahall be their paid servant. Jin 
Bhall l>e responsible for keefdng all book« and transaeiing all corren- 
pondence between the corporation and the society ; he shall l>« respon- 
sible for organising tin? collection of jute on given dayi. He whal! 
also be responsible for supervising the area of jute grown according 
to tfc" reeptirements of the corf ?orat ion. Each memlw^r of the Commit 
tee shall in his own village aRsist in arranging the a!k>c(ition in the 
village, 

*1n 

Wlien a crop is ready for delivery, the Corporation wdl) hx three 
collecting days during the sea^n for each association, the jute will be 
takcfi by the cultiTator# to the appointed depot. It ahall Ik? weighed 
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In th« pref^nee of Mana^ger and at leaat one of hia and 

the btpuri of furiftt whO«^ business it will be to eoiivay'*^« jute to a 
oeotral depot. Eaith consignment as weighed will lal>elled with the 
naree of the grouper. The weight shall he invoiced in the^ books in the 
ordinatv way. A servant of the Corporation or preferably of the 
bifik attend ea<di collection with cash in hand. As each lot t>f jute 
jjsi weighed and taken delivery of, the grower shall rec(?im r cash 
payment of 75 per cent, of the fixed price. 

The hepari shall be responsible for delivering the juU as taken 
over by hirii to the central store. A responsible olhcial of the Corpora- 
tion shall then re weigh each consignment and price it for quality 
cording to trade custom. The remaining percentage due to the culti* 
vntor shall la? paid to him on the next day of coil ect ion. At the end 
of the season any balance due to the cultivaton for his last consignment 
shall be stmt to the (‘oinmittee of Management of his assoiuation for 
clistributiot* amongst the rnembers. 

It has been suggested that this method is not possible in practice 
hecnus#‘ of the magnitude of the task involved. We shall examine it in 
detail. 

In the UC21 census the number of population supported by jute agri- 
culture ia given at 4-2 niillions. For the purpose of calculation let us 
amumt that ] of that uumU?r are cultivators; this gives us one million, 
Lait UH make a further assunqition that there is an average of 20 culfi- 
vatora in each village (the average number we are informed on good 
authority is consideralily more) and that the average manlier of vil- 
lages whicli could he formed into a jute collecting depot would lie 20, 
w<j have therefore to deal with 5(t(H“K> villages and 2,5bo selling associa- 
tions, Allowing for 3 collection.** and 3 bank assistants at eacli colleo 
tion to do the neccsisarv book keej)ing and effect pa.vrnent. a staff of 
five or six hundred would be ample. I am inforriunl on the best of 
authority that the banks could provide this staff with ease and that 
insurance of the money in traiiRit could l»e effected at a rate df 3/32 
per cent, a trifling charge. 

Apart from all other considerations, any schemes that would enable 
the cultivator to handle the actual money which his produce realises, 
is deserving of the most serious consideration l)y all who are interested 
in his welfare. Credit Cooperative Soeietien might eventually talvC 
over the work of payment, but this would take some years ; the actual 
collecting associations would l)e run as co-operative mK'ieties though 
formed compulsorily, hut in the initial stages it would he advisable co 
pay over the monies direct to the cultivator ns suggested. 



APPENDIX IL 

Nmuwi of *11 B*nklBg and Liowa companies pegUtcred under the Indian C jmpaales* Act, now working in the rarioiui 
provlnoea in Indi*, tt^ether with figures of Capital, Depo.«it a>id Diridend {wide paragraph 32 of Iteport). 
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(3) B&ok is ft prtTft^ ccMxipftfiy ftnd Iwaieft no iiif< 
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♦The bank la now converted from a pfirate company into a public company with an authorised capital oi Ka, one lac 
Noir ‘—In Baluchistan and Coorg t^re are no rcgi-^t^rod banks. 
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Recommendations of the Prorincial C!ommittees 
( vide para. 66 of Report). 
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